


study. Probably not, the editors conceded, adding that the 

benefits probably outweighed the costs. 

Now Bernard is tackling a topic likely to cause fire-

works internationally: transfer pricing. This is the method 

by which multinationals value goods and services bought 

and sold among subsidiaries and is a key determinant of 

how much the companies pay in taxes to the countries in 

which they do business. As more companies have gone 

global, transfer pricing has become a big, throbbing head-

ache for them and for government tax authorities. The two 

are increasingly at odds. Billions are at stake. (Two years 

ago, the IRS slapped Britain’s GlaxoSmithKline with a $5.2 

billion tax bill, charging the pharmaceutical giant with 

underpaying corporate taxes on its profitable ulcer drug 

Zantac.) Bernard’s study hasn’t yet been published, but he 

hints that it is likely to be controversial. “We’re dropping 

a big stone into the pond this time,” he says. 

Epiphany at the Airport

Slaughter has been fascinated by the economics and poli-

tics of globalization since he was an undergraduate at the 

University of Notre Dame in the late 1980s. In the past 

decade, as the pace of globalization has accelerated in the 

U.S., he has intensified his focus on the practices of out-

sourcing and insourcing. If he was looking for controversy, 

his timing was impeccable. By the late 1990s, U.S firms 

were moving jobs by the millions to low-wage countries 

such as China and India. The public outcry was swift and 

shrill. Workers picketed companies that sent jobs overseas. 

Congress held hearings on the issue. Lawmakers tried 

to bar companies that outsourced from getting lucrative 

federal contracts. In 2003, federal authorities restricted the 

number of visas for skilled foreign workers, a move widely 

regarded as prompted by the backlash over outsourcing 

high-tech jobs to India. 

One evening while watching television in an airport 

lounge, waiting for his flight to board, Slaughter realized the 

issue had reached the point of near-hysteria. That’s when 

he saw a news program about factory workers who had lost 

their jobs when a company in the Midwest outsourced man-

ufacturing to China. The show was emotionally wrenching 

and devastatingly effective as antitrade propaganda. “No 

one could watch that show without getting the message 

that globalization is bad because good people, dedicated 

workers, lose their jobs,” Slaughter recalls. “I know the 

show was based on anecdotes, not data. But anecdotes 

matter—especially in broadcast media—because they tug 

at the heartstrings of lawmakers and policymakers.”

Slaughter’s research contradicts the widespread notion 

that outsourcing weakens the nation’s economy by export-

ing jobs. Slaughter used 10 years of data from the Bureau 

of Economic Analysis (a unit of the U.S. Department of 

Commerce), reported annually between 1991 and 2001, to 

study 2,500 multinational companies. That allowed him to 

analyze the spreading wave of globalization. According to 

his research, expansion overseas spurs growth at home, in 

part because of cost savings and in part because of increased 

access to foreign markets. “Hiring abroad does not mean 

firing at home,” he says. In fact, his research shows that 

U.S. multinationals have been a major force in creating 

new jobs—more skilled and higher-paying jobs—in the last 

decade. “Between 1991 and 2001, American companies 

have created two jobs at home for every job sent overseas,” 

Slaughter says. “Instead of lamenting foreign expansion of 

these companies, we should be encouraging it.” 

Slaughter isn’t insensitive to those whose lives have 

been upended by outsourcing. “Job losses are real and 

individuals are hurt, but they are not representative of 

the whole economy,” he says. “The greatest danger lies in 

creating policy that will affect the entire economy based on 

the pain of a few.” Such policies can be harmful, he says, 

with long-lasting results that ripple through the economy 

in unpredictable ways.

While conducting research on outsourcing, Slaughter 

became increasingly fascinated by the flip side of the equa-

tion: insourcing. The term refers to foreign investment in 

operations in enterprises in the U.S. Insourcing is growing 

fast in the U.S. In 1987, foreign companies employed 2.6 

million Americans in 1987. That number more than dou-

bled to 5.4 million in 2002. That year, foreign companies 

were responsible for 5 percent of the total private-sector 
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employment in the U.S., according to statistics from the 

Bureau of Economic Analysis. Some experts think the trend 

is accelerating. Insourcing is almost as controversial a topic 

as outsourcing. Some critics argue that foreign companies 

are sucking profits out of the U.S., investing little in its 

people or communities.

Again, Slaughter’s findings are counterintuitive. Far 

from draining the nation’s economy, insourcing companies 

boost it with high-paying jobs, capital investment, and 

research and development. The average annual compensa-

tion at these companies was just over $56,000—31 percent 

higher than the average private-sector paycheck in the U.S. 

Insourcing companies do not suck out profits, he found. 

In contrast, they invest heavily in research and develop-

ment—14 percent of the total private-sector R&D. Insourc-

ing companies accounted for a fifth of all exports from the 

U.S. in 2002. “These statistics help us shape national policy 

to ensure prosperity for the U.S.,” Slaughter says. “Clearly, 

these global companies are assets to the U.S.”

Firing Back at the Flamethrow ers

When it comes to battling protectionism, Douglas Irwin 

comes out of the corner with his fists up, ready to fight. He 

is the Robert E. Maxwell ’23 Professor of Arts and Sciences 

and professor of economics at Dartmouth, widely respected 

for his well-reasoned and jargon-free views on trade policy. 

Free Trade Under Fire, his second book, is in its second 

edition. Some 10,000 copies have sold to date, and the book 

is required reading for a generation of economics students. 

Point by point, Irwin elegantly dismantles just about every 

argument against free trade—and makes it fun to read. 

That’s probably why The Wall Street Journal’s editors 

asked him to skirmish with two flamethrowing protection-

ists on its editorial page in early 2004. The war of words 

had been launched several weeks earlier by Paul Craig 

Roberts, a former assistant secretary of the treasury under 

President Ronald Reagan. “The United States will be a 

Third World country in 20 years,” Roberts had fumed at a 

gathering of economists and policymakers in Washington, 

D.C. Then, in an op-ed article in The New York Times, 
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Roberts, the conservative, and Senator Charles Schumer, a 

liberal Democrat from New York, laid out a case to protect 

white-collar workers in the U.S. from losing their jobs to 

workers in India and Asia. 

Irwin took them on in the Journal: “Fifty years ago, 

Detroit’s River Rouge plant sucked in iron and coal at 

one end and spat out an automobile at the other. Now, 

auto firms source component parts from a vast array of 

domestic and foreign suppliers. Has U.S. manufacturing 

been vaporized in the process? No…. The U.S. economy 

will face many challenges in coming decades, but as long 

as we do not stifle our dynamic economy…we need not 

fear that—as Mr. Roberts predicts—the U.S. will become 

a Third World nation.” 

Irwin’s essay roused more than a few detractors, 

inflamed by his views on the economic necessity of out-

sourcing. His email was filled with a few smoke bombs for 

several weeks, mostly from jobless white-collar workers. 

“Trade has always been a contentious and controversial 

issue,” Irwin says reflectively now. “But since the end of 

World War II, people have come to realize that economic iso-

lation doesn’t work. In the end, I’ll be right on this one.” 

The Price of Rice

Like her colleagues, Nina Pavcnik is willing to wade into 

controversy. There’s plenty of that—and heartbreak, too—

in her specialty. Pavcnik is a specialist in the impact of 

globalization on child labor in developing countries. Born 

in Slovenia, Pavcnik first came to the U.S. as an exchange 

student in the mid-1980s. She came back to attend college 

at Yale and earned her doctorate in international eco-

nomics from Princeton in 1999. As an associate professor 

of economics at Dartmouth, she has done much of her 

best-known research in collaboration with development 

economist Eric Edmonds, also an associate professor of 

economics at Dartmouth. 

In an article published last year in the Journal of 

Human Resources, Edmonds disproved a popular mis-

conception: that child labor was a function of parental 

neglect or ignorance about the benefits of education. (Based 

on that notion, many countries had tried—unsuccess-

fully—to outlaw child labor with educational initiatives 

and laws.) Edmonds found that child labor was a direct 

result of poverty. Vietnam offered the best data. Some 

3,000 households were studied from 1993 to 1998. That 

was a period of rapid economic growth for the nation, dur-

ing which it became one of the world’s top rice exporters. 

In that five-year period, the number of working children 

fell by nearly a third, which the two professors attributed 

largely to rising incomes.

Only six months earlier, the two professors had pub-

lished another headline-grabbing study that suggested 

globalization would help, not harm, the children of the 

Third World. In a research report for the National Bureau 

for Economic Research, Edmonds and Pavcnik said trade 

liberalization likely led to a drop in child labor in Vietnam. 

When the Vietnamese government lifted restrictions on the 

rice trade in the 1990s, prices jumped. The two professors 

found that higher rice prices led to higher income for rural 

families, who then pulled their children from the fields. 

Did these rural parents send their children to school? “We 

do not know the answer to that because we didn’t have 

appropriate data to examine this question,” Pavcnik says. 

“We can only hope.” 

Policymakers took note. After the papers were pub-

lished, Pavcnik and Edmonds were asked to discuss their 

findings with staffers at several international economic 

institutions, including the World Bank in Washington, 

D.C. and the Organisation for Economic Co-operation 

and Development in Paris. 

Also like her colleagues, Pavcnik is a strong free-trade 

advocate, in part because her research shows it has poten-

tial to benefit those who are least powerful in societies: the 

children. These days, she is studying the impact of global-

ization on the children of India, where data also allow her 

to look at implications of trade reform for children’s school 

attendance and to examine whether short-term exposure to 

trade reform has lasting impacts on children’s educational 

attainment by affecting their literacy and school comple-

tion. She says her research will likely be published as a 

working paper later this year. 
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