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CHAPTER 1
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 THE NEW STRUGGLE FOR INDUSTRIAL SUPREMACY


Follow a traveler to New York from Tokyo—though it would be much the same if he came from Zurich, Amsterdam, or Singapore. After leaving the taxi at Tokyo’s downtown City Air Terminal—a perfectly ordinary Tokyo taxi and therefore shiny clean, in perfect condition, its neatly dressed driver in white gloves—our traveler will find himself aboard an equally spotless airport bus in five minutes flat, with his baggage already checked in, boarding card issued, and passport stamped by the seemingly effortless teamwork of quick, careful porters who refuse tips, airline clerks who can actually use computers at computer speed, passport officers who act as if it was their job to expedite travel, and bus crews who sell tickets, load baggage, and courteously help the encumbered while strictly keeping to departure schedules timed to the exact minute. After an hour’s bus ride over the crowded expressway to the gleaming halls of Tokyo’s Narita International Airport, after the long trans-Pacific flight, when our traveler finally arrives he will be confronted by sights and sounds that would not be out of place in Lagos or Bombay. He has arrived at New York’s John Fitzgerald Kennedy Airport.

Instead of the spotless elegance of Narita or Frankfurt or Amsterdam or Singapore, arriving travelers at one of the several terminals that belong to near-bankrupt airlines will find themselves walking down dingy corridors in need of paint, over frayed carpets, often struggling up and down narrow stairways alongside out-of-order escalators. These are JFK’s substitutes for the constantly updated facilities of First World airports. The rough, cheap remodeling of sadly outdated buildings with naked plywood and unfinished gypsum board proclaim the shortage of money to build with, of patient capital available for long-term investment—although there was plenty of money for “leveraged buy-outs” and other quick deals in New York during the years that JFK decayed into a Third World airport. Equally, the frayed carpets, those defective escalators, and pervasive minor dirt show that yesterday’s capital is not being renewed but is rather consumed day by day—“deferred maintenance” is the most perfect sign of Third World conditions, the instantly recognizable background of South Asian, African, and Latin American street scenes, with their dilapidated buildings, broken pavements, crudely painted hoardings, and decrepit buses.

There are, of course, many well-kept airports in the United States, and some are ultramodern. But even where there is no visible sign of one Third World trait—a sheer lack of invested capital—another is very much in evidence, even in the most shiny-new of US airports: the lack of skill and, even more, of diligence in the labor force, the will to work well, not for a tip or under supervision, but out of respect for the work itself, and for self-respect of course. If our imaginary traveler transfers to a domestic flight, he or she might encounter airline porters already paid to place suitcases on conveyor belts who nevertheless ask for tips in brusque undertones, just as in Nairobi, or Karachi, sometimes hinting that the baggage might not arrive safely if no money changes hands. And the passenger might then be trapped in slow lines while imminent flight departures are called out, waiting to be checked in by clerks who tap on computer keyboards very slowly, one finger at a time. But actually the phenomenon will be brutally obvious as soon as he arrives in JFK’s customs-hall, where baggage is contemptuously thrown off the incoming moving belts in full view of the hapless passengers. By then, however, our traveler may be too exhausted to complain: after a long flight, he might have waited for hours to get through passport control.

For that, too, is a typical Third World trait—the chronic disorganization of perfectly routine procedures. Nowadays, the US government competes with the likes of Jamaica, spending a great deal of money to advertise for tourists worldwide (Germany, Japan, and other successful exporters have no desire to keep their citizens employed as waiters, chambermaids, and bellhops). Yet the US government will not perform properly the one tourist service for which it is directly responsible: quick, efficient passport and customs inspections. From the chaotic delays that result whenever a pair of jumbo jets land within minutes of each other, one would imagine that such an event had never occurred before, that it was a stunning surprise to all concerned, not the result of long-published schedules duly approved by the airport authorities. Two-hour delays are common at JFK and other international airports during the peak travel times (and the entire summer), and some unfortunates have stood in line for four or even five hours at US airports after exhausting intercontinental flights. Not even Lagos can compete with that.

If they are headed for a Manhattan hotel, travelers can choose between a dirty and battered bus, or a dirtier, more battered, and often unsafe taxi, usually driven by an unkempt, loutish driver who resembles his counterparts in Islamabad or Kinshasa rather than in London or Tokyo, where licensing requirements are strict and dress codes are enforced. At that point, first-time visitors might still believe that both airport and taxi are glaring exceptions to the America they had always imagined—clean, modern, efficient. If so, they will immediately be disillusioned by the jolting drive over potholed highways and crumbling bridges, through miles of slums or miserable public housing defaced by graffiti, strewn with garbage.

Not as colorful as in Jakarta or Madras, and with parked cars lining the streets to proclaim a radically different version of poverty, the passing scene will still amaze those who come from the many European and even Asian cities where slums are now reduced to isolated survivals in remote parts of town. (New York tour guides report a growing demand for the thrills of the South Bronx, from European tourists quite uninterested in the borough’s pleasant greenery or the zoo, but eager to see open-air drug dealing at street corners and the rows of burnt-out houses.) True enough, after this unsettling encounter with an America already in full Third World conditions, an affluent tourist might next reach the luxurious glitter of a Manhattan hotel, but even there beggars might be standing near the door, just as in New Delhi or Lima.

■ IS IT JUST NEW YORK?

The reader who can happily stay clear of Kennedy and other airports like it, and who lives far from New York, Los Angeles, and other troubled cities like them, may well object that all of the above grotesquely misrepresents the America that he knows, and the United States as a whole.

True enough, American affluence persists on a huge scale, quite unknown anywhere else, in Palm Beach, Florida, and Palm Springs, California; in Hilton Head, South Carolina, and Scottsdale, Arizona; in Beverly Hills, New Canaan, and a hundred other luxurious suburbs, expensive resorts, and plush retirement estates large and small, with their perfect lawns, spacious houses, thousands of tennis courts, and half an ocean’s worth of swimming pools. After all, even within the narrow circle of the richest one-half of 1% of all American households, living in principal residences last valued at $675,500 on average, and with total net worths last estimated at $11.1 million on average, there are almost half a million families. Just below them, within the lower half of the top 1% of the wealth pyramid, there are another half a million American families with net worths of $2.8 million on average. Thus, with all their members counted, these richest American households alone outnumber the total population of some smaller countries—and more than 130 United Nations member states are outnumbered by the Americans who rate as merely affluent, who belong to the 8.5 million households below the top 1%, but still within the richest 10%, with net worths last estimated at some $756,000 on average.1

As for American advancement, the United States has many of the world’s best universities, the most accomplished research centers, certainly the best-equipped hospitals, a great many of the largest international corporations, innumerable successful businesses, by far the greatest collection of living artists, some 41,000 miles of the world’s best highways, and even some very modern and well-kept airports.

And yet, as against these tokens of wealth and success, there is the evidence of a broad degradation of standards that stubbornly emerges all around us—even when we are far removed in body and mind from our own fully accomplished Third Worlds, the miserable slums euphemistically called “inner cities,” where lives are nasty, brutish, and short for babies who would be better off if they were born in Costa Rica and for youths more likely to be killed by guns and knives than all diseases combined. Rich Indians in Bombay or New Delhi or Calcutta learn from youngest childhood how to step politely over the quadruple-amputee beggar groveling in their path without ever actually looking at him, and how not to see the starving mother-with-child, the waifs, and the abandoned elderly who beg from them as they go into a restaurant or bank. Blindness too can be learned. The celebrants of American prosperity have long since learned to disregard the inner-city poor except when they riot, loot, and kill, as most spectacularly of late in Los Angeles, in May 1992.

It takes less blindness-training to ignore the increasing proportion of the working poor in America, for in truth they are almost invisible even though they greatly outnumber the underclass, whether black or white, urban or rural. Tourists in countries such as Pakistan or Brazil soon discover that however modest their jobs, the waiters, cab drivers, hotel clerks, and shop assistants they encounter are greatly envied, because they already possess the greatest hope and desire of the unemployed masses: year-round, full-time employment. Nevertheless, in countries such as Pakistan and Brazil, even year-round, full-time employment does not actually pay enough to avoid sordid poverty, if there is a family to support. That too is typical of a Third World economy: because there is little capital, labor is the abundant resource and therefore very cheap—too cheap to earn a living wage.

At the last count, fully 18% of all working Americans, presumably quite law-abiding and certainly free of the much-discussed “intersecting social pathologies” of the underclass, were exactly in that predicament, for they did not earn enough to keep a family of four above the official poverty line even when working forty hours a week, fifty weeks a year.2 To be sure, that is a nationwide standard ($12,195 in 1990), both generous in some bucolic settings and downright tragic in most larger cities where not much can remain to feed four, after rent is paid. In any case, only one in eight of all low-paid workers actually lived in poverty as officially defined, either because they did not in fact have a family to support, or because their spouses, sons, or daughters also worked. That leaves unchanged the simple arithmetic of an economy in which human labor alone has been cheapened: in 1990, at the last count, 18% of all Americans did not earn enough per hour ($6.10) to pass that test with 2,000 hours of work; in 1974, only 12% earned below that standard. Except for the youngsters among them, just starting to work, the 14.4 million low-paid workers must be added to the Americans whose lives are sliding toward Third World conditions.

Many other Americans will soon join them, if present trends simply continue. Corporate executives, lawyers, investment bankers, assorted professionals, and independent businessmen have been doing very well indeed, as we shall see. But the great mass of American employees who are not supervisors or professionals, and who do not work for the government—some 75 million working Americans in all—now actually earn less per hour than they did in 1966, once false inflation increases are stripped away.3 As rank-and-file employees in industry, retail trade, and almost all services—even the much-touted banking, insurance, and financial services, not just the “hamburger-flipping” jobs—swim against the currents of a slow-growing economy that needs them less and less, America is becoming a country of diminished lives, in which more than half of the next generation can no longer aspire to the style of life of their parents. Anyone can see the proliferation of “mobile homes” all over the country, but few pause to ask themselves how many former home owners live in them, and how many children of home owners cannot replicate the achievement of their parents. European immigrants once came in great numbers, attracted by high American wages. At the last count, however, there were only 82,900 Europeans among more than a million immigrants, mostly from Latin America and the poorest Asian countries.4 On the other hand, some European corporations (lately BMW) are establishing plants in the United States, not only to sell here, as the Japanese have done, but also because they are attracted by the cheap labor and the American willingness to work long hours and to accept very short vacations by European standards. Unfortunately, the loss of classic high-wage jobs to imports, and to the overseas plants of US corporations in search of yet-cheaper labor, cannot be offset by foreign-owned assembly plants with their poorly paid jobs.

We are thus becoming Europe’s own Mexico—not as an inevitable consequence of “globalization,” as some seem to believe,5 but rather because of the failure to control and offset that process in the interests of the vast majority of Americans; and that failure has been of great benefit to a small minority. The reduction in trade barriers, the diminishing incidence of transport costs in ever-more elaborate products, and the global diffusion of mass production methods—the three agencies of “globalization”—could have been, and should have been, offset by added investment, both in people by way of education and training, and in the overall working environment: public infrastructures, plant, machinery, and technology actually applied (though we do lead the world in inventions that others apply, from video-cassette recorders to industrial robots). If more were invested to improve the working environment of American employees, and if workers1 own skills were constantly upgraded, the US economy would not be competing by cheapening the value of their labor. That, after all, is how Japan and all other First World economies have been competing very effectively, steadily increasing wages as we reduce ours, because with added capital and added skills the total value of what is produced increases even more.

Contrary to widespread belief, the productivity of American labor in manufacturing across the board is still much higher than that of Japanese labor for example, last being recorded as 64% higher on average.6 But that advantage is smaller than it used to be (it was 92% in 1975), and it need not assure high wages when the shortage of invested capital throughout the economy leaves labor as the abundant, cheap resource. Employers need not offer wage increases when productivity grows, because they have no difficulty in hiring all the workers they need without raises. Besides, even an overall wage-cost advantage that makes US goods theoretically competitive will not gain jobs in export industries if foreign markets are closed by overt or hidden trade barriers. For example, in 1988 US labor productivity was highest as compared to Japan in processed foods (286%), leather products (238%), wood products (192%), pulp and paper (152%), and auto parts (137%)—all of them included in the official 1989 US list of products whose export to Japan is impeded by trade barriers.7 That list also included aluminum, agricultural products in general, telecommunications equipment, pharmaceuticals, medical equipment, supercomputers, satellites, construction and engineering services, insurance, high-cube containers, semiconductors, optical fibers, aerospace, and soda ash, among other things—all of them industries in which one-sided “globalization” failed to gain potential export jobs to offset the loss of jobs to imports.

But “globalization” is not an unstoppable natural phenomenon. It can be managed. Too often, however, it is being managed at the American end to expand benefits to corporate management, shareholders, and elite design and development employees. At the Japanese end, by contrast, it is being managed to secure production jobs for Japanese workers (an aim never overlooked in Japan) and manufacturing earnings for corporations—as well as to transfer the gains of future technological progress in manufacturing from the United States to Japan.

In June 1992, for example, the management of Apple Computer Inc. was reported to be jubilant over its rapidly increasing sales in Japan, achieved in part by “strategic” alliances with major Japanese corporations. From less than 1% of Japan’s rich personal computer market in 1988, Apple had gained 6% by 1992 and was aiming for much more. Moreover, its sales would also allow Aldus, Adobe Systems, Quark, and others to sell their Macintosh software. Apple’s new alliances, however, also have another result: its smallest laptop is now manufactured by Sony; its Newton electronic organizer is manufactured by Sharp; and the new “multimedia” Macintosh that is the company’s best hope for the future is to be manufactured by Toshiba.8 Evidently Sony, Sharp, and Toshiba are more willing and able than Apple Inc. to invest in manufacturing plant and technology, and in labor training. Besides, Apple Inc. was most probably given to understand that its products would continue to be kept out of the Japanese market in one way or another—unless they were made in Japan.

But the great majority of non-elite Americans and their families have very different prospects from the managers, shareholders, and highly skilled employees of Apple Inc. If Mexico’s prosperity continues to grow, the declining incomes of non-elite Americans might reach an untoward parity with the incomes of their Mexican counterparts, within the lifetime of today’s teenagers. Yet that bleak prospect is ignored by the celebrants of American prosperity—as well they may, because incomes at the very top of the economic pyramid have been increasing very nicely.

The managerial and political elite that has steadfastly opened the US market, while failing to insist on a parallel opening of the markets of the leading exporting countries of Asia, has taken its full share of the added consumer satisfactions that imports allow while it has not shared at all in the loss of high-paying industrial jobs to imports. And of course these Americans receive large foreign earnings from the high-skill management, legal, technical, and entertainment services they provide, as well as the largest part of the export earnings of the more sophisticated goods in which the United States does best.

Americans like to think of themselves as a generous, warmhearted but also very practical people, quite naturally resistant to ideological fascinations. Before its downfall, Marxism-Leninism won the intense loyalty of millions all over the world, from poets and philosophers to seemingly tough-minded trade unionists. But in America only a handful of eccentrics ever fell into the trap.

Yet there is one ideology that grips the American mind—the ideology of free trade. Elite Americans are no longer seriously churchgoing but their unquestioning faith in the ideology of free trade is intact. Just as Marxism-Leninism offered the promise of prosperity for all, in exchange for giving all power to an all-wise party leadership, free-trade ideology too offers a large and attractive promise and demands something in exchange: the greatest possible prosperity for each and all in the entire world economy, if only no effort is made to protect anyone with tariffs or any other artificial barriers to free trade. And just as Marxism-Leninism was based on the theory that if capitalists were eliminated their wealth would remain and grow even more rapidly, free-trade ideology is based on the theory of “comparative advantage”: if England is more efficient than Portugal in producing textiles, and Portugal is more efficient than England in producing wine, both countries are better off if England produces all the textiles they both need, and Portugal produces all the wine, each then importing its unmet need from the other.9

That is the theory taught in every economics class and printed in every textbook. It is logical to a fault. Why should the Portuguese strain to produce, say, three yards of woolen cloth when, with the same effort, they could take advantage of their favorable climate to produce, say, four barrels of good port wine, then ship just one to pay for the import of, say, five yards of better British cloth? As a snapshot the theory is beyond dispute. Yet it is fatally defective, because it ignores economic and technological development; in fact it ignores the future altogether.

For one thing, as prosperity grows and people are no longer content with one work outfit and one Sunday outfit, the demand for textiles increases by 200%, 300%, 500% over the years. By contrast, the individual demand for wine grows little if at all, leaving the Portuguese economy stagnant except for sheer population growth, while the English economy grows rapidly in this textiles-and-wine world. For another, the theory of free trade ignores the very different technological potential of each industry: over the years, textile producers can mechanize and eventually computerize their production, while wine is still pressed by the bare feet of peasants.

Most important by far is what happens to each society over time under the rules of free trade: the British textile industry and its skilled workers, foremen, designers, engineers, color chemists, and managers will need, and support, a whole variety of educational, technical, and scientific institutions and projects that can germinate future industrial progress. By contrast, Portuguese peasants, vintners, and landlords will need and support none of the above in their simpler economic lives. Moreover, Britain’s textile industry demands a textile-machinery industry as well; which, in turn, gives birth to other industries, while Portugal’s wine industry will still support only coopers and their barrel making.

The Portuguese in this classic example would therefore be well advised to ignore the theory and impose a stiff textile tariff to keep out British imports, thus allowing a textile industry of their own to grow and survive. Even if the British do not retaliate with a wine tariff of their own, as they may well do, the Portuguese standard of living will immediately drop. Instead of a desirable mix of good native wine and good imported cloth, the Portuguese will have to get by with small quantities of inferior cloth, inefficiently produced against the grain of Portugal’s comparative advantage. But in a textile-and-wine world that is the only way for the Portuguese economy and society to develop at all. As it does, moreover, the technologies and institutions they acquire will open new avenues of industrial growth, including some in which Portugal might be less inefficient, or even quite efficient.

Japan was in Portugal’s position twice within a century. First when the country was initially opened to foreign trade after the intrusion of Commodore Perry’s American fleet and the 1868 revolution. And then again in 1945, when Japan’s economy was in ruins, and even its surviving industry was badly outdated after many years of war production (Japan’s war had started in 1936, long before Pearl Harbor). The United States was then of course the world’s most efficient producer of virtually every industrial product; in some cases—including the first civilian electronics—it was the only producer.

Japan should therefore have been content to produce raw silk, paper lanterns, and the cute mechanical toys in which it still had a comparative advantage, while importing almost all other industrial goods. For very little could be produced efficiently given the state of Japanese industry. But instead of being paralyzed by theory, the Japanese simply ignored it, preferring the development of their economy to efficiency and an immediately better standard of living. High tariffs, tight quotas, and outright import prohibitions kept out US and other foreign goods to assure well-protected markets for Japan’s feeble industries, which were also helped directly with low-interest investment loans, tax exemptions, and plain subsidies.

The Japanese people thus paid twice for industrial development, first by having to buy inferior homemade products at high prices instead of better/cheaper imports; and then because it was their taxes that paid for all the bounty given to industry. As consumers, and taxpayers, the Japanese were ill-treated. But as producers, their lives prospered and grew, with ever-wider opportunities both in rebuilt industries and in brand-new industries, as well as in the service superstructure that goes with them: banking, insurance, financial services, advertising, and more. They had to wait until the 1980s for any rapid rise in their standard of living, but the dignity of employment was assured to virtually all almost from the start, along with the increasing satisfactions of personal and national achievement.

To be sure, even free-trade theory recognizes an exception: it allows that “infant” industries (or war-ravaged industries) can be usefully protected for a short while, until they can stand on their own feet. But the politicians, academic economists, government officials, and journalists who “believe” in free trade are not really guided by the theory. They are, after all, believers in an ideology, not thinkers. Thus they fail to recognize the real significance of the tidal waves of rapid technological development that can now totally outdate products in a few years (remember “eight-track tapes”?) and entire industries in a few more (e.g., batch-production steel). That significance is simply this: nowadays a perfectly grown-up industry can become a helpless infant at any time. Aside from the world leader of the moment in any particular industry or product line, all other countries might be left only with infants in need of protection.

If help is refused in horror of the evils of “protectionism,” technologically overtaken industries must die, as the US consumer electronics industry has died, instead of recovering to compete again—as they might, if their markets were protected for a while. Hence the theory is itself invalid for all practical purposes, because the one allowed exception for “infant” industries happens to apply precisely to the fastest-growing, most creative, and most promising industries. In other words, the exception is now more important than the rule.

There are other things, too, that the politicians, academic economists, government officials, and journalists who believe in free trade fail to recognize. One is that today’s economic world is far removed from Main Street, USA, with its strictly private business, all equally subject to the rule of balance sheets, profit and loss accounts, and possible bankruptcy. National bureaucracies and governments not only regulate and tax but also manage state-owned companies or entire industries in some countries, and actively help private business in many more countries. They keep out foreign competition by means fair or foul, they provide market information (and sometimes the fruits of industrial espionage), they give research and development grants, they issue loan guarantees for corporations in trouble, they award extraprofitable contracts to strengthen favored “chosen instruments,” they coinvest in plant and machinery, or simply hand out money. Only in freewheeling Hong Kong and Macao is the idealized state of “free enterprise” closely approached. Elsewhere, including the United States (remember the Lockheed bailout—one of many—and the Chrysler loan guarantee?), it is rather “state-assisted enterprise” that should be celebrated by euphoric after-dinner speakers.

Of course these things are known to all. But free-trade ideology, like all ideologies, has a curious effect: it has a way of creating confusion in the mind of believers between what ought to be and what is. They know that the world is far different from Main Street, USA, yet they do not truly accept that reality in their minds. When it comes to the specific cases, they invariably oppose protectionism of any sort for any reason at any time—as if by keeping faith with the ideology its assumptions would miraculously become true. Even when the strongest case is proven, they take refuge in the claim that trade barriers would inevitably end up protecting only sloth and inefficiency. Yet there is no reason why purely domestic competition should not suffice to keep businesses on their toes in any large economy, with different competitors in each industry. There was certainly no sign of lethargy or corporate self-indulgence in Japan, through decades of protectionism.

There is one final parallel with Marxism-Leninism: the true believers in free trade are ready to sacrifice hugely for the sake of the splendid promise of their ideal—jobs, businesses, entire industries abandoned to foreign competition. Sometimes there is no alternative, as with industries based on cheap labor (e.g., handprinted cotton goods). But as often, temporary protection is just what the (Japanese) doctor would have ordered, to allow overtaken industries to recover and flourish again. Instead, they are irrevocably abandoned, sacrificed on the altar of theoretical beliefs. Ideologues can be expected to do that of course—but in this case they account for a large proportion of all American politicians, academic experts, government officials, journalists, and opinion leaders.

■ REALITIES OF THE GLOBAL MARKET: AIRBUS INDUSTRIE

As it happens, the world’s airliner industry provides the most extreme example of the divergence between the truths-in-theory of the ideology, and sordid reality. To begin with, the only significant foreign competitor for the two remaining American producers of jet airlines, Boeing and McDonnell-Douglas (MacDac), is the European consortium Airbus Industrie.10 Ostensibly a commercial company like any other, Airbus is in fact heavily subsidized and financially guaranteed by the governments of France, Germany, Britain, and Spain. Each has its own favored aerospace company—its “chosen instrument”—and they form the Airbus consortium among them: France’s Aerospatiale and Deutsche Aerospace have a 37.9% share each, British Aerospace has 20%, and Spain’s CASA has 4.2%. These companies are neither small nor weak. In combination, including their military divisions, they employed some 550,200 people in 1990, as opposed to 161,700 for Boeing and 121,190 for McDonnell-Douglas, and in that year their total sales amounted to $84.8 billion, almost twice as much as McDonnell-Douglas and Boeing combined. But what makes Airbus Industrie so formidable is the government support it receives.

It now costs billions of dollars to design and engineer in detail a new airliner—money that Boeing and MacDac must borrow up front, and pay interest on every day during the several years that pass from the start of design to the first-sale of a completed aircraft. That, obviously, is a very heavy burden, especially with the high long-term US interest rates caused by the American refusal to save, and the heavy government borrowing needed to cover huge federal deficits. But Airbus Industrie is virtually exempt from such financial agonies: its first airliner, the A300, was launched in May 1969 with $800 million in government subsidies; the A310 that followed was developed from July 1978 with a $1 billion subsidy; next the A320 was started in March 1984 with $2.5 billion; finally the A330 and A340 were launched in June 1987 with $4.5 billion in government subsidies.

Admittedly these are not outright grants but rather loans from each government to its own “chosen instrument” aerospace company—except that no bank in the world has ever dealt so kindly with a borrower: first, the interest rate is, in effect, zero; second, Airbus Industrie need repay its loans only if it happens to have money to spare. So far, however, the consortium has continued to lose money, even though by 1990 it had delivered more than 700 aircraft to 102 different airlines all over the world. No normal commercial enterprise, not even the very largest of international corporations most heavily shielded by banking support and interlocked shareholdings, could have survived the cumulative losses of Airbus Industrie over the years. There is certainly no prospect that the four sponsoring governments will be repaid: their total subsidies were last calculated at $26 billion.11 But profit and loss accounts are for “little people,” in the memorable phrase, a category that includes McDonnell-Douglas and even Boeing in this case.

When some European economic experts complained about the huge cost of Airbus to the French, German, British, and Spanish taxpayers, their impertinence was firmly dismissed by Erich Riedl, Germany’s aerospace coordinator: “We don’t care about criticism from small-minded pencil-pushers.”12

Facing a competitor that can sell below cost year after year, decade after decade, and continue to expand, Boeing and McDonnell-Douglas have naturally lost many potential sales simply because they were underpriced. An Airbus Industrie executive put it plainly: “If Airbus has to give away airplanes, well do it.”13 At least so far, no airliners have actually been given away—but quite a few have certainly been loaned away. Determined to challenge the American airliner industry in its own home market, in 1978 the consortium achieved a major breakthrough by successfully selling twenty-three of its A300 airliners to Eastern Air Lines—a huge order from what was then very much a leading US airline, won against fierce competition from Boeing and McDonnell-Douglas. But they never had a chance.

To win the order, Airbus Industrie did not limit itself to offering low prices. It also leased four of the twenty-three aircraft to Eastern for $1 a year—not bad for a 248-seat jet airliner. That very size, as it happens, was a problem that almost stopped the deal. For the A300 was simply too big and too costly to operate for Eastern, which really needed a 170-seat aircraft for its key Florida routes. Boeing’s 727 was just right, but Airbus won anyway, simply by paying an operating subsidy to Eastern: “… the seller agrees to compensate the buyer for the difference in operating costs between the desired one hundred and seventy seat capacity aircraft [and the A300]” read the contract.14 That subsidy-gift was truly an extraordinary concession by Airbus Industrie: its money would flow into Eastern’s coffers every year for the twenty-odd years of the operating life of an airliner. Cutthroat competition is the rule in airliner sales, but nothing like it had ever been seen before. It would be seen again, however.

The outcome of the Eastern affair was a series of ineffectual complaints from Boeing (“We can compete with Airbus on technical merits, but we cannot compete with the national treasuries of France and Germany”15) and from individual members of Congress making their little speeches without any intention of actually taking any action. True to the standard American belief that free trade should be free even when it is not, the Carter administration did not intervene, citing a variety of counterarguments: the strategic need for alliance solidarity within the West, the general insignificance of Airbus Industrie (which then had little more than 5% of the world market), the burden of many unsold aircraft (“whitetails”) on its hands—and, of course, the consortium’s denials that it had been unfair in any way.

Those denials might even have been persuasive were it not for the riotous noises coming out of Eastern. Frank Borman, its ex-astronaut chief executive, a man of sober restraint, had been prosaic to a fault—even dull—when traveling to the moon, but in the wake of the Airbus contract even he could not contain his enthusiasm: “If you don’t kiss the French flag every time you see it, at least salute it…. Airbus … subsidized this airline by more than $100 million.”16

At the time, it was widely believed that the Eastern deal was a unique market-opening gambit, and that Airbus Industrie would act more soberly in the future now that it had achieved its aim of penetrating the US market. But in 1984, when the consortium had grown to the point of winning 16% of worldwide sales—three times as much as it had in 1978—there was a second chance to penetrate the US market, and Airbus did it again, once more winning an order by drastic underpricing This time, too, the client was a troubled airline: Pan Am, once the greatest of them all and still of vast fame all over the world, but already very weak financially, and destined for the bankruptcy that would finally come in 1991.

Airbus Industrie sold Pan Am twenty-eight airliners (twelve A310s and sixteen A32Os) with options for forty-seven more—a huge order obtained by equally huge concessions. First there was the usual free lease, this time of twelve older A300s (the consortium then had twenty-four “whitetails” on its hands) pending delivery of the new A310s and A320s. Prices were of course very low, certainly much below cost. And then there was a loan guarantee. Because of its colossal past reputation, Pam Am was still regarded as a premier airline. But bankers knew the truth and would not lend it any money except at high-risk rates, of the sort that gamblers might pay but impossibly costly for an airline. Airbus Industrie overcame the problem without a hitch: it guaranteed the loans needed for its own sale. That allowed Pan Am to borrow cheaply—not on its own dubious credit but on credit of the governments of France, Germany, and Britain.

Outside the American market, the consortium did not have to resort to such complicated maneuvers to win deals: low prices and low-interest loans were usually quite enough. Needless to say, Airbus Industrie can always offer lower interest loans than its US competitors, because it can count on subsidized finance from its government sponsors. Airliners are expensive and mostly bought on credit, so this advantage alone is decisive in many cases. Moreover, only US companies are barred by law from paying bribes to airline purchasing officials—a law that is effective, if only because of the fear of inevitable leaks from within the company.

The Reagan administration reacted with extraordinary force to the Pan Am affair—it actually complained. Its special trade “strike force” dared to declare the Airbus subsidies an “unfair trade practice.” Finally, in 1986, the US Trade Representative, Clayton Yeutter, uttered fighting words: “It’s time we sat down and discussed just how the Airbus consortium is functioning.”17

Negotiations duly began with the governments of France, Germany, and Britain, which of course are still continuing at a leisurely pace now with the European Community, while Airbus Industrie’s share of the world market has passed 25%—one-quarter of all sales—not bad for a consortium that has yet to earn one cent of profit. In the meantime, there were solemn promises of good behavior, but in 1989 the German government gave $2.3 billion of “exchange rate” subsidies to Daimler-Benz, which was then taking over the German role in the consortium through its Deutsche Aerospace subsidiary. The United States reacted most forcefully once again: it filed a complaint with GATT, the General Agreement on Tariffs and Trade, denouncing an “illegal export subsidy.” Negotiations are continuing on that also.

Against this highly provocative US reaction—negotiations were actually started a mere eight years after the Eastern sale—an Airbus counterreaction was inevitable. This time it came not from a tactless German but from a suave and most measured Briton, Richard Evans, then chief executive officer of British Aerospace: “Airbus is going to attack the Americans, including Boeing, until they bleed and scream.”18 In the meantime, Airbus Industrie has never ceased to complain that it is the target of unfair American propaganda.

Its spokesmen claim the US government funding of aviation research by NASA, the National Aeronautics and Space Administration, is the equivalent of a subsidy—even though NASA’s research results are openly published for the use of all, Airbus included. A seemingly stronger claim is that the Pentagon’s funding of research and development for military aviation also yields technological know-how that Boeing and McDonnell-Douglas can use in their civilian aircraft. That was undoubtedly true until the 1960s, when bombers and tankers were still subsonic aircraft of conventional design, and were bought by the hundreds. There is certainly a definite resemblance between Boeing’s KC-135 tanker and its 707 airliner, both mass-produced from the late 1950s. But ever since then, only supersonic and “stealth” bombers have been developed with US Air Force funds, aircraft totally different in every way from civilian airliners. Moreover, because they are produced only in small numbers, their high-cost, virtually hand-worked technology is almost useless for cost-conscious civilian production.

The debate continues, but the truth is simple: to be able to start in the business, in competition with US airliners produced by companies that originally grew with military orders from the US government, Airbus obviously needed a great deal of help from its own sponsoring governments. It is, however, the seemingly endless continuation of its subsidies that gives Airbus Industrie its special character.

Evidently the US airline industry, Boeing and McDonnell-Douglas and all their subcontractors, inhabits a world far different from Main Street, USA. While it has to meet payrolls on time, find its own investment capital, pay interest on every penny it borrows, and face enormous risks each time it launches a new aircraft, Airbus Industrie, like Taiwan Aerospace and the Japan Aircraft Development Corporation, is no more exposed to the vagaries of free markets than the Vatican. Yet even now the true believers have no other suggestion than to invite Boeing and McDonnell-Douglas to “compete harder”—as if any private company can compete against a rival that can, in effect, print its own money by way of interposed governments. In May 1990, after more than twenty years in business and the sale of more than 600 airliners, the president of Airbus Industrie expressed the hope that its losses might end by 1995!19 Whatever it is, Airbus is certainly not a commercial phenomenon, against which commercial companies can compete with normal commercial methods.

■ US CITIZENS: CONSUMERS OR PRODUCERS?

Actually the advocates of free trade do have an answer to the Airbus Industrie problem, and all similar problems. They smile at the foolish generosity of the French, German, British, and Spanish governments in subsidizing the consortium. They welcome the gifts made to Eastern and Pan Am, and they would welcome additional below-cost sales to United, American, and Delta as well, the more the better. They invite us to stop complaining, and instead sit back to enjoy the subsidies, which in effect subsidize our own consumption, at the expense of European taxpayers. Obviously they believe that the Europeans are stupid to fund the Airbus extravagance, and that Americans would be stupid to reject its gifts.

That is certainly a perfectly logical answer in the immediate present, but it overlooks the ultimate result. In the twenty years from 1971 to 1991, Airbus Industrie increased its share of worldwide airliner market from near zero to 26%. In the process, the American airline industry lost that much in production and sales, mostly overseas sales of course. The lost 26% of airliner sales could have reduced the US trade imbalance (only the chemical industry exports more) and increased the profits of Boeing, McDonnell-Douglas, and all their subcontractors. Those profits, in turn, could have provided more capital for research, development, plant, and equipment. Moreover, Airbus Industrie is still expanding. Its managing director, Jean Pierson, has published the consortium’s ambitious goal: “If we make no mistakes, we should achieve a 40% share of the market in the next fifteen years.”20

If that comes to pass, McDonnell-Douglas is unlikely to survive in the airline business, and Boeing, too, would be much weakened. In any case, tens of thousands of well-paid American industrial workers, scientists, technicians, designers, engineers, managers, and salespeople would lose their jobs in the industry. Further jobs would be lost in great numbers in the many different industries that supply materials, components, and machinery. All the lost jobs would mean as many lives disrupted and most probably diminished; and nationally, there would be a further slide toward a prevalence of low-paid, low-skill service jobs in US economy—not “flipping hamburgers” perhaps, but certainly some ex-airliner builders would end up cleaning and maintaining Airbuses.

Welcoming the subsidies thus safeguards the interests of US citizens as consumers but ignores their very different interests as producers. There is no need or justification for pulling out a handy (Japanese) calculator to evaluate the costs and benefits on each side of the ledger. The extra consumption provided to a high-consumption society by European subsidies cannot begin to be compared to the dignity that comes from worthy employment and the deep satisfactions of working in an exacting industry. That is what the governments that sponsor Airbus are buying with their subsidies: desirable jobs for tens of thousands of European workers, satisfying careers for aircraft designers and engineers, and challenging managerial positions. As against all that, affluent European taxpayers need give up only a fraction of their income, a thin slice of their abundant consumption. Is that a stupid choice?

There is also a further step in the future—the moment when all gifts must be repaid. For one thing, even if it is subsidized, the kind of imported consumption that displaces home production can only last as long as there are still forest acres, famous buildings, golf courses, technologies, companies, and entire industries to sell off—to the extent that the dollars sent abroad are not invested in Treasury bonds or other debts that must in turn be paid off. Moreover, unless stopped by US government action far more determined than seen so far, Airbus Industrie really will be able to make Boeing “bleed and scream.” When the consortium has its own jumbo-sized 747 competitor ready (it is now being engineered), Boeing will lose its monopoly of those largest airliners, the key to its ability so far to match Airbus prices for smaller aircraft. If it cannot continue to make a large profit on the 747s to offset the unprofitability of its other sales, Boeing would start to decline quite rapidly, eventually going out of business altogether. At that point, there would be no more competition, and no more subsidized sales for US airlines or anyone else, unless of course by then the Japanese have entered the game—with their own subsidies.

Airbus Industrie is by no means a unique case. On the contrary, virtually every promising industrial sector has its own version of Airbus Industrie in one country or in several, whether for computers and data processing software, biotechnology, advanced materials (superconductive, amorphous, or ceramic), satellite launchers, telecommunications, and more. If there is no subsidy for a chosen corporation or consortium as in the Airbus case, then there is a state-funded “national technology program” that serves the same purpose for an entire industry.

■ GEO-ECONOMICS

The broader meaning of this new phenomenon is plain enough. Unlike the handouts given to failing industries, or the payments that powerful farm lobbies can extract from American, European, and Japanese taxpayers, the support of technologically advanced companies or entire industries is an instrument of state power. Thus it is not more and not less than the continuation of the ancient rivalry of the nations by new industrial means. Just as in the past when young men were put in uniform to be marched off in pursuit of schemes of territorial conquest, today taxpayers are persuaded to subsidize schemes of industrial conquest. Instead of fighting each other, France, Germany, and Britain now collaborate to fund Airbus Industrie’s offensive against Boeing and McDonnell-Douglas. Instead of measuring progress by how far the fighting front has advanced on the map, it is worldwide market shares for the targeted products that are the goal.

In the Middle East, in the Balkans, and in other such unfortunate parts of the world, old-fashioned territorial struggles continue as they did throughout history. In those backward zones of conflict, military strength remains as important as ever. And so does diplomacy in its classic form, still serving as it always did to convert the possible use of military strength into an actual source of power and influence, whether to threaten adversaries or to reassure weaker allies. But in the central arena of world affairs, where Americans, Europeans, Japanese, and other advancing peoples both collaborate and compete, the situation has changed drastically. War between them has become almost unthinkable, while external dangers of attack are either remote or localized now that the ex-Soviet Union no longer threatens and no longer arms and supports aggressive smaller allies such as Cuba, Vietnam, and Syria. Hence both military power and classic diplomacy have lost their traditional importance in the central arena of world affairs.

But the millennium of brotherly love has yet not arrived. The internal solidarity of peoples still derives from a common “national” identity that excludes other peoples. To say “American” is to speak of something that is meaningful only because there are non-Americans. In many cases, it is still a cultural identity that defines the “we” as against the “them.” To be French or Italian or even Brazilian is a much more specific “we” than the multicultural American “we.” In some cases, as in Japan, this exclusive identity is still widely imagined to be racial, although it is enough to see a Japanese crowd, ranging in color from pink-white to olive green to expose the fantasy. But whatever the nature or justification of national identities, world politics is still dominated by states (or the association of states that is the European Community) that are based on a “we” that excludes a larger “them.” States are, of course, territorial entities, marked off against each other by borders, jealously claimed and still often closely guarded.21 Even when there is no thought of military confrontation, even when they cooperate everyday in dozens of international organizations and many other ways, the very nature of states is relentlessly adversarial.

But states and governments are not merely adversarial by nature, and they do not merely reflect, as a mirror might, the underlying national identity. Consciously or not, their everyday actions and declarations meant to protect, promote, or advance “national interests,” also tend to stimulate, encourage, accommodate, harness, and exploit adversarial popular sentiments that define a “we” against a hostile “them.” In the backwaters of world politics, where territorial conflicts continue, wars or threats of war provide an ample outlet for hostile sentiments. But when it comes to the central arena of world politics where Americans, Europeans, and Japanese collaborate and contend, if is chiefly by economic means that adversarial attitudes can now be expressed.

This new version of the ancient rivalry of states, I have called “geo-economics.”22 In it, investment capital for industry provided or guided by the state is the equivalent of firepower; product development subsidized by the state is the equivalent of weapon innovation; and market penetration supported by the state replaces military bases and garrisons on foreign soil as well as diplomatic “influence.” The very same things—investment, research and development, and marketing—are also done every day by private enterprises for purely business reasons. But when the state intervenes to encourage, help, or direct those very same activities, it is no longer plain vanilla economics that is going on, but rather geo-economics.

The geo-economic arsenal also includes other weapons old and new. Tariffs can be merely taxes, imposed with no other aim than to raise revenue; likewise, quota limits and outright import prohibitions may be meant only to cope with an acute shortage of hard currency. But when the purpose of such trade barriers is to protect domestic industry and allow it to grow, it is again geo-economics that we face, its equivalent of the defended frontiers and fortified lines of war and old-style world politics.

There are also hidden trade barriers, the geo-economic equivalents of the ambush, that most powerful of tactics in war. One is the deliberate framing of health and safety regulations or any other regulations of labeling, packaging, recycling characteristics, etc., to exclude imports. Prohibitive tariffs or outright import bans can do that more straightforwardly of course, but most countries have signed the General Agreement on Tariffs and Trade (GATT), which limits the imposition of tariffs at will. Thus some countries will resort to regulatory trickery to camouflage trade barriers. In the case of Japan, for example, until the 1980s foreign cars were individually inspected for compliance with Japanese safety rules. The Japanese government did not satisfy itself by testing a single example of any given model as other countries do. Instead the importer was forced to pay an inspection fee for each car, and had to wait patiently until the customs officials completed their inspections, car by car, for an entire shipload. Had the US government adopted the same rule, it alone might have stopped the great flood of Japanese automobile imports.

But what most resembles the ambush are the many customs-house conspiracies that circumvent the GATT rule against arbitrary tariffs and quotas. During the early 1980s, for example, the French government decided that its domestic electronics industry could learn to compete with the Japanese in producing video-cassette recorders. But with Matsushita, Victor-JVC, Toshiba, Hitachi, and Mitsubishi, among others, already in full mass production, they were offering VCRs of ever-higher quality at falling prices. French industry clearly needed time to design its own products and tool up—a couple of years at least. The French government’s solution was not lacking in humor. It issued a routine administrative decree that required all VCRs imported from overseas (i.e., Japan) to pass customs inspection at Bayeux, the very small town in Normandy that is famous for its medieval tapestry of William the Conqueror’s invasion of Britain. With Bayeux the only allowed port of entry, Japanese VCRs airlifted to Paris first had to be transported there overland in bonded containers. Then the containers had to be unloaded for inspection in the usual way before the import companies could pay the duty and collect their goods.

Regrettably, however, the Bayeux customs house was very small and so badly understaffed that usually there was only one inspector on duty at any one time. Even more regrettably, the lone Bayeux inspector was a man of rather comfortable habits. He never arrived at the office before 10 A.M., he promptly left for lunch by 12:30, and being something of a gourmet even by French standards, he did rather tend to linger over his lunch. Indeed, he rarely returned to his desk before 3 P.M., then being understandably lethargic until the office closed at 5 P.M. As Japanese VCR exports to France collapsed, the Japanese government duly complained—but not too much—it could hardly run the risk of a comparison with its own practices.

For the Japanese, reliance on unwritten and undeclared customs-house obstacles to trade has been exceptionally broad. Aside from specific maneuvers meant to keep out specific imports, the normal operating procedure of Japanese customs is itself an obstacle to free trade. Every single container, every single case, every single box, and every single package—including air-express envelopes—must be individually opened for the inspectors (the US and most other countries do only spot checks, otherwise relying on the exporter’s declaration). When the inspectors eventually arrive, it is part of their duties to record an image of what they see. Japan sends its cameras all over the world, but Japanese customs inspectors do not employ them. Instead they sketch the imported article in a freehand drawing, often achieving a pleasing artistic effect. In the process, imports can be fatally delayed. For example, it is this tribute to art that stops many foreign salesmen from having any samples to show during their visits, unless forewarned.

Delay for its own sake may only irritate» but some delays are much more purposeful, and only part of larger maneuvers. Imports of new high-technology products that threaten domestic industries can sometimes be defeated, and not merely delayed, by employing the device of compulsory “standards.” In telecommunications and broadcasting, for example, frequencies are allocated by the state for each separate purpose, cycles vary, and so on. If new products arrive on the world scene that threaten local industry, the relevant state authority can stop all imports by announcing that it must first decide what standards should be laid down. Then it can secretly consult with local industry so as to deliberately set standards that will exclude imported products, or at least those made by the strongest competitors. At that point, the announcement of the new standards is held up until local industry has tooled up and is fully prepared for mass production. When that moment arrives and the market is finally opened to all with great fanfare, the locals can start to sell—while foreign exporters are just starting to reconfigure their products. These maneuvers have been used most recently on cellular telephones and high-definition TV, in the American-European-Japanese “war of HD-TV standards.”

Deliberately difficult standards can keep out imports even when there is nothing new to regulate. For example, Japanese standards require that plywood be made of tropical hardwoods, not pine or other soft woods. There is no reason that should be so, because soft wood is just as good for the purpose, and of course much cheaper. But the effect has been to protect Japan’s plywood industry from American and Scandinavian competitors, which have the unbeatable advantage of using a much cheaper raw material. And there has also been a side effect: the irrevocable destruction of tropical rain forests of the Philippines, Thailand, Indonesia, and Malaysia, now spreading to Burma, Cambodia, and Laos. American and European plywood, by contrast, is almost entirely made from the wood of totally reproducible pine trees, including fast-growing southern pine. Thai exports are still quite likely to be cased in plywood—plywood made in Japan from imported hardwoods, though no longer from the magnificently tall teak trees of Thailand itself, which have all been cut down long ago.

Trade barriers mostly serve to preserve the local market for local industry, but sometimes they can help the growth of export industries as well. Countries that have scarce natural resources can impose export taxes on raw materials but not on worked products, to encourage the growth of local processing. Most African countries, for example, no longer allow the export of raw logs, but only of wood already cut into planks and studs. Many in the United States have urged a similar rule, without effect so far; hence American national forests are still being cut down for the sake of lumberjack “jobs,” it is said, even though many more sawmill jobs could be had if the export of raw logs were stopped. Saudi Arabia and other oil producers achieve the same effect by selling crude oil at high prices, while offering refined products and more especially petrochemicals at low prices.

IS GEO-ECONOMICS NEW?

Some would dismiss the preceding remarks from start to finish as nothing more than new verbiage for old themes. It is certainly true that rulers and states have always pursued economic goals and have never lacked for economic quarrels with other rulers and states. Sometimes special tolls and duties, trade prohibitions, or outright blockades were sufficient, but sometimes marketplace rivalries were finally settled with blood and iron. Twenty-two hundred years ago, Rome and Carthage fought over Mediterranean trade, as well as for security against each other and for glory—and commercial wars were hardly a novelty even then, not by thousands of years. In the centuries that followed the fall of Carthage, many more wars would be fought for commerce and for valuable resources, although only fanatical Marxist-Leninists seriously try to explain the cause of every war as purely economic.

In the past, however, the outdoing of others in commerce and industry was often overshadowed by more pressing priorities of war and diplomacy, chiefly the quest for security—a sufficient reason for many wars—but also the pursuit of glory or internal political advantage by single rulers or ruling groups, by ambitious individuals, or by entire castes. Then commerce and its needs were utterly subordinated, as profitable trade links were cut by warring armies, and as wars were fought alongside trading rivals against trading partners. Thus in 1914, France, in alliance with Britain, its chief rival in the colonial trades, went to war against its chief trading partner, Germany. Certainly if security needs dictated an alliance against a common enemy while, by contrast, there was a head-to-head competition in commerce or industry with that very ally, the preservation of the alliance had absolute priority, for its aim was survival, not merely prosperity.

That, indeed, is how all the commercial quarrels between the United States and Western Europe—over frozen chickens, microchips, beef, and others—and between the United States and Japan—over everything from textiles in the 1960s to supercomputers in the 1990s—were so easily contained during the decades of the Cold War. As soon as a trade dispute became noisy enough to attract the attention of the political leaders on both sides, it was promptly suppressed, often by paying off the loudest complainers. What could not be risked was the damage that unchecked trade quarrels could do to political relations, which would in turn threaten alliance solidarity before a menacing Soviet Union.

Now, however, as the importance of military threats and military alliances continues to wane for the countries in the peaceful central arena of world affairs, economic priorities are no longer suppressed but can instead emerge and become dominant. Trade quarrels may still be contained by the fear of their purely economic consequences, but not by political interventions that have powerful strategic reasons. And if the internal cohesion of nations and countries must still be preserved by a unifying external threat, that threat must now be economic, or rather geo-economic.

Exactly this recasting of public attitudes is already manifest in the (economic) fears that many other Europeans express before the industrial might of undivided Germany, and even more in American attitudes toward Japan. Gorbachev’s redirection of Soviet foreign policy had barely started in the mid-1980s when Japan began to be promoted into the role of America’s Chief Enemy, judging by the ample evidence of opinion polls, media stories, books, articles, even advertisements, and countless congressional pronouncements. It was as if a country long united internally by a common fear of the military strength of Soviet Union had moved as one to find a geo-economic substitute in Japan, so as to preserve its unity. From the late 1950s, it was the shock of the Soviet launch of the Sputnik satellite and the apparent Soviet lead in ballistic missiles that persuaded the American people and government to pour money into higher education and science in order to win the military-technological race. Thus fear provided the motive for a common effort, and some sacrifice. Today, educational reformers all across America cite the Japanese lead in public education to solicit support and money for their schemes. Enemies real or imagined can be useful.

Are the world’s most advanced countries therefore regressing to a new age of mercantilism? And is geo-cconomics nothing more than an unnecessary new word for that ancient practice? There are parallels, of course, for in both cases rulers or states induce countries to act against each other in commerce and industry, instead of merely trading with each other for the good and sufficient private reasons of the traders themselves. But the goal of mercantilism was to acquire ships and gold—not a foolish aim for kings in need of fleets and of gold coin to pay their troops. With gold, regiments could be raised to win wars; without it defeat was inevitable. Gold was thus military strength at only one remove, unlike agricultural or commercial wealth that was hard to tax, if it could be taxed at all before the age of file cabinets and computers. Hence mercantilism was purposeful even if harmful: by seeking to export and not import, the trade of all was ultimately damaged, but in the meantime taxable gold would accumulate within the ruler’s reach. Mercantilism was an economic activity but its purposes were strictly political.

Because in geo-economics the ultimate purpose is itself social and economic, i.e., to maximize high-grade employment in advanced industries and sophisticated services, all is different within it: the means, from research and development to export finance; the immediate goals of technological and market superiority; and the consequences, internal and external. Internally, any gains do not strengthen a king but rather improve employment. Externally, even the vigorous pursuit of geo-economics need not lead to “beggar-my-neighbor” policies of import bans and high tariffs or indeed any tariffs at all, though they might be export incentives. Certainly it is not a quest for gold, or for wealth itself in any form, that drives the new form of international rivalry.

Above all, mercantilism was always overshadowed by war. In its age, when commercial quarrels became sufficiently inflamed to degenerate into political quarrels, they in turn could lead to war, and often did. In other words, mercantilism was a subordinated form of state action, easily displaced by war. Whatever was done in the strictly economic sphere was therefore governed by the ever-present possibility that the loser in the mercantilist (or simply commercial) struggle would try to recoup his losses under the very different rules of war. Spain might decree that all trade to and from its American colonies could only travel in Spanish ships and through Spanish ports, but British and Dutch armed merchantmen could still convey profitable cargoes to disloyal colonists in defiance of Spanish sloops, and with war declared privateers could seize the rich cargoes bound for Spain. Likewise, the Dutch sent their frigates into the Thames to reply to the mercantilist legislation of the British Parliament that prohibited their coastwise English trade, just as much earlier the Portuguese had sunk Arab ships with which they could not compete in the India trade.

Geo-economics, by contrast, is a game that can be played only by countries that have already ruled out war among themselves. Import-restricted supercomputers cannot be forcibly delivered by airborne assault to the banks or universities that might buy them, nor can competition in the world automobile market be pursued by sinking roll-on car ferries on the high seas. Armed force has thus lost the role it once had in the age of mercantilism—as an admissible, almost routine adjunct to economic rivalry. Instead in the new geo-economic era now emerging, not only the causes but also the instruments of rivalry must be strictly economic. If commercial quarrels do lead to political clashes, as they are now much more likely to do with the waning of alliance imperatives, those political clashes will have to be fought out with the weapons of commerce: the more or less disguised restriction of imports, the more or less concealed subsidization of exports, the funding of competitive technology projects, the support of selected forms of education, the provision of competitive infrastructures, and so on.

Not all states are equally capable of implementing geo-economic policies, and not all states are equally inclined to try. For all sorts of reasons, historical and institutional, ideological or political, some states will be more active than others in the new form of international rivalry, with some even refusing to act at all, just as states as varied as Burma and Switzerland desired only neutrality in the age of war. But in most advanced countries nothing has been determined as yet. Instead, the desirable extent of geo-economic activity has itself become a focal point of political debate and partisan controversy. In the United States, Democrats and Republicans are in dispute over “industrial policy”—that being the jargon phrase for furthering the growth of promising industries. In France, the same governing elites that long pursued vast military and diplomatic ambitions are now easily shifting their attention to the pursuit of equally vast geo-economic ambitions—Airbus is just one of their endeavors. In most other European countries, by contrast, the public debate is unfolding between the US and French extremes, while even in Japan there is now controversy over the wisdom of an unlimited geo-economic activism.


CHAPTER 2
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 OUR JAPAN PROBLEM


American society is unique in that it is based on ideas and not on a national culture or ethnic solidarity, as are almost all other societies. An idea-based society has only two modes: internal strife over ideas (reaching the point of civil war—and the US Civil War was the bloodiest of all wars till then), or a marvelous cohesion in the presence of a threatening external enemy. The Soviet Union performed that function very well for more than forty years, finally resigning exhausted in August 1991. Saddam Hussein volunteered Iraq for the post but was much too weak to keep at it for very long. In that enemyless condition, the United States could have been riven by its controversies, over abortion, sexual harassment, affirmative action, etc.

But fundamentally Americans strive for unity, no matter how much they enjoy their controversies. It is therefore a basic instinct of American society to search for an external Enemy that can assure its cohesion—and Japan is the only possible candidate. True, Japan has no rival ideology, except for its “developmental capitalism” which hardly attacks core American values, while ideological enemies are much better for America’s deeply ideological society. But necessity is the mother of invention, and any careful student of the American media has been able to see how Japan has gradually been turned into the new Chief Enemy, headline by headline (“Japan conquers 30% of the US auto market”—not Toyota, Nissan, etc., but Japan).

The standard preliminary is also well under way. After the Second World War, the gradual emergence of the Cold War was accompanied by an intensifying witch-hunt aimed at American Communists (some of whom were indeed Soviet agents), which culminated in the years of McCarthyism. This time it is those Americans who lobby and speak for Japan that are being exposed as agents of influence. The purpose is the same: to prepare for external conflict by weeding out the disloyal within.

Of course, the animosity is equally bitter on both sides. For while the Japanese have continued to disregard American economic interests, responding to all complaints with clever tactical maneuvers rather than an intelligent strategy of long-term cooperation, the US government has ignored the political interests of the Japanese, their perfectly understandable desire to be treated as one of the world’s greatest nations, entitled to that measure of recognition, including a seat on the UN Security Council alongside yesterday’s Great Powers, Britain and France. Instead, Japan has been treated as a ward and source of ready cash by the US government, rather than as a valid global partner worthy of respect. Naturally the Japanese have responded with expressions of contempt for America and Americans. As long as the twin deficits, the trade balance and the “respect balance,” persist, only a gloomy forecast can be realistic.

■ THE “TRADE-FRICTION” STAGE

For many years now, American-Japanese relations have been in an “average” condition, worse than the year before, but better than the year after. The tensions that started in a small way in the 1960s—an economic era ago for Japan, when cheap textiles still loomed large in its exports—marked the start of the long “trade-friction” stage in US-Japan relations.

Friction is an engineering term. It describes the very minor rubbing, chafing, or superficial grinding (one can hear it in the Japanese word for it, masatsu) that may occur in a machine otherwise well designed, whose parts do fundamentally fit together. Usually a steady supply of lubricating oil is quite sufficient to overcome friction and keep the machine running smoothly. Thus the very use of the phrase by Japanese apologists, and the Americans who echo their views, was meant to suggest that all was well in the overall economic relationship, except for minor irritants and avoidable misunderstandings.

It was an explanation that suited many people for a long time. From the successive presidents down, US officials were happy to accept the friction theory because it fitted in with their overriding geopolitical priorities in waging the Cold War: Japan was an ally first, a trade competitor only second. Early on and certainly until the later 1950s, their first priority was to enrich the Japanese, for fear that they would otherwise be attracted to communism. By the time it became clear that the Japanese Communist party was not much of a threat, Japan had become a valued ally, whose airfields, ports, and industrial capacity had already played a significant role in the Korean War. With American prosperity still exuberant, the loss of some minor market shares to Japanese exporters seemed a small price to pay for the rising economic strength of an increasingly important ally in the great struggle with the Soviet Union.

Still, some “frictions” inflicted more rubbing, chafing, and grinding than others. In a famous case, President Richard Nixon thought that Japan’s Prime Minister Eisaku Sato1 had promised to impose “voluntary” restraints on the export of synthetic textiles to the United States at their November 19-20, 1969, White House meetings, during which Nixon for his part agreed to return Okinawa and the rest of the Ryukyu islands to Japanese control by 1972. For Sato, it was a personal political victory of great magnitude. The reversion of the Ryukyus—occupied by the United States since 1945—had already been ordained by prior US-Japanese understandings. But thanks to Nixon, Sato would get the credit, and moreover Nixon allowed him a major new concession: the exclusion of nuclear weapons for the remaining US bases in Okinawa.

For Nixon, limits on Japanese synthetic textile exports to the United States were also important, for they would enable him to keep a campaign promise. Not all such promises cause sleepless nights before their exact fulfillment, but that particular promise was different. It had been made to Senator Strom Thurmond, then still a very rare bird as a southern Republican, and a key figure in Nixon’s entire “southern strategy,” designed to keep the Democrats out of the White House for good by seizing their southern strongholds (ironically, but appropriately, Nixon’s true successor, President Carter, was not only a Democrat but a southern Democrat).

It was therefore with mounting anger that Nixon learned over the next several months that no limits on Japanese synthetic textile exports were forthcoming. One possibility was that Sato had employed the fluidity of the Japanese language to sound as if he were making a promise, while actually only promising to try, in a style calculated to suggest that his best efforts might not be good enough (Nan to ka yarimasho, “I’ll do something somehow,” or Zensho shimasu, “I’ll take care of it,” according to Japanese press speculations).2 Another possibility was that Sato had in fact made a definite promise, in order to obtain what he wanted from Nixon, while intending all along not to keep his promise. And indeed, as a former chief of the Ministry of International Trade and Industry (MITI), he was unlikely to sanction any limits on the ever-ascending progress of Japanese exports. The final possibility was that Sato had been sincere in his promise, but without effect, because MITI officials would not allow a mere politician to disrupt their plans for the growth of Japan’s textile industry, even if he was a former MITI minister and the sitting prime minister to boot.

The third explanation must have sounded most improbable to Richard Nixon, given his own imperious command over officials high and low. Yet it is the most likely. MITI had sent its own investigative delegation to the United States in September 1969, two months before Sato’s visit. A very judicious body, though perhaps not utterly objective in every possible way, MITI’s on-site inspection team consisted of the chief of its Textile Bureau, the chiefs of the bureau’s First Market, Fibers and Spinning, and Textile Export sections, and junior officials.3 All in all, it was an investigative team with more than a passing interest in Japan’s textile exports.

With extraordinary detective skills that would have put Sherlock Holmes to shame, they unraveled all the complexities of the American spinning and weaving industry in a mere four days (September 1519). Their finding was that contrary to the superficial impression caused by unemployment and plant closings, the American textile industry was thriving and that it was suffering no damage—none whatever—from imports. Oddly enough, the American side in the negotiations that followed the Nixon-Sato meeting did not give up its demands in order to celebrate the newly discovered prosperity of the textile industry. As for the Japanese side, it followed the guidance of MITI’s uncompromising Textile Bureau and would offer only one year of restraint strictly out of politeness.

One result was the publicly declared breakdown of the talks on June 24, 1970.4 Another was Nixon’s steadfast refusal to treat Japan as an ally in the months and years that followed; Sato had embarrassed him with his southern constituency, and he would see to it that Sato would be embarrassed in turn. In the greatest of the Nixon shokus, on June I5, 1971, Secretary of State William P. Rogers gave Japan’s ambassador to Washington, Ushiba Nobuhiko, less than thirty minutes of advance notice of Nixon’s sensational announcement that he would soon visit Beijing at Mao Tse-tung’s invitation. Because Japan had long refrained from opening diplomatic relations with Beijing in deference to American wishes, it might seem that its prime minister should have been given a decent interval of advance warning. But Nixon was content to leave Sato looking like a fool.

As the years passed, there were mounting complaints from an ever-wider spectrum of American corporations and unions that faced increasingly effective Japanese competition at home while being unable to sell in Japan, but US policy fundamentally did not change. By the early 1980s, Japanese exports were displacing the output of entire American industries, from automobiles to forklift trucks, and virtually all types of consumer electronics, while, by contrast, Japan imponed mostly raw materials and farm products from the United States, timber in raw logs, soybeans, tobacco, cotton, cattle hides, feed grains, etc.—and not even enough of them to avoid mounting trade deficits: $10.4 billion in 1980, $15.8 billion in 1981, $16.9 billion in 1982, $21.0 billion in 1983.5

On the other hand, those were among the peak years of the entire Cold War, with nuclear anxieties acute again, US-Soviet arms-control talks totally cut off for the first time since 1969, Soviet armed forces at war in Afghanistan, secret struggles of subversion and black propaganda in full swing all over the world, Soviet-sponsored terrorism in the Middle East and Europe, and Soviet arms deliveries into Nicaragua and even little Grenada.
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