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THE FIRST ANNUAL REPORT
OF THE COMPETITIVENESS POLICY COUNCIL

WEDNESDAY, MARCH 4, 1992

ConGRESS oF THE UNITED STATES,
SuBCOMMITTEE ON TECHNOLOGY AND NATIONAL SECURITY,
Jomnt Economic COMMITTEE, AND

SEnATE CoMMITTEE ON BaNKING, HousING AND URBAN AFFAIRS,
Washington, DC.

The Committees met, pursuant to notice, at 9:30 a.m., in room
SD-538, Dirksen Senate Office Building, Honorable Jeff Bingaman
(chairman of the Subcomittee on Technology and National Security)
presiding.

Present: Senators Bingaman, Riegle, D'Amato, Dixon, Dodd, Do-
menici, Garn, Graham, Sanford, Sarbanes, Sasser, and Specter; and
Representative Fish.

Also present: Dorothy Robyn and Ken Jarboe, professional staff
members.

OPENING STATEMENT OF SENATOR BINGAMAN,
CHAIRMAN

SenaToR Bmvaman. This is a joint hearing of the Joint Economic
Committee and the Senate Banking Committee. The purpose is to exam-
ine the first annual report of the Competitiveness Policy Council. This
Council is a bipartisan national commission. It was created in the Omni-
bus Trade and Competitiveness Act of 1988. It was formed in 1991 and
charged with analyzing U.S. competitiveness and reporting annually to
the President and to the Congress.

I've followed its deliberations with great interest. I, along with many
others in the Senate, worked hard to get this included in the trade bill,
and we think it's an important initiative for the country's long-term
future.

Before I introduce the four Council members who will testify, and
defer to Senator Riegle for his opening statements, let me make three
very brief points.

First, I hope the report will put to rest once and for all the naive but
persistent claim that the United States does not have a competitiveness
problem. I quote from the Council's press release of March 1. It says:

M
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"The Council bases its proposals on a unanimous conclusion that Amer-
ica's economic competitiveness is eroding slowly but steadily."

The Council cites various indicators for that slippage, including minis-
cule productivity growth, declining real wages, and persistent trade
deficits.

For the benefit of the editorial writers of the Wall Street Journal, let
me just reiterate the point with one other quote from the Council's report.
On page 10, it says, "We believe that the erosion of competitiveness is a
serious problem for this nation, one of the most severe that it faces as it
prepares to enter the 21st century."”

The second point I wanted to make is that the report confirms my own
view that manufacturing is the Achilles heel of American industry. The
report notes how, and this is a quotation from the report:

The United States has substantially devalued the importance of
excelling at the manufacturing process with the result that firms
in other countries have frequently suceeded at commercializing
technologies invented in the United States.

Although the Council faults both industry and government for this de-
valuation in manufacturing, let me underscore the contributory role of
our own obsolete federal technology policy, which, according to the
Council, clings to its traditional focus of scientific breakthrough rather
than emphasizing commercial follow-through.

Finally, I want to highlight the reference in the Council's report to a
manufacturing extension program that is based on the model of the Agri-
cultural Extension Service that we've had for a long time, as a way to
promote manufacturing excellence.

Last year, I succeeded in getting the Congress to authorize a national
manufacturing extension program to provide matching federal funds on a
competitive basis for some of the very good manufacturing centers and
extension programs operating at the state level.

Unfortunately, the Appropriations Committees failed to appropriate
the $50 million that was authorized for 1992.

I'm going to be working again this year with Senators Nunn, Hollings,
Sasser and others to try to ensure that that program is properly funded in
1993.

Before introducing the panel members, let me defer to Senator Riegle,
the chairman of the Banking Committee, for his opening statement.

OPENING STATEMENT OF SENATOR RIEGLE

Senator RieGLE. Thank you very much, Senator Bingaman. I want to
say at the outset how pleased I am that the Senate Banking Committee,
along with the Subcommittee that you run on the Joint Economic Com-
mittee, can meet together for this purpose. I also want to salute your
leadership, which has been over a long period of time, for bringing these



issues into focus and for helping to bring about a national response to
these problems.

The Banking Committee, for its part, has major responsibilities with
respect to our export and foreign trade promotion, export controls, eco-
nomic stabilization and defense production. We're also charged under
our general charter from the Senate to study and review, on a compre-
hensive basis, matters relating to the international economic policy as it
affects U.S. monetary policy and economic growth.

The issues that are embedded in today's hearing go to the heart of our
economic performance and our economic future.

I must say, coming from my home state of Michigan, but looking out
across our 50 states, I think that there is a mass of evidence that indi-
cates that we are losing a substantial part of our economic future. And,
in fact, the report that's being given to us today by the Competitiveness
Policy Council states on its first page this paragraph. It says:

The average real wage is lower today than 20 years ago. Aggre-
gate productivity has grown by only 1 percent annually forover a
decade. We are running the world's largest trade deficits. Much of
the economic growth of the 1980s was financed by borrowing
from our own future, both at home and from the rest of the world.

Two days ago, I was in my hometown of Flint, Michigan, where we
have one of the major plants that will be closed under the announcement
that General Motors made within the last two weeks. It is an engine plant
in Flint. The average age of the work force there is in the late 40s. The
average seniority in the plant now is about 27 years. It's a highly skilled
team, like many other manufacturing teams in America. But that plant is
closing. That team is about to be shattered and scattered to the four
winds.

It is increasingly the story of America—the plant closings and the dis-
mantling of job opportunities. We have 16 million people in the country
today unable to find full-time work, but needing full-time work, and in
fact, the numbers are rising.

So, there is clearly an underlying, deep, persistent set of economic
problems facing America that must be addressed and changed.

We have been holding hearings in this Committee on America's eco-
nomic performance and competitiveness now for some years.

Back in 1989, in this hearing room, and from that committee table,
former Defense Secretary Frank Carlucci told us, and this is his quote:

You've asked me to identify industries that are in competitive de-

cline. My response is that we are experiencing a competitive de-

cline across the board.
" Certainly, he was in a position to make such an assessment—that was
from 1989.

Other witnesses that we have had here to testify on these questions in-
clude Robert Galvin, the chairman of Motorola, Norm Augenstine,
chairman of Martin-Marietta; Don Petersen, the former chairman of the
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Ford Motor Company; Felix Rohatyn, senior partner of Lazard, Freres;
and John Reed, chairman of Citibank; and we have had many others. I
Just cite those because those are well-known leaders in their respective
fields of work.

Despite the fact that we have had study after study, and massive data
accumulated, and committee testimony of the kind that I've just cited,
America, for the most part, has continued to drift along. We have not
had a coordinated strategy as an American system—a "Team America"
strategy where business, government, labor and citizens would have a
way to integrate into a forceful plan that could restore higher productiv-
;tuy growth and put us on a very strong economic growth path into the

ture.

It is my hope that the Council's first annual report, which we will be
hearing today, will help us put in place a new and stronger foundation of
information and a sense of urgency so that we can actually put the policy
building blocks in place that can take us out into a stronger economic
future. :

I was struck, I might say, also by a story on NBC news this morning
that has to do with violence in schools in the City of New York. This is
not an uncommon problem, in terms of it being only in a few cities. It's
certainly true in cities in my state and across the country.

But in interviewing the people involved and the fact that there is this
growing problem of violence and disaffection and disconnection from the
society and paths of advancement in ones life, there is an increasing kind
of social breakdown that's occurring in America. That's one manifesta-
tion of it when students are carrying guns and shooting one another—fa-
tal shootings. But there are any number of other manifestations of what
happens to a society when its economy isn't performing properly, and
where there is a growing sense of disconnection between critical parts of
It.

That's not the principal focus of our discussion today, to get at the is-
sue of how our economy can be re-engineered to perform more strongly,
as it must. But the fact is that there's a social consequence and disorder
that comes out of economic difficulty. One follows the other. And we're
not going to be able to deal, I think, effectively with a rising level of so-
cial difficulty if we don't address, in a fundamental way, our economic
problems. .

We certainly have done it in wartime. We have done it in targeted ar-
eas of national endeavor, like the space program, where we set out to go
to the moon and were able to amass remarkable technical and production
achievements. We have done it in other areas where we focused our at-
tention. We have nearly 30,000 nuclear warheads today that we dare not
use, which are as technically sophisticated as the human mind can
devise.

So, answers are not beyond us. We can find answers. We have to de-
cide that it's important enough to do that. We have not yet made that
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kind of an overarching national commitment, and we need to do so. To-
day, I think we'll have some suggestions given to us as to how we can
think our way to those kinds of solutions and put them into effect.
Thank you, Mr. Chairman. ‘
SenaToR Bingaman. Thank you very much. Senator Gam, who's the
ranking member here on the Banking Committee, please proceed.

OPENING STATEMENT OF SENATOR GARN

SenaTorR GarN. Thank you, Mr. Chairman.

I'd like to welcome our panel today to discuss their proposal for
building a competitive America. The Competitiveness Policy Council has
documented what at least to me and some others is now a familiar list of
problems that are limiting America's ability to compete: Short-term
thinking by corporate America; disincentives to savings and investment
in the tax code; poor results in our educational system; general subordi-
nation of competitiveness concerns to other national objectives; and a
flawed political process that favors spending and tax cuts over sound
economic policy.

The problem is obviously not producing a laundry list of problems.
We don't have much difficulty agreeing that at least there is a long list of
things that need doing, because every competitiveness report I have
seen—and there certainly have been plenty of them over the year-
s—starts off with cutting the budget deficit, providing incentives for sav-
ing and investment, and promoting exports.

T don't mean in any way to demean your work, gentlemen. It's a fine
piece of work. But I don't know that we needed another Council to give
us another laundry list. At least in the 17 years that I've been in the Sen-
ate, we've seen many of

these.

The problem is that we see the problems, but we don't do anything
about them. We all agree that the budget must be reduced, but we simply
don't do it.

The first year that I was in the Senate the total budget to run this
country was about $300 billion. That was just 17 years ago. Now, the
deficit is $100 billion more than we ran the entire country on and de-
fended it with when I became a senator. The interest on the national debt
is now larger than Gerald Ford's last budget. Just 30 years ago, John
Kennedy ran this entire country for $100 billion, and 48 percent of that
$100 billion—$106 billion, I remember—was for defense. Just 30 years

ago.
So we talk about it, but we don't do anything about it. When I say
"we," I mean Congress won't do anything about it. Those are just facts.
We don't produce any agreement on a bipartisan basis. We refuse to
cooperate with the President. It doesn't matter whether it's this President
or any other president that I've served with. Even when we had a
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President. We had an opportunity to create the framework for an interna-
tionally competitive banking system last year, and not due to the lack of
effort by the chairman of the Banking Committee, but we produced no
reform whatsoever.

There's been a broad effort to produce antitrust and liability reform,
but nothing happens in that area.

This report suggests that the way to address our policy failures is to
introduce a more conscious competitiveness analysis into the policy
process. Measure economic performance against industry benchmarks
and judge all pollc1es through the lens of a competitiveness impact
analysis.

Well, these efforts certainly can be helpful, but talk and analysis are
no substitute for simply doing the things that we know need to be done.
And I don't know how to accomplish that, gentlemen. I think we all know
what needs to be done. I don't know how to get Congress and an Admini-
stration, regardless of whether it's Democrat, or Republican, or whoever
runs the Congress, to do something about it.

We know the problem. You don't have to be too bright to figure it out.

I wish somebody could tell us how we could get Congress and the
President to work together and put aside partisan differences. There will
always be partisan politics in Congress. There has been since the first
congress, and I understand that. But I think it's reached a new peak of
ridiculousness where both sides are far more intent on political gain and
who's going to win the November election than addressing ourselves to
this.

That is certainly true of the tax code. I got a standing ovation last
week in Utah where somebody asked me what's the best single thing we
could do for the economy this year? And I said, not facetiously, have
Congress adjourn for the rest of the year. Just go away. Don't do
anything. And most of the economists would agree that from the Presi-
dent's plan across the board, most of the tax plans we're talking about
have nothing to do with pulling us out of this recession, and certainly not
by November. They're so short-sighted that they'll probably do more
harm than good.

So, I wasn't being entirely facetious. Unless we're willing to look at
long term, what is the impact of our actions on the tax code 3, 4, 5 or 10
years down the road, we're looking at short-term fixes for the election.
And I sincerely believe that both sides of the aisle are. We'd be better off
to do nothing this year.

So I don't know. I appreciate your work. I just don't know what good
panels do any more when Congress and presidents aren't willing to do
anything about them.

But I do appreciate your efforts and your work, and it's good, sound
~analysis.

Thank you, Mr. Chairman.
SenaTOR Bingaman. Thank you very much. On that positive note—



[Laughter.]

SenaToR Bingaman. —we'll go ahead with our distinguished witnesses.

SenaTor Garn. The truth is always tough, Mr. Chairman.

SENATOR Bingaman. All right. Let me start by introducing the Chair-
man of the Council, Fred Bergsten, who is also director of the Institute
for International Economics, which he founded in 1981. He was assistant
secretary of the Treasury for International Affairs during the Carter Ad-
ministration. He's written numerous books on international economic
issues.

Let me also introduce the other three panelists, if I could, at this time,
then I'll defer to Mr. Bergsten to make any other introductions that he
thinks are appropriate.

With him are Rand Araskog, who has been the chairman, president
and CEO of ITT Corporation since 1980. He's the director of several
corporations—the New York Stock Exchange and the Federal Reserve
Bank of New York. Mr. Araskog spent five years at the Department of
Defense in the late 1950s.

Edward V. Regan is the New York State Comptroller, which is an
elected position. He has held that since 1978. In that capacity, he over-
sees state pension funds worth more than $50 billion. It's Mr. "Ree-gan”
instead of "Ray-gan," excuse me.

Mr. Regan was a member of the President's Commission on Industrial
Competitiveness from 1983 through 1985.

Finally, Albert Shanker, who is the president of the American Federa-
tion of Teachers. He was elected to that post in 1974 and has held that
position since. Mr. Shanker is also a vice president and executive Coun-
cil member of the AFL-CIO. He has a syndicated column entitled,
"Where We Stand," that appears in numerous newspapers and has done
so for about 21 years now.

I've had the good fortune to serve on a commission on Educational
Standards and Assessment recently with Mr. Shanker and note his tre-
mendous contribution to that effort.

Mr. Bergsten, why don't you go ahead?

STATEMENT OF C. FRED BERGSTEN, CHAIRMAN,
COMPETITIVENESS POLICY COUNCIL, AND DIRECTOR,
INSTITUTE FOR INTERNATIONAL ECONOMICS,
WASHINGTON, D.C.

MR. Berasten. Mr. Chairman, let me start on behalf of all the mem-
bers of our commission by thanking you personally and the Congress
more broadly for creating this Council.

You designed a process that is unique and, at least so far, has worked
extremely well. You created a quadripartite council in this case, a unique
blend of members from the corporate sector, labor unions, government
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officials—both federal and state—and representatives from the public
interest.

What we have decided to do this morning is to have one representative
of each of those four groups testify in these opening statements. We do,
as you indicated, have a couple of our other members here—John Barry,
who is the president of the International Brotherhood of Electrical Work-
ers, also in our labor group, as is Lynn Williams, the president of the
United Steelworkers, who very much wanted to be here this morning, but
had a commitment he just could not get out of. He's been very active in
our work.

Another member of our group, who is with us, is Bruce Scott from the
Harvard Business School, who, as you know particularly well, Mr.
Chairman, was an active participant in our work, and was active in de-
veloping some of the ideas that created this Council back in the Trade
Act. Bruce, I can assure you, has been a major contributor and active
participant in everything we have done.

SeEnaTOR BINGaman. Let me just interrupt for the purpose of suggesting
that, I think, Bruce was also one of the key people who continued to em-
phasize the importance of having this type of Council when we were con-
sidering proposing it.

So go right ahead.

MR. BergstEn. We're all indebted to him, as well as you, Mr. Chair-
man, for launching the enterprise. '

As I said, it's a unique enterprise. It has the four sectors involved. It's
the only commission of this type, I think, that has included both public-
and private-sector people working actively together.

- It's totally bipartisan. Half the group was designated from one politi-

cal part of the spectrum. The other half from another. We were ap-
pointed from three different points of departure—the President, the
Senate and the House of Representatives.

Incidentally, we met yesterday with Clayton Yeutter in the White
House to officially and formally present the report to the President. We
spent a session also with House Speaker Foley, with the formal presenta-
tion on the House side as well. We were about that business yesterday.

I want to start by indicating that, despite this unique structure with
people from all sectors and totally bipartisan, we came to a totally unani-
mous report. There are no dissenting statements. There are no caveats.
There are no hedges in this report. And as Chairman, I will tell you that
we did not pull our punches in order to reach a consensus.

We did so, I might add, right on schedule as well, meeting the due date
that you set for us in the legislation,

The group unanimously concluded, as you already excerpted in your
remarks, Mr. Chairman, that the United States has a very serious com-
petitiveness problem. We say that after assessing the whole range of
evidence.
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There is some good news, and we allude to that and indicate some of it
in our report. Certainly, the country is not all in a negative position.

But we concluded that, both relative to the past performance of the
United States itseif and to other nations around the worid, the country
glearly has an important compet#Iveness problem. It's a major challenge.

s a challenge that if our country does not address urgently and exten-
sively, it will be to all of our perils.

We do not just focus on the trade side. We regard trade as an impor-
tant indicater of the problem and we certainly have strong words to say
ehout improving our trade performance and our export competitiveness,
m particular.

But the problem goes well beyong thzt. Thz decline in zverzae real
wages in this country over the lagt 30 years, which we show in Figure 1,
the slow productivity growth, the fuge debt build-up that Figzme 13
shows, an enormous explosicn of toth public and private debt in the
1980s to levels higher than the ccuriry ever saw befure, even in fimanc-
ing the Second Werld War, and the lagging education results of our
population across the board and now over an cxtended period.

The group came to the view that this is net 2 crisis in the normal sease
of a Sputnik or a Pearl Harbor, but rather that it is a steady and slow
erosion of the country's performance. And indeed, in a democratic sys-
tem like ours, and perhaps particularly like ours, iiat makes it very nard
to come to grips with.

I think what Senator Gamn was indicating—and our commission fully
shares—is the difficulty, seeming impossibility to date, of the political
process coming to grips with the problem.

We have the sense—and I think Ned Regan will talk about this a little
more as a practicing politician—that the public is, in fact, asking for ac-
tion, is ready for action, but the leadership is not there. And so our effort
is to put a program before you that can do it.

As we assess it, the difficulties date back at least 20 years. We say ex-
plicitly in the report that there's plenty of blame to go around in terms of
the different branches of government, the different political parties, and
the different sectors of the economy.

It's a long-term problem. It's an erosion. And the operative question, of
course, is what to do about it.

We came to another unanimous conclusion at that point, which is to
suggest that the United States must put in place what we call a compre-
hensive competitiveness strategy, with fundamental reforms in a wide
number of areas which underlie the competitiveness problem.

We focused in our initial report on six of those areas. First is the need
to increase the terribly low U.S. saving and investment rates. One of our
charts reiterates the well-known fact that the United States invests much
less as a share of our economy than any other important country in the
world. We save less. Those numbers have gotten worse, not better, over
the last 10 to 15 years.



10

That's the physical capital side of things, including, of course, public
infrastructure on which investment has particularly declined over the last
20 years.

We talk about human capital—the education and training of our work
force. We talk about technology, particularly its commercialization. We
make the point that the United States still seems to be good at beginning
the process of invention, but not very good at finishing the pro-
cess—commercializing and turning the inventions and innovations into
effective economic products:

We talk about high health-care costs, which are rising to a level dou-
ble that of the average of the other industrial nations, taking resources
away from other potential uses, which we believe would contribute more
to our society, without providing a better level of health care for the na-
tion as a whole. :

We talk about corporate governance and financial markets, the way
that our industry runs itself, and the incentives that our economic struc-
ture, particularly our financial markets, provide, or, as we would argue,
disprovide, to do that in the right way.

And of course, we talk about trade policy.

“When we call for a comprehensive competitiveness strategy, we talk
about three components—broad economic policies like saving and in-
vestment, and structural policies like dealing with education, health-care
costs and technology, and sector-specific policies.

We make the pont in the report that the United States, like every
country, has sector-specific policies that it's developing all the time.
When the President decides in a few weeks on whether to extend the steel
quotas for imports, that's an industrial policy. When there was recently
an extension of the import quotas for machine tcols, that's an industrial
policy.

When the President went to Japan and promoied an exparnsicn of our
sales of automobiles and auto parts, that's an industrial policy. So, the
United States does it like every other country does it.

What we concluded is that it is too frequently done unsystematically,
incoherently, and not very effectively. We note that in the past, and you
made this point, Senator Riegle, the United States has done thoughtful
policies addressed to promote specific sectors. Under the rubric of de-
fense, we've developed a commercial aircraft industry and a computer in-
dustry second to none. We've had agricultural sector support from our
government for well over a century with enormous success. ‘

And so the issue is not really whether the country has policies ad-
dressed to sectors, but whether it does it in a thoughtful, constructive and
creative way, as we've demonstrated in the past that we could do.

We feel that that's an element of a comprehensive strategy that is
needed.

We also feel, and we make one other specific recommendation, that
the competitiveness impact statements which the Congress mandated in
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the 1988 Trade and Competitiveness Act, but which have not been im-
plemented, need to be implemented for exactly the reasons Senator Gam
said. We believe that when the Administration submits legislation to the
Congress, and when the Congress considers legislation, it must take into
account the impact that it's going to have on the competitiveness of the
United States.

We don't like paperwork any more than anybody else does. But we
feel that it is essential at this point to have an indication with each piece
of legislation that you consider and vote on as to what its impact is going
to be on the country's competitiveness. Too often, those considerations
are either undervalued or even ignored. We give chapter and verse of that
in our report.

Beyond these speciiic recommendations, we decided not to make de-
tailed proposals at this point in the individual sectors' that we had ad-
dressed. The reason, as you know better than we, is that this is an
election year in which politics are particularly acute. Fundamental re-
form decisions and actions are not likely to be taken in 1992, and we
concluded, therefore, that our best contribution could be to try to high-
light the issues, suggest illustrative possibilities for reform in each of
these areas, and try to inject those considerations into the political
discourse.

As we say in our report, we hope that the candidates will be forced to
address these issues, not only the candidates for president, but the candi-
dates for the Senate and the House, that all will be forced to address
these issues so that we can have a national debate on these central topics.

What we believe is that in 1993, with a new administration, with a
new congress, we can have fundamental reform efforts. We know that it
is in the first year of administrations, including re-elected administra-
tions, that reforms of this type can frequently be engineered.

And so what we promise is to come in with our next report—next De-
cember or January—with a fully detailed blueprint, trying to suggest
what can be done in each of these areas that we focused on.

To enable us to do that, we have picked up on another of the institu-
tional innovations that you in the Congress bequeathed to us in this
legislation.

Your legislation called on us to set up subcouncils of our full Council
to deal with individual policy issues, with the same quadripartite struc-
ture, with business, labor, government and public interest leadership,
and to provide a national forum to deal with these issues.

In our report today, we are announcing the creation of eight subcoun-
cils to deal with each of these sectors. The subcouncils are at different
stages of preparation, but we are going to have outstanding American
leaders participate and leading each of them:

Lynn Williams from the steelworkers will be in charge of the subcoun-
cil on training.

Al Shanker is in charge of the subcouncil on education.
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Jack Murphy, the CEO of Dresser Industries, who is also on our
Council, couldn't be here today because he's in Australia, is chairing the
subcouncil on trade policy.

Ned Regan is chairing the subcouncil on corporate governance and fi-
nancial markets. He'll talk about that in a minute.

Pater G. Peterson, the former Secretary of Commerce and now head of
the Blackstone Group, one of the country's leading experts on the budget
and the saving problem, will be chairing our subcouncil on capital
Formation.

The trade subcouncil that Jack Murphy is chairing, will include Sena-
tor Rockefeller, Sznator Danforth and Congressman Houghton, as well
as two of the top trade negotiators in the current Administration. These
groups are going to bring together, we feel, the top leaders in our country
to try to come to grips with the problems.

We have asked them to report back to our full Council by November
15. We will then factor them into our overall work, and when we present
you with our next report in December or January, we pledge to lay out a
detailed set of proposals in these areas.

In our present report, we lay out a number of illustrative ideas: Reor-
dering the tux system so that it will shift the incentives away from con-
sumption and debt to saving and investment; to change the education
system, and Al Shanker will talk about that, to bring incentives to the
students to do better, work harder and provide a more effective work
force; and changes in the technology area so that the government can
make a much more concerted and effective contribution to the commer-
cialization of technology and to revalue the role of manufacturing, not
devalue it as has been done in the past.

So, what we give you today is our initial effort. We come to some
pretty strong unanimous conclusions on the severity and nature of the
problem. We lay out some broad-based suggestions for how to start go-
ing about them. We set up a process that will work in detail on a blue-
print that we pledge to present to you in our next report at the end of this
year, certainly in time for the next Congress and the new Administration
when they convene in early 1993.

We thank you for this opportunity. The process you have designed, as
I said at the outset, has to date, worked very well. We've brought our
four different sectors together. We've had some sharp disagreements.
We've had some sharp debate in the group. It's been healthy. And out of
it has come a consensus report that we commend to you now with pride.

I'll turn to my colleagues, I think Rand Araskog first, to add a few
words on each of their perspectives, and then we're delighted to answer
your questions.

[The First Annual Report to the President and Congress prepared by
the Competitiveness Policy Council follows:]



13

N FIRST

| ANNUAL
REPGRT

TO THE

¥ PRESIDENT

l & CONGRESS

e COMPETITIVENESS
il POLICY COUNCIL

MARCH 1, 1992



14

COMPETITIVENESS PoLicY COUNCIL

WasHINGTON, DC
C. Fasd Bancsten
Caamaa
RAKD ARASEOG )
Joson By March 1, 1992
‘Waliam Gaaves
* Honorable George Bush
Jou 3. Muzsny President of the United States
Eowaz V. Recan The White House
Beuce Soorr Washington, D.C. 20500
ALLERT SHANKER
ALEXANDER TROWBRIDGE

Dear Mr. President:

The Competitiveness Policy Council is pleased to deliver its First Annual Report to the
President and the Congress. This Report represents 2 consensus of the Council’s members.
We unanimously agree that there is much that should and can be done to build 2 more com-
petitive America. Our main purpose is to bring consideration of the country’s long-term
econemic problems into the mainstream of public debate and policy action.

In an effort to do so. this Report evaluates the competitive strengths and weaknesses of
the US economy, offers a diagnosis of its main problems, and makes several immediate rec-
ommendations. It then outlines the Council’s extensive work program and process for devei-
oping more comprehensive proposals during the coming year, including the creation of
Subcouncils—as authorized by our legislation—to develop in-depth analyses of eight priority
areas of concern. As with all such reports, every member does not of course necessarily
agree with every word that is included in its text.

The Competitiveness Policy Council is a 12-member federal advisory committee. One
third of our members were appointed by President Bush, one-third by the Speaker and
Minority Leader of the US House of Representatives acting jointly, and one-third by the
Majority and Minority Leaders of the US Senate acting jointy. The Omnibus Trade and
Competitiveness Act of 1988 (P.L. 100-418), 2s amended by the Customs and Trade Act of
1990 (P.L. 101-382), created the Councit “to develop recommendations for national strate-

Bunoow; A CospeTve Aemica. ®
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gies and on specific policies intended to enhance the productivity and internatioaal «smpecrive -
ness of United States industries.”

The Council's membership is quadripartite—divided equatly among business, labor, gor-eza-
ment (federal and state) and the public. The members pardcipate as individuals and Jo rot neres -
sarily represent the views of their respective institutions in the work of the Councit. Gne of cur
members, Secretary of C ¢ Robert A. Mosbache, resigned from the Conrcil on Jara +
15 (when he left the Government) before the preparation of this Report. A replacement for
Secretary Mosbacher on the Council has not vet been named by the President.

Appot cfthe bership of the Council war complered in the snrng -1 1001

WP

Secretary Mosbacher convencd its frst meetiag on Jurr 21, i1 Jwaselacrd (lr man oo
time. From September 1991 through Februaiy 1997, *hc Cound! held all day cezmion. op 4
monthly basiz. We have consulied acivzly with a large numbor ol rested remicis at e whe
Adminisragon and Congress throughout this period.

We look forward io discussing the findings and e dations of this Report widely
throughout the United States, as we all seek to build a more competitive nation. We hope that cur
Report, and our subsequent efforts as outhined in it, will mate a usefui connbudor  ts effore

Sincerely,

) "

el ot
C. Fred Berosten
Chairman

Endesure

NOT ..: identic..; letters were sent to Dan Quayle, Presidznt of the Senate and Thomas S.
¢ ..y, Speaker of the House of Representatives.

&  BUILDING A COMPETITIVE AMERICA
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The New Challenge to America

he United States has won the Cold War. Our econ-

omy has created forty million new jobs over the past

wwo decades. Bv most measures, the United States
maintains the highest living standards and levels of produc-
uvity in the world.

But America’s economic competitiveness—defined as our
ability to produce goods and services that meet the test of
internatonal markets while our citizens earn a standard of
living that is both rising and sustainable over the long run—
is eroding slowly but steadily. The average real wage is lower
today than twenty years ago (Figure 1). Aggregate productiv-
ity has grown by only 1 percent annually for over a decade.
Ve are running the world’s largest trade deficits. Much of the
economic growth of the 1980s was financed by borrowing
from our own future, both at home and from the rest of the
world.

On present policies and performance, the United States is
condemned to slower growth than the other main industrial
countries for the foreseeable future. The current recession
may turn out to be the longest in the postwar period and is a
manifestation of longer term problems that have been build-
ing for over two decades. The debt buildup, in both

ki



Figure 1
US Average Real Wages
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just relative to that of the United States
itself in preceding vears. has become 3
central element of American comped-
tveness. It is critically important in
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public and private sectors, severely
limits the scope for effective policy
responses,

e live today in a global economy.
The share of trade in our gross nagonal
product (GNP} has doubled in the last
two decades (Figure 2). Our perfor-
mance relative to other countries, not

d ining both the level of employ-

ment and quality of American jobs.
Hence the deterioration in Americas

international ic position repr

10 keep up with other countries (Figure
5), US companies no longer lead in
patents granted in the United States
itself. Qur students rank among the low-
est on sundardized international tests
(Figures 18 and 19 on page 21); only 5
percent of our high school seniors are
prepared to do college-level math,

dramatic evidence of our relative competi-
tve decline. Our trade deficits over the
last decade towled St trillion (Figure 3).
Ve entered the 1980s as the world’s
largest creditor nauon but exited the
decade as the world’s largest debror nadon
(Figure 4). Per capim income in America
has sbipped below a number of other
countries {see box on page 4). Our nation-
1l saving rate is now the lowest of virnually
any major industrial country and is less
than half that of Japan (Figure 14 on page
18}, Our investment rate is also less than
half that of Japan and below all our other
major competitors (Figure 15 on page 19).
In addition. the level of non-defense
research in the United States has failed

2 Buubnne A CoMPETITIVE AMERICA

according to the National Assessment of
Educatonal Progress. The United
States has by far the world’s most expen-
sive health care svstem. adding substan-
tally to the costs of our products, while
we are virtually the only industrial coun-
oy without comprehensive health care
for its citizens (Figure 22 on page 24).
Our interational slippage is esped-
ally dramatic with respect to Japan. With
only half as many people as America,
Japan has invested more capital in its
tuture productvity than we have—in

Fiqure 2
The Increasing Globalization
of the US Economy

Year Trade as a Pescen! of GNP

1960 108

SOURCE U5 Dacarcnens of Comterca Burea o Economc v Traoe
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Figure 3
US Trade and Currant Account Positions
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absolute amounts—for the past three vears.
It has been spending more. relative to the
size of its ecanomy, on civilian research
and development. And Japan has overuak-
en US industry in a number of kev sectors.
The Japanese challenge emphasizes a
key element of the slippage of American
compentiveness: the composiaon of our
ceonomic output. Compettive econ-
omies must succeed at the fronners of
manufacturing and technology. Manu-
facturing generates tar higher producuy-
ity gains than services. It accounts for
almost 80 percent of our internauonal
trade. Hence manufacruring is ot critical
importance to American compenove-
ness. Yet we have already ceded leader-
ship to other countries in 2 number of
curting-edge sectors and are now expen-
enaing unprecedented challenges in a

wide range of emerging technologies.
Some of this “Amencan decline”
retlects a natural catchup by other coun-
tries after the devastation they suffered in
the Second World War— whether defeat-
ed (Japan, Germany. fuly) or victonous
tthe United Kingdom. France and others:.
However. as noted already, there are a
number of disquienng signs that the
United States has expenenced detenora-
aon in the performance of its own eco-
nomy over the past two decades or so.
This deterioration, which would be worni-
some enough when viewed simply in the
domestic context. becames of even greater
concern when compared with the contin-
uing impressive gains of many other
nagons and America’s sharply increased
interdependence with the rest of the
world. The United Sates benefits from

Figure 4
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Figure 6 Figure 7
GOP Per Capita in Market Prices GOP Per Capita Using Purchasing Pawer Parities
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rapid economic progress abroad 2s long as
its own economny is functioning compe-
titively and as long as international
€conomic arrangements permit it to par-
ticipate fully in the advances of other
counmes. If America fails o have is own
house in order, or if other countries block
its participation. steady improvements
elsewhere can hurt rather than help our
standard of living.

America’s competitiveness problem
has an imporant foreign policy. and even
national security, as well as economic.
dimension. The United States has been
the world’s leader in many senses for
over halfa century: in winning the
Second World War and the Cold War, in
demonstrating the virtues of democracy
and pluralism, in espousing the prini-
ples of market economics. Yet the United
States will not be able to maintain a
leading role. nor perhaps even be in 2
position to influence world events
substantially, if we continue to slide eco-
nomicalh: America’s furure will increas-
ingly depend on our economic prowess
rather than our military capability.

To an extent tar greater than ever
before, foreign policy and national
security in the 1990s and bevond will
hegin at home. The United States will
have neither the resources nor the moral
authority to be a world leader unless we
meet the challenge of improving our
competitive positon di ically. The
world will be both more dangerous and
less prosperous if we fail to do so.

22

There is plenty of blame w go
around, over an extended period of
dme, for the decline in America’s rela-
tive competitive position. The issue
now is whether the country as a whole
can come to understand the fundamen-
tal seriousness of the problem, devise
remedies that will effecuvely meet the
challenge, and creace and sustain a
domestic political consensus to do so.

The purpose of the Competiziveness
Policy Council, as mandated by the
Congress in the Omnibus Trade and
Competitiveness Act of 1988, is to help
develop an action plan to restore
America’s competitiveness, and to fur-
ther popular understanding and greater
awareness by our public officials of the
problem and what we as a nation can do
about it. The Council is 2 unique bodv
with equal representation trom busi-
ness, government, labor and the public
interest. fts twelve members were
appointed equaily by the President. the
bipartisan leadership of the Senate and
the bipartisan teadership of the House
of Representatives. The Council has
been at work since June 1991 and this
report represents its first effort to con-
tribute to the national debate.

There have been numerous previous
reports on the competitiveness problem
and we do not intend to replicate their
analyses at great length. Indeed, we
could not hope to have devised a com-
prehensive strategy on such a complex
topic in such a short period. In this first




annual report, we therefore intend to do

six things:

® highlight the seriousness of the issue;

B analyze the central underlying causes
of America’s competitiveness prob-
lems;

8 outline possible courses of action for
addressing these causes, without firm
recommendation at this point, in an
effort to stimulate national debate;

® emphasize that measures put forward
t0 deal with the present economic
slowdown will be far more effective
if they are part of 2 program to
address the fundamental problems
of the economy;

@ make specific proposals for enhanc-
ing the importance of competitive-
ness in the hierarchy of national
policy concerns; and

8 launch 2 process, including the cre-
ation of Subcouncils as authorized by
our legislation, to probe deeply into
some of the most critical aspects of
the competitiveness problem. These
Subcouncils will help the Council
devise a comprehensive strategy for
submission to the President and
Congress by Janvary 1993,

§  BULDING A COMPETITIVE AMERICA
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Diagnosing the Prohlem

merica’s competitive problem reflects slow erosion
rather than sudden crisis. The problem has developed
over decades and will take many vears to correct.
There is no Pearl Harbor or Sputnik to galvanize the nation
into action. The Council believes that, in spite of broad public
awareness of the nature of the problem, this lack of alarm and
drama is 2 major reason why the United States, as a nation. has
not yet developed and launched an effective response.

Pluralistic democratic societies such as ours—and perhaps
especially ours—are not adept at responding to “termites in
the woodwork.” Our national leadership has vet to acknowl-
edge the scope or seriousness of the challenge. The United
States has vet to develop a coherent, comprehensive, long-run
competitiveness strategy. Our leadership must inspire all
Americans to recognize the economic challenge and respond
accordingly, mobilizing widespread participation throughout
the nation over a sustained period of time.

In addition. some Americans seem to believe that American
resources and institutions are inherently the best in the world.
This view may have been accurate at one time but is now in
doubt in some key areas. Excessive confidence in our competi-
tiveness is another barrier to effective national response that
must be overcome.




Zction has also proven difficult
because of the complex ciratiry that
anderlies the relative Arenican decline.
There is no single source of diffizatry
0T 3 single prescribed eesponse.
will tequire simulemeous thapr=a
number of areas, six of which oar
Council has inially identified as most
salient: saving and investment, cducs-
don and waining, technolegy, carporate
governance and financial markets,
health care costs and trade. Each of
these in turn subdivides into 2 number
of important components. {Other fac-
tors, such as lagging productivity in the
services sector and antitrust potice. are
also important; the Council plans to
address them in the future.)

To add o the complexity. there is
clearly 2 good deal of good news. The
growth of productivity in American

f ¢ has been substandial in
the 1980s—faster than in the 1960s and
1970s, and faster than in most ather
industrial countries except for Japan
(and even there the gap was cut sharply
from the previous two decades) (Figure
8). Inflation has declined sharply.

. The trade deficit has fallen by about
$100 billion from its peak in 1987. The
inuing rade imp provided
half of our economic growth in 1990
and halved the severity of the recession
in 1991. The United States has regained
much of the share of OECD exports of
manufactured goods that it lost in the

8 BUILDING A COMPETITIVE AMERICA

1980s (Figwr= 9). Many Europeans and
others abroad Site fearof American (as
well as Jagznese) competitiveness as
motivation for improving their own
petformance.

It is clear that a substantial number
of American companies. and millions of
American workers, have risen to the
chailenge of the modern world econo-
my. Oar aetospace, biotechnology,

. phar jcal, tel

Therefore we are also ged that
the Federal government has recendy
institzoed several programs that begin to
deal with the issues we emphasize in this
report. lost state governments hove

dopted cheir oz indusirial prog

But the Unirzd States has to an

imporeant exteric been living off the vast
stock of capital—physical and human—
amasse2 over the second century of its
nationa} existence (from roughly the
Civil War to the close of the Second
World War). Prior to 1940, America’s
saving and investment rates were among
the highest in the world—and consider-
ably higher than Japan’s (Figure 10).
Qur education system was second to
none. In the interwar vears, American

figure 9
US Share of 0ECO Manutacturing
Exports
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nicatons equipment and many other
industries are feading the world. The
Coundi is encouraged by this prog-
ress—achieved mainly by American
companies and their workers.

The Council also believes that gov-
emment has the responsibility to pro-
vide a policy environment that supports
and promotes a competitive America.

Percent of 0ECD Exports
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Figure 10
Historical Natignal Saving Rates

Percentage of GNP
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leadership in manufacturing technol-
ogv—dominated by the key industries
of the day such as steel and automo-
biles—was clear.

After World War I1. however. much
of the rest of the world made steady
and spectacular progress while the
Uhited States improved its posiuon
much more slowly. The saving rates of
many countries jumped sharply, dou-
bling or more in some cases, while ours

remained constant and h

fell. Other countries maintained or
improved their educational standards
wiale ours slipped badly. Their govern-

up in manufacturing prowess and tech-
nology, while ours focused on other
goals.

To an imporuant extent. the United
States was the victim of its own success.
Qur inherenty temporary domination
of the world economy created a sense of
complacency in our companies, our
workers and our governments. \We
1gnored the possibility that the normal
recovery of the vanquished and devast-
ated could turn—in three or four
decades—into a severe compeutive
challenge for America.

Our Council does not view the

ments p d com-
penaveness strategics, seeking to catch

of good news, and America’s
stellar record in the past. as justification
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for any sense of complacency. Rather average of 2.5 percent annually from
we believe that the erosion of competi- 1973 through 1990, instead of letting it
tiveness is 3 sericus problem for this drop to 0.8 percent, we would have
nation-—one of the most severe that it raised the median family income in
faces as it prepares to enter the twenty- 1990 from $35,000 to $47,000—an
first century. improvement of aver one third. We can
But our Counail is ged by liminate the rade deficit and halt the
the country’s recent progress in several buildup of our foreign debe by export-

key spheres, the rich heritage of its p.st,
the ability of its people to respond to
»dversity—esperially when inspired by
their leaders—its wealth of underlying
human and physical resources, and the
large number of its pnvate and public

i jons that have d d
considerable capacity for effective
response. We believe these indicators
reaffirm the ability of the United States
to respond effectively to this newest
challenge—though such a response can
emerge only when the country develops
3 plan of action and mobilizes political-
Iv to implement that plan. We also note
that some of our chuef competitors
across the Atlantic were recently suffer-
ing from so-called “Eurosclerosis” and
“Europessimism” but, in less than a
decade, have come again to be widely
viewed as a dynamic source of world
economic growth (despite their current
siowdown) and a magnet for interns-
tional investment.

We also emphasize that relatively
modest improvements in performance
can have dramatic long-term effects.
For example, had we maintained cur
productivity growth at the 1948-73

10 BLbNG A COMPETITIVE AMERICA

ing just 1-2 percent more of our annual

The Underlying
Causes of America’s
Competitiveness Problem

any ills exist in America today

that, direcdy ond indirecty,
adversely affect the nadon's competi-
tGveness. But we believe there are three




elements—short-termism, perverse
incentives and an absence of global
thinking—that permeate our society
and most directly hurt its competitve
posidon.
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and exchange-rate regimes add to this
instability.

In addition, 2 significant number of
American companies have failed 1o
recognize the changing nature of the
manufacturing process which, if proper-
Iy addressed. could arm them wich

Short-termism

The first. and perhaps most fundamental,
problem is America’s proctivity to think
and act with a short-term horizon. By
contrast, our compeutors around the
world plan and execute their actions
against far more extended dme honzons.
These contrasts can be seen at the corpo-
rate, individual and governmental levels.
According to a recent survey of over
200 corporate managers by the Time
Horizons Project of the Harvard
Business School, conducted for the pn-
vate sector Council on Competitiveness,
“US managers believe that their firms
have systemadically shorter ume hori-
zons than do their major compedtors in
Europe and (especially) Asia™—though
these time horizons are longer today
than ten vears ago. Our capital markets.
traditionally viewed as one of America’s
greatest economic strengths, seem to
demand constant artention to quarterly
profits. The volatility of our economy.
with much sharper tluctuations in both
growth and inflation than our main
competitors experience, makes it harder
to plan for the long run (see box on
page 12). Frequent changes in tax. rade

ZTeater reSPONSIVENESS 10 Customers
and more tinancial tlexbility. Many
American Brms do not devote the rigor-
ous attengon to manufacturing excel-
fence that 1s needed to build and
maintain market share over dme. to
hring rrew products quickly to market
and to conunuously innovate the
improvements needed to meet con-
sumer demand. Product and process
and dynamic resp 0
market changes. are crucial ingredients
for a nanon’s compettveness. There is
clearty some progress in this area, but
many Amencan firms stll fail to effec-
tvely commeraalize new technologies
even when those technologies are
invented in the United States.
American households also dwell
largely in the short run. Their rate of
saving 1s the lowest by tar of any major
country in the world (Figure 11). The
result is far too litte seed capital for
mvestment tn future growth. The slow
growth that results then retards future
incomes, both slowing the creation of
new jobs and dampening saving (and
consumption) sull further in the future.
To be sure. far too many Americans
live on incomes that are too low to enabie




them to save at all—~especially in the pre-
sent economic circumnstances. Indeed, in 3
period of declining real incomes many
Americans have to draw down their

savings, or go even deeper into debt, o
maintain their standard of iving.

But it is crucial to recognize that
increasing the share of saving in national
income, which requires reducing the
sbare of consumpton in the short run,
will subsequenty lead to a higher level of
consumption for everyone. Income and
hence total consumption are lagging
because of the slow growth in total pro-
ducuvity, which in turn is due impor-
tandy to the low level of investment and
supportive national saving. Increasing

12 BUILDING A COMPETITIVE AMERICA
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the share of saving is thus essential to
raise the level of consumpuon. American
households’ low propensity to save has
the effect of reducing their standard of
living and ability to consume over time.
Conversely. if they save more as their
incomes rise, they will be able to achieve
and sustain higher levels of income and
consumpton in the future.

The Federal government—executive
and legislative branches alike—is per-
haps most guilty of excessive short-term
emphasis. [ts huge and persistent budget
deficits (Figure 12) exhibit 2 shocking
lack of discipline and concem for the
future, creating a massive national debt
that must be serviced if not repaid by

future generagons. That debt is now
approaching $4 trillion, or about
$50,000 for every American family.
Productive private investment is
crowded out and huge sums must be
borrowed from sbroad, adding further
10 America's status as the world’s largest
debtor nation.

The empbhasis on the present and dis-
regard for the future has been revealed
most clearly in the buildup of massive
debrs over the past decade. In the face
of high real interest rates and new ax
incentives, which should have induced
more saving, every sector in America
spent more and promised to pay later.
Short-termism reached new heights.

Competitive performance requires
that incomes be earned and not bor-
rowed. While borrowing, like foreign
direct investment, can be a legitimate
source of capital, it must go into invest-
ment and not consumpgon if it is to be a
source of future growth. Nations. like
individuals, cannot indefinitely borrow
for consumption. However, nations can
go on borrowing for much longer peri-
ods and thus shift the cost of today’s con-

ption onto future g jons in ways
that most families would reject as unfair
to their children and grandchildren.

US competitiveness requires an end to
the debt-financed consumption, both
public and private, which has character-
ized the past decade. Aggregate nonfinan-
cial debt, which now stands at about 190
percent of GNP, has soared far above is
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Figure 11
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“normal” peaceurne range of 133-143
percent of GNP (Figure 13). Qur debt Perverse Incentives

has grown much faster over the past
decade chan it did to finance the Second
World War. A return to more normnat
levels of debt would require substantial
changes in the practices of government,
business and households.

A second fundamental problem. which
helps to explain the emphasis on imme-
diate granfication. is the senes of
perverse incentves that permeates
Amencan soctety. Our tax faws penalize
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Po— respanding to the dual p of
aure intzini liment in the face of
Composit maintaining enrollment in the
mposiion of U8 Debt dectines in the traditional college-age
population and of expanding access o
higher education, lowered their stan-
T g— T— dards for admission and retention—
&’\ Business / thereby reducing incentives for students
S ——— to take rigorous courses and work hard
m\ Household in secondary school. Health care costs
e —— T have absorbed rising and unprecedented
. e shares of national output.
0 L.
140 1945 1958 1933 1960 1968 1970 1975 1880 1985 1990
saving, provide litde ind for di There are sizable gaps between  The third key problem is America’s fail-
i indeed dilt i away the incomes of managers and workers. ure to think globally. The share of rade
from productive capital equipment, and These perverse incentives have in our economy has doubled in the last
favor consumption and debt. Our politi-  become worse in recent vears. The 1981 twenty vears. The United States is now
cians are rewarded for spending more tax legislagon created huge preferences as dependent on trade as is Japan or the

and curting taxes rather than for prudent
fiscal policies. They can let their succes-
sors pay off the tax-free bonds used to
finance new projects rather than spend
current money on unglamorous infra-
structure maintenance.

for investment in commercial real estate
as opposed to manufacturing. The 1986
tax legislaton, while doing away with
those particular preterences and elimi-
nating a number of undesirable rx
loopholes, also eliminated most of the

Similarly, our education system offers incentives intended to increase saving
few incentives for good performance as and investment that had previously
many colleges compete for students, existed in the tax code. (Tt did eliminate
whatever their high school records, and some subsidies to consumption but it
potental emplovers ignore those records  left untouched some of the most
as well. Our health care system provides extensive ones.)
inadequate mechanisms to induce cost The wave of corporate mergers and

i There is inadequate link- q in the 1980s, many of them
age between the long-term performance  hostile, intensified the pressures on cor-
of our corporations and the compensa- porate America to produce immediate
ton of their managers or their boards of returns to shareholders. Many colleges,
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European Community as a singie entity.
One fifth of our corporations’ profits
derive from their international activides.
One in six jobs in manufacturing relies
on exports. Almost 25 percent of al}
agricultural output is sold abroad. Our

:derabl
depends toa

degree on whether we can compete
effectively in the world market—includ-
ing of course within the United Sttes
itself against competition from abroad.
Many American firms are already
heavily engaged in international com-
merce. But only 3 percent are direcdy
active in more than five countries: 15
percent of American firms account for
the vast majority of our exports. Much




of corporate Americs, particularly
smaller firms for which the costs

of entering foreign markets are
formidable. has et to respond to the
global nature of today’s economy. Even
some firms that have internationalized
sometimes feel they must ke the route
of investing abroad rather than compet-
ing in toreign markets from their
American base. even though the latter
would provide greater rewards for the
US economy.

The Federal government has fre-
quendy ignored the consequences for
the American economy of the external
effects of its policies. For example, the
huge budget deficits and high interest
rates of the early 1980s strengthened
the exchange rate of the dollar so much
that numerous American industries and
agriculture were decimated. There have
been few efforts to adapt Amencan
policy to practices abroad. The United
States takes no systematic view of the
composigon of its economy. except with
respect to military production. while
many other nations emphasize structure
as well as age- -ate ourcomes.

These tena...cies continue to exist to
a dismaying degree. Each vear’s budget
debate ignores the contnuing and rapid
buildup of externat debt which increas-
ingly places the fate of our economy in
the hands of others. The tax laws of
both 1981 and 1986, as noted. ignored
their impact on the country’s interna-
tionai pasition. Antitrust policy should
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consider both global and domestic con-
sequences in determining whether 1o
permit corporate mergers. Myriad poli-
cies and practices of our own govern-
ment block annual exports worth tens of
billions of dollars. We have unilazerally
disarmed our export credit facilides
while the compennon expanded theirs.

In the globalized economy of the
1990s and bevond. the United States
must consider the impact of all new pro-
4Tams on its compentive position. Ve
cannot ignore the “external” impact of
our “internal” sctions—indeed the two
are now so indisdnguishable that the
terms lose much of their meaning.
American corporagons, workers. gov-
emments and the public must reatize
that the competinon is global and that
American compentiveness can be effec-
dvely sustained only if they respond to
that reality.

At the intermational level. the United
States has been siow to recognize that
the ascendance to global economic
power of Europe and Japan will require
new forms of collective leadership to
maintzin 2 world economy that conun-
ues to be both open and globally ori-
ented—rather than divided into
restrictive and hostile blocs. The United
Suates has also been siow to seek inter-
national harmonization in key policy
areas, such as taxation and antrust, that
would limit the damage to the US
economy of significant policy differ-
ences among the major counmes.
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Six Priority Issues

he Competitiveness Policy Council identified six
specific issues as deserving priority attention in the
first stage of its work:

B saving and investment
B education and training

8 technology

B corporate governance and
financial markets

8 health care costs

® trade policy

We do not by any means view this as an exhaustive list
of America’s competitiveness challenges. Indeed, we plan to
address a series of additional issues, such as lagging pro-
ductivity in the services sector and antitrust policy, in our
future work.

In addition, although use of the courts is obviously legia-
mate and essendal to redress individual grievances and to deal
with a wide range of issues, especially those relating to safety
and health, we believe that excessive litigation is generating
sizable costs for the American economy and should be




avoided. We also believe, however, that
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o T Figure 14
the six issues we have identified are National Saving Rates
among the most important comp []
of the problem and should be addressed
urgentdly. N
30
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Saving and Investment i

H
America's low levels of saving and § 15

invesument are clearly a major
problem. Competitiveness is largely
determined by national productiviny.
Productivity in umn depends on the
stock and growth of physical capital,
investment—along with human capital.

SOURCE Drganyaron for Economi< Cooarion and Deveoment

which relates directly to educations
amainment and training, and technology
which is driven critically by the ability
of a society to innovate and respond
dynamically to market opporunitics.

Hence national investment is central-
In tum. it is ulimately financed by
nanonal savings. Capital can be bor-
rowed from abroad but only for a time
and only with significant costs. National
investment and saving are thus crucial
for competitiveness.

The United States has the lowest
rates of saving and investment of any
industrial country. Our national saving
rate is less than half that of Japan and
about two thirds that of Germany
(Figure 14). Despite 2 barrage of tax
measures in the early 1980s intended to
increase both. and broadly favorable
economic circumstances, the rate of sav-
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ing declined further over the past
decade and investment failed to rise.
Our goal. as in all areas. should be to
achieve globally competitive standards
for American performance—in this area.
raising both the naconal saving and
investment rates substantially by the end
of this decade.

Two particularly disturbing develop-
ments occurred on this front in the
1980s. On the saving side, the national
rate had remained roughly constant over
the previous cenmury—for as long as
statistics on the matter had been com-
piled. Its composition would change at
times but private saving would rise when
public saving (the budget position) fell
and vice versa. n the 1980s, however,
both fell sharply. The result was a fur-

ther substantial decline in America’s
already inadequate wherewithal to
finance internally even its already inade-
quate previous fevel of investment.

To augment this low rate of narional
saving, the United States has borrowed
massively from the rest of the world—
about S1 willion—over the past ten
vears. This borrowing converted the
country, as already noted, from the
worlds largest creditor to the world’s
largest debtor. Such borrowing would
have been acceptable, perhaps even
desirable, had it been used for new
investment to reviualize American plant
and competitiveness—as was the case
with the country’ large importation of
capital in the latter part of the nine-
teenth century. American investment,
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Figure 15
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Figure 16
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however. never rose above previous
levels (and. on some measures, dropped
below them). America’s i rate

and saving. Whatever steps are taken to

improve our educational system and
hnol.

remains less than half that of Japan and
below all other major competitors
(Figures 15 and 16).

The foundadon of any serious effort
by the United States to improve its
competts must be a suby ial
rise in the national levels of invesament

gical prowess. resources to
deploy those gains for lasting economic
benefit wili be available only if saving
and investment rise substantially. The
Council thus places the highest priority
on these issues.

Both saving and investment can be
subdivided into their private and public
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components. Policy measures can be
ddressed in all four di tax and
other incentives to stmulate private sav-
ing and induce private investment, bud-
geury tightening to reduce public
dissaving. [ndeed. the Council believes
that the Federal budget should be shift-
ed into surplus in order to make 2 net
contribution to national saving.

The Council has devoted parGeular
attention to the fourth area, public
investment—the state of the country's
public infrastructure {see box on page
22). There is considerable evidence that
the sharp decline in attention to our
stock of roads. bridges, airports, public
buildings and other infrastructure over
the past two decades correlates with,
and may be an imporuant cause of, the

20 BUILDING A COMPETHTVE AMERICA

discipline however, and to avoid the
wasteful “pork™ that has sometimes
characterized public spending programs
of this type in the past.

Education

he Council believes that education

reform is another critical ingre-
dient of any nationai compettveness
strategy. A country 1s only as compen-
tive as its human resources. Japan,
Korea and other East Asian countnies
that have created the most dramatic of
the “economic miracles™ in the postwar
period have done so importantly on the
strength of rapid improvement in the

decline in national productivity. We will
be working further on the proposidon
that increased and sustained govern-
ment spending on infrastructure, pri-
marily at the state and local levels,
including through increased Federal
funding for their actuvities. must be an
ial part of any compreh
strategy to restore American competi-
dveness.

It may prove desirable to clearly dis-
tinguish this component of public
spending by creating 2 capital budget
for the Federal govenment. Such bud-
gets have long been maintined by vir-
tually all other countries as well as by
state governments in the United States.
T will of course be essential to avoid
ustng this device to circumvent budget

ducation of their workft

By contrast, US educational perfor-
mance—particularly in pre-kinder-
garten and in K-12—is inadequate by
any conceivable standard. Qur students’
test scores have improved over the last
decade but these gains no more than
offset the decline of the previous
decade (Figure 17). American students
rank near the bottom on ali recent
international comparisons, which
include a number of developing coun-
tries as well as other industrial nations
(Figures 18 and 19). The goal must be
ar ion of globally
performance by American students
by 2000.

Here oo we subdivide the issue into
several categories. Primary emphasis
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Figure 17
SAT Scores tor College-Bound Students
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Math Proficiency Among 13 Year Olds, 1990-91
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Figure 19
Science Proficiancy Among 13 Year Olds, 1990-91
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tiintaining rouJs snd dridges and other infrastructure to improving the
compethiveness of the US economy. Most economists agree that such investment
loads %5 w8 imiprovement 1 productivity afthough the actual magituds is in dis-
puls.” At ona end of the dedats, Oavid Aschauer of Bates College (and formerty of
the Federal Resarve Bank of Chicago) argues that there is a “virtuous cycle” set in
motion by infrastructure spending. Improvements in the infrastructure network
raisa the productivity of tabor and the profitability of private plant and equipment.
Higher profitability spurs private investment, which further booats productivity. In
af, Aschauer estimatas thet every additional doftar of public investment will boost

over the past two decades had we maintained
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Others believe that thess retaticnships are not nearly as strong. For instance,
Charles Hulten of the UniversRty of Marytand and Henry Aaron of the Brookings
Institution have obtained iqwer estimates of the importance of infrastructure spend-
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formance.
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Figure 20
Total Government Capitai Spending on Infrastructure as a Percent of GoP
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should probabiy be directed at pre-
kindergarten and K-12, where the
overwhelming majonty of the entire
population gets its formal education. It
is essential that these reforms focus
simultaneously on raising student per-
formance at all levels. Standards of
achievement, and the incentives for
meeting them, must be raised both for
students who plan to go directly to col-
lege and those who intend to go directly
into the workforce. Another area is also
crucial: periodic if not constant retrain-
ing of adults, who must shift jobs as a
result of the continuing dynamics of the
marketplace or upgrade their skills to
remain effective in 2 given job whose
requirements are rising steadily due to
technological and other changes.

Technology

echnology is the third area to

which the Council has attached
priority. The problem is not primarily at
the level of scientific invention. To be
sure, other countries are catching up to
the United States on such indicators as
patent filings (Figure 21) and Nobel
Prize winners. We cannot be compla-
cent on this front any more than on the
others, or one key area of continuing
Americzn leadership could founder
as well.

The main problem at present, how-

ever, is in the relatively mundane area of
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Figure 21
Composition of US Patent Fillngs

8
g

Numbar of US Patents F!

JHE S POt

manufacturing process. where techno-
logical innovanon is translated into
commercial success—the “development™
in “research and development.” Research,
development. design and production.

marketing and customer service are
al ol

tn a compettve man-
ufacturing system. Neglect of any of
these elements renders the system less
efticient. No scienust. no researcher.
and no sales or service faaility can oper-
ate in an effective manner without com-
munication and cooperanon from al
elements of the system. Good engineer-

improve the manufacruring process.
Human resource development through
greater cooperation berween manage-
ment and labor can play an important
role in restoring the ability of American
enterprises to sustain protitability and
higher real wages in the global market.
Japanese and some European tirms. and
1 growing number of US companses.
have demonstrated that synergisac
labor-management relanons can be an
important source of producnvity
improvement and thus an important
ingredient for i ; ..

ing and design occur when engineenng
specialists benefit from input from those
who implement the science and from
those who use the technology.

Moreover. management in many
companies has tailed to draw effectively
on its workforce for ideas on how to

The United States has substandally
devalued the importance of excelling at
the manufacturing process with the
result that firms in other counries have
frequently succeeded at commercializ-
ing technologies invented in the United
States-—much as American firms, during




the early decades of this century, panies there (whatever che mix of domes-
excelled ar commercializing technolo- tc and foreign ownership). The environ-
gies invented in Europe. Americans ment set for them by government policy
remain good starters while others have is of course critical to these outcomes, in
become berter finishers. the manners described above and below,

Federal technology policy has con- but the fundamenta] achievement of
tribued o this evolution by dingingtois  national productivity is largely up to the
traditional focus en scientific break- firms. Thus their modus operandi is of
through rather than emphasizing com- central importance.
mercial followthrough. Another key issue, One key issue is whether there are
thmboduumcofdxe blem and a | in the ic and financial
sympeom, is d'te dedine in dm number of environment in which American firms

ing from American uni-  operate that constram their ability to
\!rsms w3 level below thatofJapanona  compete. In particular, as discussed in
per capira basis. Our goa) should be a rate the previous section, US capital markets
of growth in manufacturing productiviry can divert the attention of US managers
in the 19905 that equals or exceeds Japan's from long-run consideradons of maxi-
and continues (as in the 1980s) to exceed mizing market shares to a short-run
that of other industrial countries. focus on quarterly profits. The macro-
economic instability of the United
States. with inflation rates both higher

comome Governance and more volatile than in Japan and
and Financial Markets Germany, seems to have 2 similar

ur fourth priority area is corporate

governance. The Council believes
that the responsibility for improving
American productivity lies primarily with
American industry and its workers and
that industry’s ability o contribute effec-
tively to a competitiveness strategy is
thus of utmost importance. A nation’s
competitiveness ultimately rests on the
quality, performance and cost of goods
and services produced within its bordels.
This tn curn places heavy emphasis on

impact. The governance issue also
relates importanty to the structure of
corporate management: the role of
boards of directors, the relationship
berween them and management, the
role of employees in management, the
incentive systems on which compensa-
tion is based and the like. One national
objective should be to create an envi-
ronment of economic and policy sta-
bility within which managers can do
what many of them already want to

the nature and performance of the com-
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d tage the corporation for long-

term growth.

Figure 22
Health Care Expenditures
as a Percent of GDP
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Health Care Costs

Our fifth issuc is health care costs.
We single our this sector for par-
ticular attention because of its enor-
mous and growing impact on the
economy and Feder) budget, and the
marked disparity berween this impact in
the United States and in other countries
(Figure 22). Expenditures for health
care have risen from 7-8 percent of US
GDPin 1970 10 12-13 percent today
and are projected to rise to 15-17 per-
cent, on current policies and practices,
by 2000. This would be roughly double
the level in all other industrial countries.
Moreover, there is widespread aware-
ness that these additional costs are not
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figure 23
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buying better health for the population
a5 2 whole. Indeed. while some parts of
the population are receiving the best
health care in the world, other Amer-
icans are recewving care that is inferior to
that in many other nagons (Figure 23).

“The question for our purposes 1s
whether such costs. which divert a large
share of nanonal resources that could be
used productively elsewhere, are signifi-
candy undenmuning American compen-
uveness. They can do so in at least two
ways:
{1} by raising the toral costs to corpo-
rations that pay for health care for their
workers and retirees (and thus the prices
of those companies” products), especially
for manufacturing industries where these
costs fall particularly heavily, and

(2) by consuming resources that
might be otherwise deploved for
strengthening the infrastructure. sup-

porting technology development. or
improving educanon.

The national obiective should be the
achievement of world-class health care
for all Amencans at a cost to the econo-
my that is comparable to the other major
industrial countries.

Trade Policy

Our final pnority issue 1s rade
policy. Trade is different from the
previous five issues because it relates
indirectly rather than direcdy to pro-
duetivity and the cost structure of the
cconomy. It can nevertheless be
extremely important.

For example. an overvalued exchange
rate for the dollar—as occured in 1981~
85, creating the massive trade deficits
that followed—can price American
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goods out of the foreign and domestic America$ comp p or even pr h the role of the
markets that are crucial w enable them as ially defining the problem. The facturing sector because swings in
to achieve full ecnnomies of scale. An Council rejects that view because it the overall trade balance are dominated
overvalued dollar can also discourage believes that the altimate testof 2 by swings in manufactures rade. We
American firms from making s maxi- nation’s competitiveness is the sandard ~ should aim by 1995 to eliminate the
mum effort to improve their perfor- of living of its own population, to which  deficit in our global trade in goods and
mance by competing aggressively against  exterpal trade is a very imporunt but services (the current account) and hence
the world’s best. Foreign barriers that only one contributing factor. Moreover,  halt the need to borrow abroad with
block the access of American products ic problems such as large  consequent further buildup in the
markets abroad, and subsidies and other  budget deficits can lead to trade deficits  nations foreign debt.

practices that enzble producers abroad whatever the underlying state of the This aggregate goal is not intended
to compete unfairly against producers country’s compettiveness. to imply indifference to what we export.
here, likewise jeopardize thase two In today’s global economy, however, The Council believes it is important that
imporant competitive benefits. Some of  the trade balance provides an extremely the United States enhance its position as

the export disincentives and barriers

i d by the US G
have similar effects.

Trade is of course a central focus of
the entire competitiveness debate.
Some observers in fact view the trade
balance as the best single proxy for

itself
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vahuable barometer of how a country is
doing competitively—and whether it is
earning its current standard of living.
On these counts, and despite the recov-
ery in our exports over the past five
years, the American record of the past
decade is dismal. In addition, trade

an exporter of products based on high
levels of slill and high value added, ie.,
manufactures that can support high
wages. An alternative approach, which
might rely upon 2 declining exchange
rate to stimulate exports, is not what we
envision.
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Framework for Action

s the Council submits this report in early 1992,

Aconcems over fundamental aspects of the nation’s
compeutiveness fuse with the need for the earliest

possible recovery from recession. The positive aspect of this
fusion is that the difficultes of the present reinforce awareness
of our more basic problems. The risk is that efforts to boost
growth in the short term could ignore and even exacerbate the
basic difficulties.

The Council believes that the right strategy at present is to
devise a program to address the underlying weaknesses in the
economy in ways that could also promote short-term recovery.
For example, an acceleration of government spending on
needed infrastructure projects would have desirable effects
both immediately and over time.

But the emphasis must be on righting the basics. Problems
with the country’s underlying competitiveness have limited
our short-term options and will continue to constrain them
until fundamental reforms have taken hold. Conversely, the
most likely return to prosperity lies in addressing these struc-
tural problems and thus restoring confidence in the long-run
prospects for America. The Council believes that the time has
come to seek far-reaching reforms that would effectively

&




come to grips with the deep, abiding
problems identified above.

Our strategy in this report is to iden-
tify, and briefly elaborate, reforms in
several areas that might generate such
improvements over time. The Coundil
is not yet ready to make firm recom-
mendations for such 2 program but
believes that actions of the type
described, and the problems they seck
to correct, should be focal points of
natonal inquiry and debate during the
coming year. Public officials and candi-
dates for ail offices should address them.
The public, which often exhibits a keen
awareness of the problem, should insist
that they do so. This is the only process
through which fundamental change
can emerge.

L ]
Toward A National
Competitiveness Strategy

n each of the six areas to which we

have addressed priority attention. the
Council believes that efforts should be
made to devise new policies that will
make 2 fandamental change in Amer-
ica’s competitive position. In this sec-
tion, we offer illustrations of the kinds
of reforms that we have in mind. The
Coundil is not endorsing any of these
steps at this time. having had inadequate
dme to explore their likely effectiveness
and their full ramifications for the coun-
try. We believe, however, that these
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ideas. and others that pursue the same
goals, should be seriously considered.
The Council irself will be developing
and testing such ideas preparatory o
issuing firm recommendations in its
next report. We urge other interested
groups and individuals to do so as well.
In ezch area. national goals—such as
those suggested in our prior discussion
of the problems—should be set, against
which subsequent performance can be
gauged. We want a results-oriented
strategy against whose criteria govern-
ment, business, unions, educations) and
other institutions can be held account-
able. In light of the sweeping scale, nov-
elry and even experimental nature of
some of these ideas, constant evaluation
of their progress would be necded
and should be built into the reforms
themselves.

Saving and Investment

The most obvious initiative to enhance
saving and invesument would be conver-
sion of the budget deficit of the Federal
government into balance or preferably
surplus. The deficit drains more than
half our private saving and drives up
interest rates. It pushes us decper into
debt both at home and abroad. It raises
serious doubts as to whether the coun-
y will ever put its house in order.

A surplus, by contrast, would make 2
net contribution to national saving. It
would also provide a prudent founda-

tion for the increases in pension and
medical payments to our older citizens
that will become inevimble s the popu-
lation ages early in the next century. An
overall budget surplus would in essence
permit the surpluses in the Social
Security and other trust funds to
become genuine national saving rather
than financing the rest of the govern-
ment budget. It would provide a cush-
ion against future economic difficultes.

Converting the deficit into a surplus
will require an intensive review of all
maior spending programs. If adequate
spending cuts cannot be found, it may
be necessary at some future point to
increase revenues, The sum of these
improvements will have to exceed the
present deficit because additional
spending will be needed on some pro-
grams, such as public infrastructure. to
promote US competitiveness.

In order to further enhance saving, it
might be necessary to change the struc-
ture of US tax policy in ways that would
eliminate. or even reverse, the perverse
incentives in the present code. The
most extreme opton would be to substi-
tute consumption-based taxes for ail or
some of our present income-based taxes.
The effect would be to exempt all saving
from taxation. The result should be a
substantial rise in saving that would pro-
duce a sharp fall in the cost of capital. A
less sweeping way to stimulate private
saving would be to exempt all interest
and dividend earnings from taxacion, as



Japan did until 1988 with its maruys
system that enabled each citizen 1o hold
multiple tax-free savings accounts and
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sivity of the income tax could be
increased to maintain faimess in the
overall tax system. Some members of

invest in taz-free bonds. the Coundil nevertheless believe that
Saving could also be aged ption-based tax would
indirecdy through wax changes that be inappropriate and would prefer to

would discourage consumption. Alrer-
natves could include a vajue-added tax
(VAT), as unlized in virwally every
other major country: 2 national sales tax;
limitation of the tax preference for
interest paid on home mortgages that
now applies up to S1 mullion: or other
sector-specific approaches. These could
replace some portion of today’s income-
based taxes or be adopted. instead of
other types of taxes, to raise additional
revenues as part of the essendal effort to
curb the budget deficit.

All of these pro-saving tax proposals
have some undesirable features. The
impact on income distribution of most
of them is likely to be regressive,
Despite the cructal importance of rais-
ing saving for the long run. it would be
a mistake to dampen ption too

continue relying on the progressive
income tax.

Education

Sweeping reform of educaton, which
the Counail also believes should be sen-
ously considered but on which we are
not making specific recommendations
in this report. would rest on building
new incenaves into the system ac ail
leveis. Colleges and universities would
grant admission into degree programs
only to those students who have demon-
strated that they are prepared for real
college-level work. The Federal govern-
ment would provide incengves for col-
leges to raise their standards, and for
students to meet those standards. by

d l and stu-

quickly in light of the present state of
the economy.

These risks are genuine but can be
countered by careful design of the taxes
and by offsetting measures elsewhere.
For example. necessities such as food
and medicine can be exempted from a
VAT or sales tax. Direct rebates can
mitigate effects on the poor. If the new
taxes were only a partial element in the
uverall regime, a5 15 likely, the progres-

¢ itoni € ITS I ]
dent aid on this basis—and by making ,
sure that all qualified students, however
needy, obtain a college educadon.
Teachers and other K-12 personnel
would be rewarded, as a group at each
school, for improved performance by
their students in meeung higher stan-
dards. Students and parents could be
given 3 choice of schools to attend.
Teacher pay would be made sensiive to
shortages in individual disciplines to




stimulate the supply of teachers in those  focus of a new training program would but has been much less effective on the
areas. The impact on productivity of be on comprehensive worker adj civilian side. There are huge differences
our system of educational g ce i that comprised retraining, job the two, and it is clear that
and admini should be ined.  search assi and temporary income expertise in generating and utilizing
Similarly, students who do not attend support tailored to the needs of the indi-  defense technologies cannot be easily
college should be qualified to obtain vidual. Achievement of 2 fully comperi- transferred to il prod
good jobs as they leave high school. tive educational system would of course Nevertheless. the end of the Cold
Emplovers would begin to scrutinize help to alleviate this problem as well. War frees an enermous amount of high-
high school transeripts and teacher rec- quality resources in the United States:
ommendations, and take them seriously entists, technicians, skilled workers and
into account in their hiring decisions. Technology managers as well as capital in both the
Companies might earmark some jobs On technology. the United Satescould  privaze and public sectors, An historic
for graduates designaved by ceruain high  establish a new mechanism for govern- opportunity exists to redeploy at least
schools, based in turn on those students'  ment and industry to work together to some of thase resources into channels that
records. Structured work-study pro- promote the development of generic will support the restoration of American
grams, drawing on Genman and other pre-compenitive technologies that are petity Much of this i
European experiences, could substan- not being financed by the private sector.  must be accomplished in the private
dally improve both the job prospects for ~ The Federal government has done 2 sector and some individual firms have
high school students and the quality of goad job in supporting defense-refated already succeeded in launching the shift.
the workforce that emerges. technologies, through its own national The Federal government. however,
laboratories and the Defense Advanced may need to stimulate and encourage
Research Projects Agency (DARPA), the process. In addition to creating a
Tralning
Fundamental reform can also be envis- -
aged for aiding workers who must shift ;ﬁ'::nz:;. " s Industrialized C.
jobs due to dynamic changes in the
economy. We now rely essentially on Caunley Participation Aversge ) Erpenditures  Expenditures per
market forces and the effrs o sore LT B e enpe s S
individual companies—and the latrer Aserage Income
should be improved and expanded to Canste 11 ] [X-3 $1.00 2
caver all classes of employees. But our p:
Federal govemment hasnevr moured IR
effective or widely accessible training Gormany e ! b hdnind 7
programs. Mostocher indhsial coun- [
tries o it—and most of them spend Usited States 10 s 0.08 $1.000 9
more than twice as much as the United
SOURCE. Pam 1990 Outa ruler 1 e pencd 1908

Suates on the effort (Figure 24). The
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new mechanism for g indv @ the desirability of dampening current
try technology cooperation, at least rapid stock urnover patterns;
large parts of the national laboratories— @ the degree to which management’s
among our finest national institutions— goals of creating shareholder value,
should be redirected toward commercial creating corporate wealth and

More effecti raliza- dvancing the i of stakehold
tion of new technologies could be pro- ers (including workers, suppliers and
moted through the creauon of new communities) conflict or harmonize

programs and institutions aimed at
technology diffusion and applicatien,
such as a manufacturing extension pro-
gram on the model of our agricultural
extension service.

Corporate Governance and
Financial Markets

On Corporate Governance and”
Financial Markets. the issue is whether
our present system promotes or

pedes growth in

This question can be answered by care-

ful evaluation of a number of proposi-

dons including the following:

8 the degree to which long-term per-
formance is the shared goal of both
corporate managers and shareholder-
owners:

P

® the degree of management’s account-
ability to owners:

8 the cffectiveness of owner monitoring
to achieve this goal;

& the impact of the “short term™ signals
sent by the trading practices of instd-
wtional investors and management’s
reaction to thern:

with each other, and the preference
for one over the other: and

0 the effect of legislanon in estblishing
a duty to these several consutuencies.

Health Care Costs

Comprehensive reform of health care,
in addition to pursuing universal cover-
age, would involve a recognition that
incentives for efficient uilization of
medical care are lacking ac all levels of
the system. To deal with exploding
costs. the Federal government could
make use of a variety of containment
gies tincluding expenditure caps)

both to reduce unnecessary use of medi-
cal services and to improve efficiency of
the health care pavment systern.

Several alternative possibilities are
currendy being discussed:

B asingle paver at the national or state
levels could be established (with new
limits on malpractice liability):

8 to deal with the problems of the
uninsured, about 80 percent of whom
are in working families. Congress
could mandate employment-based
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coverage through a pay-or-play rax as Suates is presently engaged: most
recommended by The US Bipartisan importandy, the Uruguay Round in
Commission on Comprehensive the GATT. but also the North
Health Care (Pepper Commission), American Free Trade Ag and
® individuals could receive assi in bsequendy the Enterprise for the
buying insurance with vouchers, tax Americas Initiative;
credits or expanded regulad 8 substantial expansion of the Export-
@ a2 new universal access system could Import Bank to match both the mag-
be created similar to those in other nitude and effectiveness of other
industrial countries. countries’ official export programs, as
needed to induce others to agree to
Trade limit (or preferably eliminate) inter-

On trade. the Council also believes that
an extensive set of reforms should be
considered:

@ an agreement among the Group of
Seven industrial nadons (G-7) to
mainuin the exchange rate of the
dollar (and other currencies) at a
competitive level, building on the
“reference ranges” that were agreed
n 1987. Avoiding dollar overvalua-
non is of central importance in
mainuaining American trade
competitiveness;

8 more broadly, agreements with the
other economic superpowers (the
European Community and Japan) to
coordinate macroeconomic and mon-
enary policies to sustain world growth

governmental competition in this
area;

elimination or sharp reduction of
many of the export disincentives
(excessive or unnecessary national
security conrols, foreign policy con-
trols, sanctions, short supply controls,
etc.) that now curtail billions of dol-
lars worth of foreign sales by L'S
firms annually;

evaluation of the effectveness of US
trade laws:

effective assessment of the practices
pursued by our trading parmers.
specifically with regard to how such
practices affect US exports;

a reduction in staff tumover in the
relevant government agencies to

and thus 2 hospitabl prove America’s ability to
for continuing trade exp beneficial rade and
8 effecdve results that will p [SCI | h of how

trade, employment and other inter-
ests through the several international
negodations in which the United
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mulunational corporatons, particu-
larly those headquartered domesu-
cally. affect our compennveness.

Specific Proposals

s noted, the Coundl is not vet pre-

pared to recommend reforms such
as those outlined above pending further
analysis and discussion. Before turning
to the procedures by which it intends to
pursue these and other possibilities.
however, there are two specific recom-
mendations that the Council does make
at this time.

First, the Council agrees that the
time has come for the United States
to establish a serious “comp
ness strategy” through both sector-
specific and generic policies. We note
that the United States has in fact carried
out strategies toward certain sectors of
the economy and key industries from
the birth of the republic under different
rubrics—including agriculrural policy.
detense policy and aerospace policy—
with the effect of supporting parocular
sectors deemed essential to the nanonal
wnterest. There have been failures but
the results have sometimes been spec-
tacularly successful: the world's most

pedtive farms and ial air-
craft, a robust computer industry and
many more. There need be no embar-
rassment over conscious endorsement of
such a policy, particularly as it is pur-
sued by virtually all other countries
around the world.

M under Admini
of both parties and all ideological




orienations, the United States has fre-

quenty employed import quotas, ax

incentives, government loans and pro-
curement. and numerous other devices

10 support or protect individual sectors

(or even individual firms, as with

Chrysler and Lockheed). These

approaches, however. have been largely

episodic and ad boc. WVe need o replace
this lacter approach by the esublish-
ment of policies like those mentioned
above and with a coherent. consistent
and effective “competitiveness strategy.”
Qur present governmental structure
was not designed to help this counay
compete in a global economy. Its only
wo high-level economic officials. the

Secretary of the Treasury and the

Chairman of the Federal Reserve Board,

are primarily responsible for financial

matters. The government needs to des-
ignate an agency. perhaps a substantially
strengthened Department of Commerce

orthe | Trade C

with its functions gready expanded. that

would raise the nation’s awareness of the

competitiveness problem and initiate
and maintain several actividies:

W assessing the likely course of key
American industries, including at
least some of those on the very simi-
lar lists of “critical technologies™
drawn up recently by several Federal
agencies and other groups in this
counuy and abroad. over the coming
decade or so:

& companing these baseline projections
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with “visions” of industry paths that
would be compatible with a prosper-
ous and competinve American ccon-
omy:

monitoring the activities of foreign
governments and tirms in those same
sectors to provide “early warmng” of
compedtive problems that might be
on the horizon. The intelligence
community might be able to con-
ribute significandy to this part of the
effort;

acting as an ombudstnan within the
Federal govemment for specific com-
petitiveness issues that are affected by
Federal laws and regulatons.

With such an analvucal mandate and
capability. the United States Govern-

ment would—for the first time—be in 2
position to respond intelligendy to pro-
posals for assistance trom specific indus-
wries. [t would be able to fashion and
pursue a coherent and disciplined com-
petitiveness strategy. Such efforts would
of course have to be coordinated closely
with macroeconomic and other related
policies so the Council of Economic
Advisers, the Treasury Department and
the USTR would need to be closely
involved. But these efforts would add an
entirely new dimension to the govern-
ment’s capability to provide a competi-
tve environment for the economy and.
at a mni to respond adequately to
sectoral problems as they inevitzbly
arise.
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Second, it is clear that cur political
institutions should take account of the
implications for the country’s compet-
tiveness of all new programs that they
adopt. The Congress already reached
such 1 judgment in 1988 when, in the
Omnibus Trade and Competitiveness
Act, it mandated the preparation of
Competitr Impact S for
preciscly that purpose. The law has

inglv been ignored. h , and
such Statements have played no role in
the national debate on critical issues
including the budget, tax policy, educa-
tion and health care reform.

We therefore believe that the
Admizistration should prominentl
include a Competitiveness Impact
s with each 1
tion or report on legislation that it
submits to the Congress. The
Congress should insist that such
Statements be submitred, review
them carefully, and take them fully
into account in making its decisions
on all relevant legislation.

Next Steps

In addition to offering these recom-
mendarions, the Council is launching
an ambitious workplan for the coming
vear. First, based on this initial report
and our continuing work, the Council
will from time to time be making rec-
ommendatons on specific issues that



51

nay arise in legislative or rulemaking
yroceedings. We regard the Council as a
¢ idh budsman” that will

Like the Council itself. our Sub-
coundls comprise a novel structure
Jesigned by the Congress to elicit con-

irrempt to draw attention to competi-
iveness concerns in the debate over
yeneric policies. and on issues concemn-
ng specific sectors and firms. and invite
nterested parties to alert us to topics that
1¢ed to be addressed in that context.
Second, as authorized in the Omni-
sus Trade and Competitiveness Act of
988, the Council is establishing a set of
subcouncils to assist us in crafting solu-

structive solutions from a quadripartite
group of representatives of business,
labor, government and the public inter-
est. The Subcouncils will emphasize
cooperation between business and labor.
between the public and private sectors.
and between the Federal and state gov-
ernments. They will include proponents
of all responsibie points of view to
ensure that their analyses and recom-
dations will be balanced and com-

jons to a number of the major compet:
iveness problems facing America. The
Subcouncils will seek to develop goals
for America in each area and offer spe-
lcific recommendations to deal with the
problems they are addressing. We are
directing each Subcouncil to submit its
initial set of recommendations to the
full Council by November 15, 1992.
"The Council will review these recom-
mendations and report on them in its
next Annual Report to the President
and Congress.

prehensive. They will be ongoing
consultative forums that draw upon the
best practices from American industry
and labor, foreign countries and com-
panies, innovative state programs.
university and other research centers,
and ail other available sources.

We are hereby establishing eight
Subcouncils:
8 Capiual Formation
8 Education
2 Training
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& Public Infrastrocture and upgrade eraining for all employees, The Sab il oo Trade Policy
8 Corporate Governance and and to make recommendations for will develop specific recommendations
Financial Markers needed improvements in education and for bow the United States can better
® Trade Policy preparation for work for high school p €exports, particularly of manu-
8 Mamufacturing who do ot go on to college. The factured products, as 1n engine of
® Critical Technologies Subcouncil will draw an the work of the growth. It will look at export disincen-
Commission on the Skills of the u'vunhanenwcﬂupolﬁunuded
The Subcouncil on American Workforce, the Secretary of 10 open markets abroad, and the struc-
F 3on will focus on gies to hbnr&ConnnisiononAchicving ture as well as level of US trade. The
substantially increase the US svingand  Necessary Skills, and the National Subcouncil will wark closely with the
investment rates. In addition to consid- Advisory Commission on Work-Based President’ Export Counci. Ir will be
ering the Federal budget deficir, the Learning. The Subcouncil will be chaired by John Murphy, CEQ of
Subx il will ine the p ial chaired by Lynn Williams, President of Dresser Industries and 2 member of our
contribution of fundamental ax reform  ¢he United Steel Workers and 2 mem- Couneil.
(as described above) and the usefulness ber of our Council,
of individual tax incentives. The Subx il on Manufacturing
The Subcounci] on Infrastructure will consider how companies in s select
The Subcouncil on Education will will look at Americas ransportation, group of industries can do betrer in
dcvdopw:ysmbﬁngpafomnuat communications, information, and ugli- imulating i ion, speeding prod-
dlepmldndergmmdl(-lllevdsm ty networks to consider what invest- deVdopnmeomﬁngqnaljty.and
internationally competitive levels. It will ments need to be instituted now to improving effective utilization of the
cmsidul-'edcralacdomaswcuusteps support Ameri petith over rkforce and labo: 2 rela-
tlmsum.lomlschoolbwds,mplay- the longer run. The Suboouncil will tions. It will arempt to discern whether
ers, and labor unions can take. This draw on the work of the National valid generalizations can be drawn for
Subeoancil will draw on the work of Council on Public Works p f2 ing as 3 whole. It will sug-
previous and onguing jssi gmwlmdmel-‘edemlandsnueguv-
including the National Council on The Subx il on Corp an do t improve the
qudeundzrdsandeﬁng.lxwiﬂ Governance and Financial Markets environment in which the firms snd
be chaired by Albert Shanker, President willseekmidmﬁfyd:espea‘ﬁcmrpo— their warkers operate. It will examine
of the American Federation of Teach rate governance and shareholder trading tbzoppormniﬁeundchallmguof
and a member of cur Coundl, patterns that impact the nation’s com- defense conversion. It will consider how
petitiveness and growth, and make wminsmnparddpmmoteeﬂ'ecdvﬂy
The Salx il on Training will ppeogriste recommendations. It will be in improving the production process.
have three goals: to develop & plan for chaired by Edward Regan, Comptroll The Sab il will build on the work
more effective adjusment pro- of the State of New York and 2 member of the MIT Commission on Industrial
gnms,mmduwysmmage of our Council. Pmducdvi:yanddlenewindmuy
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centers established at several

by the Alfred P. Sloan Foundation.

The Subcouncil on Critical
Technologies will review the recendy
increased US Government efforts for
developing leading edge technologi
and evaluate them in relation to the
efforts bv competitors such as Japan,
several European countries and the EC
as a group, and Korea. The Subcouncil
will propose policy. funding, and regula-
tory changes that may be beneticial v
improving our technological base. It too
may wish to look at critical individual
industries. It will work closely with
the private sector Council on Comperi-
tveness which has developed many
recommendations on these issues.

Although the Council believes that
health care costs are a significant factor
affecting US competitiveness, we are
not setting up a Subcouncil on that issue
at this time. Since several detailed plans
are now being considered, the Counail
believes that it can be most usetul not
by devising a plan of its own but rather
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Building A
Competitive America

ke Competitiveness Policy

Counal believes that improving
the nation’s competitiveness is one of
the primary challenges facing the
United States as it prepares to enter the
cwenty-first century. The degree to
which we meet that challenge will go far
to determine the prosperity of our peo-
ple in the coming decades. It will help
determine the world role, in secunity
and political as well as economic terms,
that the United States will be able w0
play in the post-Cold War world.

The Council believes that the histor-
ical record, recent signs of progress and
unparalleled resources of the United
States will enabie it to meet the chal-
lenge effectively. It will not be easy to
restore the competitive successes that
characterized America in an earlier era.
however. Many other countries are
moving ahead rapidly and their momen-
tum wiil be hard to catch. Ironically, the

by analvzing the competiti impact assets of the United States
of various plans as they emerge and still mask the slide which this Council
make their way through the legislative feels has now become quite clear.
process. The Council will thus keep the Leadership from all our public offi-
issue under review and remurn to it later.  cials will be essential to launch the pro-

cess of reform. Only strong leadership
can gaivanize the public support for
reform that appears t exist and is cru-
cial to the success of the effort. Only
such leadership can bring together the
necessary components of a comprehen-
sive program. We believe that the
American public is ready to respond to
such leadership and is in fact starting to
demand it

The America that could result from
such an effort would be far stronger
than it is today. It would take a much
tonger run view than it does now. Its
laws and reguiations would enhance
American compettiveness. The country
would be fully cogruzant of its deep
integration into the world economy and
recognize the centrai importance of
superior performance 2s measured
against global standards.

Such an America would fulfill our
definition of competitiveness— meeting
the test of international markets while its
citizens earn (rather than borrow) a ns-
ing sndard of living that can be sus-
uined over the long run. We commend
this vision to the President and Congress
a5 we present them with this First
Annual Report, and look forward to con-
tributing further to its realization with
our work in the months and years ahead.
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RAND V. ARASKOG has been Secretary of the Treasury for Interna-
Chairman, President and Chief Exec- tional Affirs from 1977-1981 and served
utive Officer of the ITT Corporation on the senior staff of the National
since 1980. He is also chairman of the Security Council from 1969-1971. Dr.
Supervisory Board of Aleated N.V, ITTS  Bergsten is the author of 19 books on a
joint venture with Alcatel Alsthom of wide range of international economic
France, the world’s largest telecommuni- issues, most recently America in the World
catons facturing company. Mr. E A Strategy for the 1990s.
Araskog is a director of several corpora-
tions, the New York Stock Exchange, WILLIAM GRAVES is the Secretary of
and the Federal Reserve Bank of New Sate of Kansas. He was first elected in
York. He is a member of the Business 1986 and is now serving his second term.
Rounduble and author of The ITT Wars.  He is a member of the board of the
He spent five years at the Departmentof ~ National Association of Secretaries of
Defense during the late 1950s. State and of Leadership Kansas. He is
also 2 member of the American Council
JOHN J. BARRY is the International of Young Political Leaders and has
President of the International Brother- served 25 an election observer in Taiwan,
hood of Electrical Workers, 2 positionhe ~ Mr. Graves is active in numerous civic
has held since 1986. He started as an organizations including the Kanszs
apprentice in the electrical construction Chamber of Commerce and Industry.

industry in 1942 and has held numerous
elected positions in organized labor since
1962. He is a Vice President and
Executive Council member of the AFL-
CIO. He serves on many boards includ-
ing the U.S. Council for Energy
Awareness and the American
Productivity Center.

C. FRED BERGSTEN, Chairman of
the Counil, is Director of the Instirute
for International Economics, which he
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the U.S. Chamber of Commerce and the
U.S.-China Business Council.

EDWARD V. REGAN is the New York
State Comptroller. He was first elected
to this position in 1978 and is now serv-
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duties is the trusteeship of New York
Seate’ pension funds, whose assets now
toal over $50 billion. He was a member
of the President’s Commission on Indus-
trial Competitiveness in 1983-85. M.
Regan teaches at the Stern Graduate
School of Business (NYU) and writes
and lectures frequently on municipal
ﬁnmee.pun'as,andcorporzmgmtr-
nance issues.

BRUCE R SCOTT is the Paul W,
Cherington Professor of Business
Administration at the Harvard Business
School, where he has mught since 1962.

JOHN J. MURPHY has been Mr. Scott teaches 2 course in compars-
Chairman, President and Chief tive econormic strategies of countries and
Executive Officer of Dresser Industries, has co-authored a study of industrial pol-
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of PepsiCo, NationsBank Corporati zuelan v, and more recendy 2
and Kerr-McGee Corporation. Mr. study of the prospects for transition in
Murphy is also Chairman of the Board of  South Africa. He is co-author (with
Trustees of St. Bonaventure University, George Lodge) of U.S. Competitivenes m
and U.S. Chairman of the Trade and the Horld Econorny.
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Board of Trustees of Southern Methodist
University and the Board of Directors of
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ALBERT SHANKER is President of the
American Federation of Teachers, a post
be has been elected to since 1974. He has
tanght in the New York City public
schools and at the graduare level. Heisa
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years as president of the National
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Secretary of Commerce from 1967-68,
President of the Conference Board, and
Vice Chairman of Allied Chemical Corp.
He serves on ten corporate boards and is
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of Edward O. Verter & Associates. He
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STATEMENT OF RAND ARASKOG, MEMBER,
COMPETITIVENESS POLICY COUNCIL, AND CHAIRMAN,
ITT CORPORATION, NEW YORK, NEW YORK

MR. Araskoc. Mr. Chairman, members of the Committees, I'm
pleased to be here.

At our first meeting, Senator Garn, I suggested that the best thing our
group could do was to turn back the money that you had appropriated
and for each of us to write in ten pages what our thoughts were on each
of the competitiveness areas, put that into a document and send it to you
and have done with it.

I was surprised that I was alone in that opinion of all the people in the
room, because, like you, I felt we all knew what we were doing wrong
and that we just had to get our act together to do it.

Well, I must say that over the period of the last several months that I
have changed my mind entirely. I think the way that Dr. Bergsten has
run the group; the people that are in it; the first sessions—I never
thought I could get along with Lynn Williams. He's not here today, but I
find as time has gone on that he has some very good and thoughtful
ideas, as does Jack Barry, and that we all did have something to
contribute.

I felt, initially, having children and a wife who has been a school-
teacher and school board member, that I certainly knew as much about
education as MR. Suanker. I found that also to not be entirely the case.

What I have tried to bring to the Committee is a deep sense of concern
about the fact, as you've all stated, that our country favors
debt-over-equity.

We double-tax dividends of public corporations. We allow debt to be
fully deducted. We created an environment for take-overs, mergers, and
acquisitions based on debt. We did the same thing in industry that we did
in government, and we're paying for it now.

We move the management of much of America from corporate head-
quarters around the world, from San Francisco to Minneapolis to Rich-
mond, onto Wall Street. And I think we have to stop that now, or we're
going to continue with tax policies and programs that do not create jobs.

Now, I haven't heard it said since 1980 that a principal objective of an
American corporation is to create jobs. I've heard shareholder value. I've
heard about the benefits of layoffs to the stock price. I have not heard
about job creation.

Now, finally, when we're in trouble, we're hearing about it. My com-
pany owns a finance company. Last year, we had 100,000 of our debtors
go bankrupt in our consumer finance company alone. They were out of
work. And we have the problem of getting them back to work.

My company has about the same level of employment that it had when
I took office. We have had some divestitures. But it seems to me that
over the last ten or so years that we have relied on small businesses and
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new companies to create jobs. And we have watched one large company
after another in lay-off modes, and I think a lot of it has had to do with
our short-range view, our debt-equity programs, and the fact that we
were unwilling to recognize that Wall Street should not run American
business. ~

So, I have felt that we have something to do, that we can make reports
to you that will be meaningful, and that hopefully some major portions
of them will be listened to. While we have a consensus report, I think the
public record of our meetings would show that several of us on various
occasions were "at each other's throats," in the sense of real sensitive
disagreement on how important is consumption taxation, value-added
tax, energy tax versus constant fooling with income tax, and constant
changes in business taxation which jerks business around.

For example, the new program that would tax annuities.

One part of the U.S. economy—the middle class—most of the people
buying those annuities earn less than $50,000 a year. They are buying
those annuities with after-tax money. They do not get the benefits until
their retirement, and we have a proposal to eliminate them at the same
time we're saying we should do something for the middle class.

So, not being too emotional about it, I hope we do have something, Sir,
to contribute. We'll work hard if you keep our charter going. I think we
have an excellent staff. And I hope very much that something positive,
for a change, can come out of this in the Congress.

I thank you.

SenaTor Bineaman. Thank you very much.

Mr. Regan, please proceed.

STATEMENT OF EDWARD REGAN, MEMBER,
COMPETITIVENESS POLICY COUNCIL, AND
COMPTROLLER, STATE OF NEW YORK, ALBANY, NEW YORK

MR. REGaN. Mr. Chairman, Senators and Congressman Fish.

1 will chair a subcouncil on corporate governance and the financial
markets. It's appropriate for me to follow up on Mr. Araskog's
comments. ,

By virtue of my office, I run a couple of fairly large pension systems,
and, therefore, we are a very major shareholder in corporate America. 1
have no problem speaking for my beneficiaries—well over a mil-
lion—with Rand's comments, that a purpose of a corporation is to create
jobs, and perhaps that has been lost in the shuffle. It's been lost in, I
think, some of the corporate governance battles and shareholder activism
that has taken place in the last 4 or 5 years.

So, our subcouncil will be composed of the leading CEOs and acade-
micians and people from the regulatory agencies here in Washington and
New York to look at the issue:
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Is the purpose of corporations solely to create shareholder gain, or is it
to create something that I will call corporate health—corporate health
versus shareholder wealth? Or, in the longrun, are they both the same? I
would like to think that they are, but we will get expert testimony on that
and, hopefully, contribute to some shift in the thinking of institutional
shareholders as they view corporate America.

We will look at accountability. We will look at the German and Japa-
nese systems of corporate governance and how they relate to their share-
holders and compare it, and how our CEOs and boards relate to their
shareholders here in this country. We'll look at the signals that the finan-
cial markets send to CEOs for short-term performance and whether that's
a red herring or not.

It is often said that the rapid turnover in the stock market creates dis-
ciplines or an environment for short-term performance. I'm just not sure.
It might be a lot of other things, some of which have just been addressed
right here.

At any rate, our subcouncil on corporate governance will look down
the barrel of the gun with the Nation's experts. Our executive director,
Carolyn Baccato, is a national expert in the field. She is here with me to-
day, and we will hold three quick hearings and wrap up. I think we can
make a contribution and resolve this debate on what corporations are all
about, what shareholders are all about, and whether or not there are
short-term signals, and whether or not we can cure our own problem.

My own belief is that we can.

Let me conclude by recalling to you an experience that I had when I
was county executive in Erie County, which is in the western part of the
state.

I was running the environmental programs there at the time and I saw
a number of polls that were done in the mid-1970s as to how people
fel—the voters, the taxpayers—about environmental programs and on
the question of a tradeoff of jobs.

Even in the 1970s, they felt very strongly that there ought to be more
work done to rein in environmental degradation, even if it meant, in some
of the cases, a tradeoff of jobs.

When the same questions were put, though, to the leaders—people like
myself, people like yourself—in the mid-1970s, we didn't feel that way.
We had a different view from the people and valued the job retention
more than we did environmental degradation.

The more important question, though, was this: How did the leaders in
the mid-1970s think the people felt?

We had a real misconception. We felt that in the mid-1970s that they
thought like we did. They didn't at all. They wanted work done on the en-
vironment more than we thought they did.

-My own sense, as Fred has echoed, is that we are in a similar situation
today. I think the public understands economic sclerosis. I think that, and
the chairman has been with me when this has been discussed, that when
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we talk to our people at the rotary clubs and the Kiwanis and the cham-
bers of commerce of this country, that if you characterize this nation as
having economic—and I use this word very carefully—stagnation, you're
not going to be hustled out of the room as being unpatriotic, and you'll
hit a responsive chord. In fact, if you don't say it yourself, the audience
will say it for you.

So, my own view is the public understands this more than we think
they do and perhaps more than many of our own leaders do.

About the mid-1970s, several things occurred in the country and Fred
has alluded to them. And they all occurred at the same time. Rate of sav-
ings declined. The educational scores—and Al will attest to this—started
to decline. And capital investment, especially the public capital invest-
ment per worker, the infrastructure per worker, declined, too.

They all broke at the same time, 1973 being as good a date as you can
get.
Not unsurprisingly, at the same time, our rate of growth in productiv-
ity and our real incomes declined, too. That is not uncoincidental. If you
have less public capital works behind each worker, you will get less pro-
ductivity. That's a fact. And with less productivity, you get less take-
home pay, lower real incomes.

So, we have laid out, and I think accurately and correctly, that, in fact,
there is a long-term problem. I think that people know it. I think, and I've
governed, as you have, Senator, in a city, Buffalo, where there was 14
percent unemployment in the mid-1970s. I never felt the concern at 14
percent unemployment that I feel today at 7 percent unemployment. And
there's a very real difference as to why on the streets of Detroit and in the
streets of Buffalo that you get a different feeling with those sharp differ- -
ences in rates.

In the mid-1970s, they didn't feel that this country was in a period of
economic stagnation; in fact, we were growing, we were the best in the
world.

And so, they knew that, even at 14 percent unemployment, that would

end and jobs would be restored and there was hope and faith in corporate
America to produce jobs, as Rand says.
That isn't the case today. That's what has surprised, I think, the politi-
cians, the candidates running for office, and the anger they feel. And
they'll say to me, "Well, my gosh, it's only 7 percent unemployment.
What's going on? Why are we surprised? Why were we bushwhacked,
mugged on the way to re-clection here?"

And the answer is that the public understands, and maybe even more
so in a post-Cold War environment where the focus is not on not having
that concern and they are, focused on the Nation's economic stagnation
and wants, I believe, the candidates to talk about it.

We have a comment—about 8 or 10 words—on page 27 that I think is
quite appropriate, and I'll wrap up right there:

57-928 0 - 93 - 3



62

... the most likely return to prosperity lies in addressing the struc-
tural problems and, thus, restoring confidence in the long-run
prospects for America.

Senator Garn—my own belief—and I know the difficulty of getting
people together. In New York State, we understand the problem of parti-
san politics up there pretty well. It's one big back alley in partisan poli-
tics business.

But, at any rate, my political instincts tell me this, Senator, that if we
set about addressing, even if it is pain, the long-term problems in this
country that the voters will understand and confidence will be restored.
And if we just do the quick fixes—they understand that far better than
we think they understand it—it won't work.

I conclude on that notion. I look forward to working with this group
and helping you in a very difficult time to draw a consensus.

I believe, and I'l part slightly from Fred here, we ought to throw the
fat in the fire right now. I'm sorry our reports are coming out on Novem-
ber 15th. They ought to be out on October 15th, and people ought to be
forced to debate them—myself, Senator D'Amato, all of us. He doesn't
disagree. None of us would.

I think the time to attempt to draw a consensus is right now, and I
thank you for your efforts in that regard.

Senator Bingaman. Thank you very much.

Mr. Shanker, please proceed.

STATEMENT OF ALBERT SHANKER, MEMBER,
COMPETITIVENESS POLICY COUNCIL, AND
PRESIDENT, AMERICAN FEDERATION OF TEACHERS
WASHINGTON, D.C.

MR. SHANKER. Mr. Chairman, members of the Committees, thank you
for this opportunity to share these views. I guess that discussing educa-
tion in this context may seem strange, but not really. If we go back to the
1950s and we think of a previous time when we felt that there was an
emergency in education, it was around Sputnik.

Somehow, the Nation felt that the fact that they got up there first
showed some shortcomings in our educational system and we tried to do
something at that time in areas like mathematics, science and foreign
language.

I think more recently, over the last decade or so, as we've developed
this uncomfortable feeling about our ability to compete, one of views
that has emerged very, very strongly is that you get countries like Japan,
which have very few advantages in terms of natural resources, defying
what were the lessons that some of us were taught in elementary and jun-
jor high school geography courses about what countries needed to have
in order to be very successful. And if we take a close look, the usual ad-
vantages that were requirements in those days, many of these countries
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do not have. What they do have are very well-educated and disciplined
work forces.

So, that leads us to take a look at what has happened in terms of our
own educational achievements. It's not easy and there's a big debate
that's going on as to whether things are bad or not so bad. There's a
whole revisionist school now that picks up all sorts of numbers and says,
well, none of these indicators are perfect and these tests all have some
flaws in them. So we can't really tell.

I do not agree with that and I think that any fair-minded person who
looks at everything that's out there will have to come to the conclusion
that we are indeed doing very poorly in terms of academic achievement,
when measured against all of our other industrial competitors.

Now, there are ways of making these comparisons. One way obvi-
ously, is the international assessments that are given every once in a
while. And you have to watch them carefully.

If you check youngsters who are 17 or 18 years old in different coun-
tries against each other, you're indeed comparing different youngsters,
because the number of youngsters who remain in school by 17 or 18 are
so different in different countries that you develop a selective factor.

The chart that you'll find in our report, however, is 13-year-olds.
About the same percentage of 13-year-olds are in school in all of these
countries. And, therefore, you have in this chart, which puts us either at
the bottom or tied for bottom in math and science with a number of
countries around the world, an accurate reflection of where we stand.

I guess another thing to follow are the results of our national assess-
ment of educational progress. There is, I think, throughout this country a
fairly inaccurate view of what our problems are. I think most people in
suburbia feel that their kids are doing pretty well. After all, the kids are
about to go to college. And they say, yes, we have an educational prob-
lem but it's down the road. It's in New York City, or it's in Los Angeles,
or it's in Chicago, or it's in Buffalo. But our kids are doing well.

Although we think that's serious, we wish those kids would do well,
too. But our youngsters are doing fine.

Well, the national assessment, which has been done periodically for
over 20 years, shows that we're just kidding ourselves.

If we look at the percentage of youngsters who graduate high school,
who really know high school mathematics, it's 5 percent of those gradu-
ating, not 5 percent of the cohort.

If we look at the number of youngsters graduating who can write a de-
cent letter or essay, it's 3 percent of those graduating.

If we look at the percentage of youngsters who are able to read at a
level of the Washington Post or the New York Times, which is
essentially a college-level textbook, that's 6 percent.

Those are very, very small percentages. And if we then ask ourselves,
well, how can we compare these figures with figures in other countries,
just take a look at the high school graduate or college-entry exams in
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Germany, or France, or England, or Canada, or Japan, or any of these
other countries, and you'll very quickly be convinced that every young-
ster who gets into college in these other countries achieves at or above
that of our top 3 percent.

Germany produces 30 percent of its youngsters who are equal to or
ahead of our top 3 percent. That is not a minor difference. And I'd like to
underscore one other point, and that is, if you have only 3 percent of the
youngsters who are able to write a decent letter or essay—we're not talk-
ing about New York or Buffalo or Los Angeles, we're talking about sub-
urbia—we are really saying that the overwhelming majority of the most
advantaged kids who ever walked the face of the earth are not learning
very much.

We have a very fundamental misunderstanding in this country as to
what the scope of the problem is. It is much deeper and much more seri-
ous than we think it is.

To some extent, it's covered up by our college-entry standards. Par-
ents and communities are able to feel good because their kids are going
to college. Well, they're going to college basically because about 95 per-
cent of our higher education institutions don't have standards. They re-
cruit students to make sure that they're full. Only our elite institutions
have certain standards that they hold to.

So, the problem is very serious and what the subcouncil on education
intends to deal with is to look at some of these comparisons, take a look
at some of the educational practices of our major economic and indus-
trial competitors, and take a look at the role that establishing and setting
standards plays in other countries. The Chairman properly indicated that
we both served on a recent commission dealing with this issue, which
highlighted the importance of establishing standards. I understand that
the reports of that group are now being debated within the Congress.

We hope to look at some of those same issues, the establishment of
standards and also incentives.

We certainly do not want to have a system in which a tiny percentage
of our youngsters go to college and everybody else is prevented from
having any further education.

On the other hand, we do want to look at the question of whether
having sets of standards for admission to college-entry and other training
programs acts as an incentive in other countries to get youngsters to
achieve more, and whether a totally open system of higher education acts
as a disincentive within this country.

So, we are concerned not only with the educational achievement of
those youngsters who go on to college, but also the youngsters who don't
want to go on to college and want to go directly into the work force. And
we'll look at what other countries do in this respect; that is, to what ex-
tent might it be possible to establish some kind of student certification
which would have some value in the market place, which would get stu-
dents to work harder and learn more because, if they achieve a certain
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standard, their chances are a lot better in terms of getting a job sooner,
or getting a better job.

Now, all of this is in the context of our system of education, which is
highly decentralized, and we're, I'm sure, not talking about having a na-
tional school system or having the Congress of the United States set up a
series of examinations for students. All these will have to be done in the
context of our values and in our system of government.

But we hope that with other commissions, such as the one that the
Chair mentioned, and ours, that it may be possible if we all point in the
same direction to get some of these things done.

Just as Ned Regan said, in terms of the agreement of large numbers of
the public, that in many cases, that they may be ahead of where some of
the "leaders" are; I think that in the educational field that that's true also.
I think that a lot of the debates that are out there are debates among a
very small number of people, that if you look at the polls of parents and
taxpayers in this country, they are ready for national standards. They are
ready for saying that there are consequences for not learning.

They're ready for a lot of the things that we have these long debates
about. I hope that as a result of consideration by this subcouncil and a
representative group that we'll be able to be helpful in that decision-
making process.

SenaToR Bingaman. Thank you very much.

I think our ground rules, since we have several members here, will be
that I'll limit my questions to 6 minutes. The members who have come
and have not had a chance to give an opening statement will be given a
couple of extra minutes to make any kind of opening statement that they
want. That way, everybody will get a chance to at least ask a few
questions.

Let me also acknowledge for everyone that another person who gets a
lot of credit for the legislation here on the Senate side getting done is Ken
Jarboe, who's a staff person now on the Banking Committee. Ken is back.,
here behind me and worked with me in my office at the time we did this,
and has been working with Senator Riegle more recently, and has been
very persistent in getting this organization established.

I'd like to just ask Mr. Araskog first about this issue of job creation.

As you may recall, the Congress directed that a special panel be estab-
lished to look at the health of the semiconductor industry in this country
at the same time we passed the trade bill that established this group. And
Ian Ross at Bell Laboratories was head of that. They came out with their
final report, their third of three reports, two weeks ago, and the report
had in it information about the decline in the number of jobs, not just in
semiconductors, but in electronic products generally—the decline in the
U.S. employment in that sector of electronic components.

What it heightens for me, and I had a visit with some people in the
semiconductor industry about it—I don't know that it applies as directly
to their sector of the electronics industry—but it's pretty clear to me that
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U.S. firms are under pressure to locate plant and create jobs in the Euro-
pean community if they want to do business in Europe. They're under
pressure from those governments to locate plants and to create jobs in
Japan if they want to do business in Japan, and in various countries that
we do business in.

Similar pressure is not generally applied to foreign firms that want to
do business here. There's not a requirement that they produce their prod-
uct here if they want to sell it in our market.

I've wondered, we have a lot of debate that has already gone on, which
is going to continue to go on as this Mexican free-trade agreement be-
comes a larger and larger issue here in the country, as to what kinds of
incentives and inducements the government should look at, first of all, to
encourage U.S. firms to stay here, whenever possible, and create jobs
here for our own citizens; and second, to encourage foreign firms that
want to do business here to create jobs here.

It seems to me that that's an area that we haven't seriously addressed
in the tax code, or in any of our various policies. Unfortunately, it's a
subject, when you bring it up, that usually falls into the category of pro-
tectionism and everyone's opposed.

But I'd be interested in any comment you have as to whether that's an
area that needs attention by your Council.

MR. Araskoc. I think it does require a good deal of effort. As you
know, our corporation is in a lot of areas of the world, and we're treated
in different ways in different areas of the world. In some areas of the
world, you can only dividend out a certain amount of your total assets
under the laws of the country involved.

In some countries, you have to take on a joint venture partner, whether
you want to or not, and he has to be the majority owner.

I think that the pressure inside of Europe now is going to be to con-
tinue to want to have the production in Europe wherever possible—job
creation in Europe. And as far as the United States is concemned—from
my vantage point—we have been super generous. Only recently did we
start to tax foreign firms as heavily as U.S. firms. And even recently,
too, our IRS has gotten very much involved in how foreign firms are
moving money around so that their U.S. subsidiaries—strangely
enough—don't seem to show much income.

I think we need a lot more work done in this kind of area, because I
think we really have not paid attention to what other countries are doing
with respect to investment there and what we're doing with respect to in-
vestment here.

I think it's a worthy area of a very careful analysis and report.

SenaTor Bivgaman. Thank you very much.

Let me ask, Fred, for your comment on this, or anybody else who
would like to comment. I don't know if you'll be able to get into this, but
in the area of manufacturing, an obvious obstacle which we have to deal
with is that we don't have anybody in charge of manufacturing in our
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government. We don't have a department of industry or technology. We
have it scattered around.

The Department of Defense makes substantial investments in related
issues. The Department of Energy does. NASA does. The Department of
Commerce, through NIST, does.

But one of the problems we've had, which 1 indicated in my opening
statement, is that we tried to legislate the establishment of a national
manufacturing extension program. The problem is the Department of
Defense says: "This isn't our job. It's not our problem if manufacturing
goes south, or basically goes out of business. That's someone else's job."

We are locked into minimal budgets in other areas that might take an
initiative. Year-after-year, the inertia of the system keeps us from appro-
priating any significant money.

My latest information is that we spend $80 million a year nationally
on manufacturing extension. That's through the Department of Com-
merce budget. We spend $1.1 billion on agricultural extension. Of
course, manufacturing accounts for nearly 20 percent of our gross na-
tional product. Agriculture accounts for 2 percent.

So, do we have to reorganize the Federal Government to get this thing
fixed? Is that something that you folks will be looking at, too?

Every time you reach that conclusion around here, you generally are
going down a blind alley because you can't get it done. Without presiden-
tial leadership, you cannot reorganize the Federal Government. I've con-
cluded that. And we don't seem to have any in that area.

So, any thoughts you have, I'd be interested in hearing.

MR, BergsTen. Mr. Chairman, we agree with you on that. On page 33
of our report, we have the following sentence: "Our present governmen-
tal structure was not designed to help this country compete in a global
economy."

That embraces the point you make and even goes beyond it. And we
go on to suggest that there will have to be changes in our governmental
structure, either changes within the executive branch and/or by having
one of our independent agencies play a much more active role in taking a
look at where particular American industries are likely to go; how that
comports with our vision of a prosperous country; what the foreign com-
petition is doing and how that will affect our competitiveness in the
future.

We did not in this report go into great depth on specific mechanisms.
But, again, unanimously, we agreed with the need to change in the direc-
tion you're talking about.

SEnATOR BinGaMan. My time is expired.

Senator Riegle, please proceed.

SenaToR RiEGLE. Thank you very much, Mr. Chairman.

Let me first make a reference to a work that predates this work. It's in-
teresting. Mr. Regan, you are the only member, as nearly as I can tell,
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that was a part of the President's Commission on Industrial Competitive-
ness back in 1983 and 1985.

MR. Regan. That's right.

SenaToR RiEGLE. You have the unique value in terms of being a bridge
from that earlier effort in the early 1980s. I remember that work very
clearly. Michael Porter was involved and many others.

MR. Recan. That's right.

SenaTor RiEGLE. Several of us here did everything we could to try to
promote the findings and the observations of that group effort.

It sounds very much the same to me just in reading through your
booklet today. We're roughly a decade further down the road, or nearly
so, but the same points are being made.

I think they've been made very well here today, and my hope is that
we're going to be able to marshal the kind of national consensus that will
allow for some changes in our policy decisions.

We're still struggling with this notion that somehow, if we don't organ-
ize ourselves and think together, we'll get a better answer. There's still
this invisible-hand notion that says that if everybody leaves hands-off
that, somehow, magically, the right things will get done. I think all the
evidence is to the contrary.

MR. ReGan. That's right.

SenaTor RicLE. In the kind of new global economy we're in today,
that just doesn't work properly and nations fall behind if they adhere to
that notion, that there has to be thinking and strategic planning and goal-
setting in a variety of areas, as diverse as education on the one hand,
across to manufacturing sciences on the other.

And I've asked somebody to get me one of those reports back from the
early 1980s so that we can make some reference to it in today's context.

Also, I want to acknowledge Bruce Scott, who serves as the Paul
Charrington Professor of Business Administration at the Harvard Busi-
ness School. That has special meaning for me. Paul Charrington was my
mentor at the Harvard Business School years ago. Seeing you here and
carrying the name of the chair endowed in his name is special to me just
on a personal level.

I'm struck, Mr. Araskog, by your frankness in saying that one of a
corporation's central purpose is to create jobs. That gets said so infre-
quently, that it's almost like a brand-new thought. But it's a very valu-
able thought for you to express, and particularly because, if you look
across the American landscape today, almost every large corporation is
shrinking in size and reducing the number of jobs. It's almost like a who's
who in American industry.

I mentioned General Motors earlier. Obviously, very relevant to my
home-state situation, but it's also true of IBM, AT&T, Sears & Roebuck
and United Techologies.
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It's very hard to think of very many large companies that are growing
in size. I know Wal-Mart is growing, but it's a handful in comparison to
the numbers that are going the other way.

It seems to me increasingly that that is true of even medium- and
small-sized businesses. When you look at the bankruptcy—the statistics
from last year—even the job growth that one normally associates with
small business, small business has been having a very tough go for the
last 2 or 3 years. Thank God we're getting some job growth there, as it
is.

But I think it needs to be emphasized and strengthened that there is, as
a part of the corporate responsibility, job creation. And I think Senator
Bingaman makes a good point, and that is job creation hopefully here in
America, where we all live and have to try to survive and thrive as a so-
ciety, we ought to be doing it here.

I want to make a reference to page 2 and 3. You make the comparison
with Japan on the bottom of page 2. You say:

With only half as many people as America, Japan has invested
more capital in its future productivity than we have—in absolute
amounts—for the past 3 years. It has been spending more relative
to the size of its economy,on civilian research and development.
And Japan has overtaken US industry in a number of key sectors.

And then you drop down and you say:

Competitive economies must succeed at the frontiers of manufac-
turing and technology. Manufacturing generates far higher pro-
ductivity gains than services. It accounts for almost 80 percent of
our international trade. Hence, manufacturing is of crucial impor-
tarce to American competitiveness. Yet we have already ceded
leadership to other countries in a number of cutting-edge sectors
and are now experiencing unprecedented challenges in a wide
range of emerging technologies.

Now, I would say that today, generally, in what floats around in eco-
nomic circles and editorial board circles and so forth, people don't put
much stock in manufacturing. Manufacturing seems and sounds and is
treated as passe.

The world of the service economy and high-tech and so forth and so
on is somehow put out there as something that is disconnected from
manufacturing plants—work floors where people actually gather to
make things.

Can any of you help illuminate more clearly why manufacturing, in
your view, according to this conclusion you've stated, is so important?
And how do we put a fresh face on the importance of manufacturing, as
part of our national living standard, if in fact it is as important as you
say?

Mr. Araskog, what are your thoughts?

Mr. Araskoc. Well, I think one of the crucial things about manufac-
turing is that the cash flow for manufacturing is typically very strong.
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It's typically stronger than for service industries, in terms of numbers of
employees.

In our own company, we have both manufacturing and service sectors
and we rely primarily on the manufacturing sectors for cash flow. We
can get reported net income in the service area as well.

I think this is one factor.

I think a second very crucial factor, though, for the country, I've heard
a statistic that one manufacturing job creates 1.6 service jobs. I don't
know if that's exactly accurate or not, but clearly you can't have a strong
service economy, I don't believe, in a country the size of the United
States without a strong manufacturing economy as well.

MR. Recan. Senator, when the Wal-Mart malls move into your state,
into my state, with their job creation, the little downtowns in your
smaller cities are going to turn into ghost towns.

There is no job creation there. People don't buy more pots and pans
because there's a Wal-Mart mall versus a downtown and a small city.
Wal-Mart is called the angel of death. I don't want to see them listed as
somebody that creates a well-run corporation, but not job creation.

So, Mr. Araskog, of course, is absolutely correct. It's the export in-
dustries that create the jobs.

How do we get them? Well, you heard Mr. Shanker give you a statis-
tic about comparison of education here and in Germany. If you were go-
ing to locate a plant and you needed skilled workers, or you wanted to
expand a plant—I don't care whether it's a U.S. plant or a foreign plant
—where would you look to, given the statistic that Al quoted? And then
look at the chart there.

How come it takes us five hours to get from New York City to Boston
on a train? And you actually stop in New Haven because the tracks
change size. Imagine that in Germany or Japan.

Where are you going to locate if that's the kind of public infrastructure
that's there, which, of course, is pulling down your productivity per
worker if you have to send people back and forth between those two
cities.

So, fundamental for job creation is human capital and physical capi-
tal. Al Shanker addressed one. The chart addresses the other. And at that
point, job creation can become more of a reality, as it was in the 1970s,
and that's the defining difference I think between today and maybe the
defining difference between these two reports.

Look at the title, "Global Competition-the New Reality." That's the
PCIC—the report of the group that I was privileged to serve on. The two
differences are very clear, and I think the defining difference between
these two reports is that this was presidential only, this is Congress and
the President. That's the difference.

Not that we haven't had strong support from the Administration.
They've been very involved in this. And we took the report right to the
White House yesterday.
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When John Young—and this is a presidential report—finished this
work, the chairman of Hewlett-Packard and the chairman of this was
relegated to a small room in the Department of Commerce. That was it.

SENATOR RiEGLE. | remember that.

MR. REGan. That was it. The difference here, I think, from the two re-
ports is very strong support from people like yourself, the Chairman and
other people that are here.

We were relegated off to the side because there was never a hearing on
this of this nature, and that's the defining difference, your support.

SEnATOR RIEGLE. Let me just finish the thought and yield. My time is

up.

In essence, this report, seven years ago, says the same thing that's in
this report today. Now, they're updated and they take account of data in
the meantime. But, in effect, you sounded the alarm and the alarm was
sounded by a broad coalition of business and labor leaders seven years
ago in America. Basically, we haven't moved with respect to any kind of
an overarching, comprehensive strategy since that time.

I want to support what you've said. I don't think, and I want to say to
Mr. Bergsten, who I respect very much, I think the idea of finessing this
issue another several months—this is a bipartisan group—whatever the
facts are, they ought to be put on the table. We're at least seven years
late now. And to wait another 7 months or 8 months because of the deli-
cacies of the political year is just an outrageous notion.

That's what's killing the country, the fact that we can't be honest with
ourselves and put the cards out on the table face up.

We're 7 years late and we ought not to add and compound that felony
by delaying this any longer.

Thank you, Mr. Chairman.

SenaTOR Bingaman. Before introducing Congressman Fish, I'd like to
introduce into the record Senator Sanford's cpening statement.

[The written opening statement of Senator Sanford follows:]
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WRITTEN OPENING STATEMENT OF SENATOR SANFORD

Thank you Mr. Chairman, and I too would like to thank our very distinguished
panel of witnesses for being here and for their excellent work on the Competitiveness
Policy Council. It is a special pleasure for me to welcome my good friend Rand
Araskog to this hearing room.

I want to commend the Coupetitiveness Policy Council for taking on what I be-
lieve to be one of the most crucial issues facing our Nation—how do we get out of our
downward spiral of competitiveness. I think we all must be disconcerted by the re-
port's conclusion that America's economic competitiveness is eroding slowly but
steadily.

I am glad to see the Council promote a comprehensive approach to our problems. I
share their general view that our problems have developed over more than a decade of
buildup in debt, financial disarry, and the neglect of our infrastructure and educational
systems. Because these problems have been built over at least a 10-year period, it will
take a long and sustained effort to solve them.

Again, [ appreciate the efforts of our panel and the work that they have done to
produce this report. It is one that the Congress must heed. These are crucial issues and
I hope that we will make every effort to take up their recommendations, work them
into legislative form, and begin the debate soon. The Nation cannot afford to wait
much longer.
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SenaToR BiNgaman. Representative Fish, please proceed.

OPENING STATEMENT OF REPRESENTATIVE FISH

RepreseNTATIVE Fisu. Thank you, Mr. Chairman.

I think this is an extremely exciting time and an awfully worthwhile
effort.

Since I'm new in tracking the work of the Council could, I ask the
question of anybody who would care to answer as to the six priority is-
sues that are mentioned, starting with savings and investment. How were
they chosen and what was the criteria? What was left out?

MR. BerasTeN. If you will look at the list, it listed what we all felt was
the whole agenda for competitiveness, which, of course, in a broad sense,
relates to the economy as a whole. Mainly to be manageable for our own
operations, but also because we thought it was critical to select priori-
ties, we had an extensive debate as to what were the most important ar-
eas. And these were the six we isolated.

Now, those six include some subheadings. Under savings and invest-
ment, we have public infrastructure spending and we've set up a separate
subcouncil on that now. We have that off separately.

Education includes both primary and secondary school education, and
also training of the work force, and retraining in adult life, training in
that sense.

So, it's really more than six issues, but these were the result of our ef-
fort to define what elements of the economy in the society had the most
critical impact on our issue, which was American competitiveness.

We have a running list of additional topics that we've talked about.
We may want to look at it in the second year of our operation, but these
were the ones that we decided at the outset had the most impact on com-
petitiveness, and where we thought policy change might be most likely
and most helpful in improving the country's performance.

RepresentaTIvE Fisu. 1 notice that you have three prominent labor
leaders on the Council. And for that reason, I find the absence of manu-
facturing strange.

Mz Berasten. Well, if you will look at the list of subcouncils that
we're setting up for the next phase of the work program, there is one ex-
plicitly on manufacturing, perhaps a little misplaced, and I would plead
guilty on that.

Under the heading of technology, we have some very strong state-
ments. In fact, the Chairman referred to them in his opening remarks
about the importance of manufacturing and how it has been devalued in
the attention of the United States, in both public policy and corporate ef-
forts in the last 20 to 30 years.

So, on substance, we agree with you on that. We have a subcouncil
that's going to be working on it. It's going to be chaired by one of the
premier corporate executives in this country. It will bring in the labor
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people very actively, and I think when we come back to you, we're going
to have some very substantial recommendations in that area.

RePRESENTATIVE FisH. That brings me to a question that's already come
up, and that is how the Federal Government might be structured to be
more responsive.

Of course, we do have the USTR now, in addition to the groups that
you mentioned on page 33 of the report—the Secretary of the Treasury
and the Fed Chairman.

But this is only—it seems to me—going to create tension between the
classic responsibilities of the Department of Commerce, the responsibili-
ties of the Department of Defense, and now the USTR.

I think that's something that could be studied. Maybe it already is by
some congressional committees that have oversight responsibilities, like
in the House—the Government Operations Committee. But I do think
that there's a lack of sharp focus and accountability in the areas that
you're talking about where trade is only one of six elements and you're
pulling all of this together. I think it would be very helpful to have a look
at how the Federal Government can have the same focus that you're
recommending.

Thank you, Mr. Chairman.

Senator Bingaman. Thank you.

Senator Sasser, please proceed.

SenaTOR Sasser. Thank you, Mr. Chairman.

First, Mr. Chairman, I want to compliment you for the very splendid
work that you've been doing in this area for a number of years, some-
times almost single-handedly here in the Senate. And I want to pledge to
you that I intend to redouble my efforts to see that more attention is fo-
cused on the problem of competitiveness and that we do a better job of
funding some of these initiatives of yours than we've done in times past
on the Appropriations Committee.

I think that today we are faced really with an historic opportunity if
we will just take it.

The end of the Cold War—it appears to me—should mean that re-
sources can be redirected to better meet the needs of the country and to
the safer world that we live in.

It appears to me that we ought to be redirecting the so-called peace
dividend to try to meet some of the long neglected needs of the country.

That's easier said than done because we now find that the peace divi-
dend is not nearly as large as we had anticipated, and we find that there's
great political resistance, really, to trying to reduce defense spending be-
cause of parochial interest in local defense operations. And it's going to
take a little longer to try to realize a peace dividend, I think, than some of
us anticipated.

I think that's most unfortunate.

But, gentlemen, I note that in your very excellent report that you call
for the budget deficit to become a budget surplus.
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Now, as chairman of the Senate Budget Committee, I'll just have to
tell you that that's a lot easier to say than to do. And I expect you all re-
alize that.

But with the economy in recession, and with a continuing long-term
problem of competitiveness, it's apparent that the economy, I think, now
needs investment more than anything else, both public and private
investment.

Now, some have advocated, including myself and the distinguished
chairman of the Joint Economic Committee, Senator Sarbanes, that per-
haps we should channel some of our resources right now into investment,
both in terms of physical investments, such as the Nation's infrastruc-
ture, and in human terms, Mr. Shanker—investments in education.

The question I want to pose to this panel is, do you agree that public
investment makes sense in both the short- and the long-term, in view of
the fact that we have a significant budget deficit?

Should we, in the short-term, perhaps consider enlarging that deficit to
a moderate amount to make investments in the infrastructure or not?

What do you say?

MR. BerastEN. We took several strong views on that, Mr. Chairman.
And I might say that, as you know, we sent officially a copy of our re-
port to you as chairman of the Budget Committee and we're hoping to
consult actively with you as we continue our work.

We took the view, as Ned Regan said earlier, that the best short-term
economic policy for America is to start dealing with the long-term prob-
lems, these underlying difficulties we've talked about.

Then we went on and asked how we could do that in ways that would
also contribute to the immediate need for recovery. There we concluded
that the best avenue was the one that you just isolated—public infra-
structure spending.

As long as we can identify areas where the long-term infrastructure
needs will be met, accelerating spending in that area seems to us, per-
haps, the most promising way to blend the long-term needs with the
short-term requirements of recovery.

We would agree, too, that increasing the financing available to keep
education and training programs going would fit into that nexus as well.

We did go on to say that this was not leading us to shirk our view that
the objective of budget policy ought to be to create a surplus over time.
We didn't say when, given the uncertainties about recovery and how long
it will take to get the economy back into shape. But we did say that if
one increases the budget deficit now, perhaps for short-run recovery rea-
sons, it simply adds to the task that you, in particular, and all of us will
subsequently face of trying to move the budget into surplus.

As we set up our subcouncil on capital formation, I mentioned before
you came in, Senator, that the chairman of that subcouncil is going to be
Peter Peterson, who has taken a leadership role in suggesting the need
for budget reform and improvement, and we will try to come up with
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specific ideas that are politically possible for doing that in our next
report.

Mr. Recan. I might add, Senator, without a capital budget, the Fed-
eral Government is unable to account properly for capital investment.

It's one thing to increase spending where it's automatically consumed.
It's another thing to increase spending that is going to generate future in-
come, and obviously, that's what capital investments are geared to do.

Some day, somehow, maybe through your committee or elsewhere,
this notion of properly accounting for federal expenditures as they con-
tribute to an increase in deficit or a decrease in the deficit will be done.
You'll be able to look at capital programs, I'm sure as you know, a lot
better.

Second, on infrastructure investments, I'm in favor because I think
they have a different impact, even if they don't account for it the right
way. The kind of infrastructure investment we have in this country some-
times doesn't lead you to want to make more. I call it the cut-the-ribbon-
and-run philosophy.

Mayors and governors like to stand out there and snip the ribbon of
the new bridge or the new plant and then take off, and you won't find
maintenance being done over the next five or 10 or 20 years. They run.
They'll cut the ribbon. They'll be there with you. But there won't be any
maintenance.

And I would not want to encourage any new infrastructure investment
unless, at the same time, you had bond covenants that required the re-
cipient of those capital improvements to maintain them. And therein,
you'd have a very sharp difference in the discipline of how those struc-
tures are picked, and, of course, the fact that they'll be maintained re-
stores some public confidence a little bit, too. :

Finally, where do we put our new infrastructure? Well, if we just put
it out in green fields and build more sewer and water lines and highways
to further depopulate our central cities, that's not a very wise investment.
And yet, the Federal Government has been unwilling to put restriction-
s—and certain-ly state governments are cowardly about it—that would
require investment in the infrastructure to be done in the present urban-
ized areas where it's really needed, and not just go out and create
suburbs-on-top-of-suburbs-on-top-of-suburbs.

So, yes, it's needed, with a couple of qualifications that I've just
suggested.

MR. BergsTeN. Mr. Chairman, if I could, I'd like to introduce one
more member of the Council, Edward Vetter, who has just arrived from
Dallas. He is the President of Edward Vetter Associates and a former
high executive of Texas Instruments. He is very much involved at MIT
with its high-tech program. He's been a valuable member of the commis-
sion and I'm delighted to welcome him here.

SenaTorR Bingaman. We're glad to have you.
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SENATOR Sasser. Well, Mr. Regan, Senator Graham of Florida, a for-
mer governor, has called our attention in times past to the necessity for
maintenance and has even made the point—I think very ably—that if you
want to create jobs on infrastructure, you create more jobs faster if you
get into the maintenance and restoration than if you begin by building to-
tally new infrastructure.

Mr. Chairman, my time is expired, but if I could just take 1 more min-
ute here.

Could we see that second chart? Would the staff take the first chart
off so that we can see the second chart, which indicates the composition
of U.S. debt as a percent of gross national product.

Looking at government debt on your chart, we find that government
debt at the end of the Second World War, of course, represented about
one and a quarter percent of all of the gross national product, and it was
coming down steadily, slowly, but fairly steadily, until we got to 1980,
1981, and we've seen a tick up there.

But, still, we find that even though it's in excess of 50 percent of GNP,
it's not as high as it was, for example, in the year 1955.

Now, if we returned to a full-employment economy, which most
economists now, I think, say it is. What, Mr. Bergsten, 6 percent
unemployment?

SenaTOR SarBANES. Five percent.

SENATOR Sasser. Five percent, Senator Sarbanes says. But if we re-
turned to a full-employment economy and we lose the hemorrhage of
revenues caused by the recession, we would then be looking at a struc-
tural deficit of somewhere in the neighborhood of $180 billion.

Now, if we could reduce the defense aspect of the budget, now
rounded off at somewhere around $290 billion in 1992 dollars, if we
could reduce that spending by $100 billion and apply that to the deficit,
then you would have a structural deficit, if everything stays frozen in
place, of $80 billion in a budget of $1.5 trillion.

That's not that significant a budget deficit and one that we could
handle.

I'm saying all of this to come around to the view that this Council, 1
gather, would not disagree with the notion that it might be wise to make
investments in the short-term, even though they might increase the deficit
in the short-term if, in the long-haul, you see that these investments are
going to produce economic growth and make the country more
competitive.

Mr. Araskog may want to say something to that.

Mz, Araskoc. I think I talked to this subject a little bit, Senator, be-
fore you came.

Certainly, I think investment tax credits, and I mentioned the dividend
policy of the United States where we double-tax dividends. The Secre-
tary of Treasury has testified before you, I think, many times, that there
is a problem here, but because of revenue reasons, it can't be fixed now.
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From a personal point of view, I would really disagree with that. I
think an announcment on dividend policy that allowed U.S. corporations
to pay out dividends from before tax money, or an even broader policy
that exempted dividends from taxation at the individual level, too, would
be exceedingly beneficial for the economy in the long run. It would cost
something in the first year or two, but I think it's the kind of fix we need
to get savings in the country, and to get equity back into the vogue where
it ought to be, and get that debt down.

If you look at the corporate debt on that chart——

SENATOR Sasser. Right. ,

MR. AraskoG.——we ran that up more than the government did.
SEnaTOR BiNGaman. Senator D'Amato, please proceed.

OPENING STATEMENT OF SENATOR D'AMATO

Senator D'Amato. Thank you very much, Mr. Chairman. Let me
commend you for calling these hearings. And I'd like to take particular
note of our comptroller, Ned Regan, and the outstanding work that he
has done in this area over the years. He's certainly a source of great
strength to us at home. And, of course, Rand Araskog and everyone; Al
Shanker, a former New Yorker, who's now leading our efforts in
education.

Mr. Chairman, I found most interesting something that Mr. Araskog
Just touched on briefly. I'm wondering if you might spend a few moments
elaborating because it seems to me if we're going to compete, you have
to have a level playing field.

I support the concept of free trade—economic competition—but there
is an element that is missing called fairmess. And when we fail, this coun-
try fails to see to it that there is fairness, or that the laws that are on the
books are adhered to equally and applied with equal vigor. If you're a tax
cheat and you're a U.S. corporation or a U.S. citizen, in a traditional
sense, you run the risk of all kinds of penalties coming down upon
you—civil, criminal and so on.

Mr. Araskog talked to the fact that there is a great deal of unfaimess
in competing. I don't know how U.S. corporations can compete success-
fully against someone who is not paying their taxes and literally escaping
the payment of billions of dollars' worth of taxes.

Mr. Araskog, you talked about foreign subsidiaries here, and there are
American subsidiaries not paying their fair share. Would you care to
claborate? Maybe I've overgeneralized it. I'll give you some statistics,
though. But what do you pay—ITT, for example—what is your basic
tax as a percentage against all the revenues you raise? What percentage?

MR. Araskoc. Well, let me be very specific on a point here.

We just, as you probably read, made a sale of a major property in
Europe. We will pay 32 percent tax on that sale. As a result, when we
reinvest the money, we have to find a very good investment for that
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money if we're going to have the same total return that we got from it be-
fore we paid that tax bill, which we will pay.

In general, if a corporation is profitable, it is paying in the 30 to 32
percent tax area. If it's unprofitable or if it's overleveraged, if it has a lot
of debt on it, it may be paying nothing. In fact, that whole corporate sec-
tor there and most of that household sector is all deductible. The 1986
bill, with respect to housing, allowed people to run up the loans on their
houses all over the country and reduce their value, and the corporate tax
structure which has said, you can deduct all those taxes against your in-
come, which you can't do with dividends. And I think it's a real problem.

SEnaTorR D'AMato. Well, Mr. Chairman, let me simply say that it is a
great problem if you have American corporations who are paying their
taxes and they have competitors here who are not. Let me give you an
example.

Based upon basic sales that American corporations are paying, with
the exception of some industries like the food and the retail industry,
where their margins are very, very small—traditionally, they've been
anywhere from a half percent to 1 percent—they're paying anywhere
from 4 to 5 percent of their gross sales.

~If you take a look at the foreign corporations and their subsidiaries
here in the United States, they pay less than two-tenths of 1 percent.

Now, estimates have been made that we're losing, conservatively, $20
billion a year in taxes. So, not only is the Treasury losing these revenues,
but in addition, how does the American competitor, who is paying his
full tax load, who isn't using various devices which are back-loading
charges, and the profits are being made by the parent corporation back in
the foreign country—and by the way, this is not just the Japanese who
are involved in this, our German friends and competitors are equally part
and parcel in this. How do you compete? You're paying 30 percent. He's
paying a fraction of that. Those dollars then can be utilized and are being
utilized to continue to expand and improve the efficiency of his business.

I just think that our own laws that are on the books must be enforced
with much more vigor.

I spoke to Fred Goldberg about this before he moved on, when he was
the IRS commissioner. We put more money in the Treasury postal
budget so that they could hire outside experts, because he said that some
of these foreign corporations had the best of the best, and they just
couldn't compete with them. And so we provided more money so that
they could go after them.

But I'm just going to suggest that we're part of the problem by not see-
ing to it that there is that fairness and vigilence in the law being enforced.

SEnaTOR RiEGLE. Senator D'Amato, would you yield just for a minute
at that point?

SenaTor D'Amato. Certainly.

SenaTor RiEGLE. You offered an amendment on the floor sometime
ago on the tariff classification.
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SenaTor D'AmaTo. Right. That was going to be my second point.

SenaTor RiEGLE. For multipurpose vehicles. I want to tell you that we
inserted that yesterday in the tax bill reported out of the Finance
Committee.

Senator D'Amato. How many votes did it get?

SenaTor RIEGLE. Well, we got enough to report it out.

Senator D'AmaTo. Good.

SenaTorR RiEGLE. So it's in the bill. It's estimated to create 11,000
American jobs and to also bring into the Treasury $220 million of tariff
revenue that the law requires, and has been evaded through these devices
of zigzags and the application of the law and what I would call trade
cheating.

But I just wanted to tell you that that particular issue was dealt with
yesterday, and it is in the bill that was reported out of the Finance
Committee.

Senator D'Anmato. That will make it harder for me to vote against the
bill.

SenaToR RIEGLE. Well, we're trying to make it as appetizing for you as
possible.

SenaTor D'AmaTo. I want to thank my colleague, Senator Riegle, for
bringing that up because a classic example of how our government ...
and again, I don't blame the Japanese. They want to get more products in
here. They're going to do anything they can. They hire the best lobbyists.
The next thing you know a truck that they built becomes a car for tariff
purposes. So that instead of having to pay the 25 percent tariff, this
truck now miraculously becomes a car. They escape the payment of that
tariff and save $200 million plus dollars, and it gets into this country.

And, by the way, when it is now a car to escape the payment, for clas-
sification as it relates to meeting safety standards, emissions standards
and miles per gallon, it miraculously becomes a truck again.

It's that kind of thing that I think is pretty hard for legitimate, hard-
working business concerns, no matter how competitive they are, to com-
pete against. You just can't do it.

And then we show great strength and determination on the floor of the
Senate when we get an opportunity to do something because the Admini-
stration brought this about. I guess Nicholas Brady has a difficult time
distinguishing what's a truck and what's a car because he made that
determination.

But we in the Senate don't have the courage to change it because we
fall back on the fiction, well, that's a revenue bill and revenue bills have
to eminate from the House. And so we won't even go on record as
saying, hey, if it's a truck for one, it's a truck for the other. If it's a car
for one and so on.

But I'm glad that Senator Riegle was able to bring this change about
in committee. ,
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One other matter—education. How are we going to provide a work
force that can compete, Al, when we have so many youngsters today
with a growing dependence on drugs and alcohol? And don't underesti-
mate that alcohol problem and what it does in the work force. That drug
and alcoholic problem has to just rob tens and tens and tens of billions of
dollars in terms of productivity, and not even mentioning the incredible
heartache it causes to families and concerns.

Isn't that an incredible problem, whether it's Mr. Araskog, who deals
with it on a day-to-day basis in his own sector, or the whole community?

How do we deal with that more effectively in our educational plants?

Mr. SuaNkeR. Well, it certainly is a problem. But I think that from the
point of view of the subgroup that will be working on this, I guess since
1983, there probably have been over 100 national reports on education.

I think our job is to try to see if there are two or three points of lev-
erage that can bring about some substantial change. I don't know that
that's one of them, but there's no question that the schools are now taking
in large numbers of children who have been so physically and mentally
damaged that there's a question as to whether the schools can do any-
thing about it at all.

SEnaTorR D'AMato. Mr. Chairman, my time is up and I thank the pan-
elists and I thank you, Mr. Chairman.

Senator Bingaman. Senator Graham, please proceed.

OPENING STATEMENT OF SENATOR GRAHAM

SenaTorR GraHAM. Thank you, Mr. Chairman. I too would like to com-
mend you for your consistent and sustained leadership in the area of
competitiveness and particularly your sponsoring the legislation that has
brought this panel and this report to our attention, because I think it is an
excellent framing of the debate that this Nation needs to have.

I'd like to make a brief comment and then ask a question.

I think one of the elements that needs to be strongly injected into this
debate is a sense of urgency, that every month that goes by failing to at-
tend to these problems inflicts a serious cost.

I met last week with a leading American health economist and she
commented that in the early 1980s that most of our industrial competi-
tors adopted a policy. And the policy was to try to restrain the growth in
health-care cost to the growth in their gross domestic product. And that
if you look at the charts, most of the nations who adopted that policy
were relatively successful in accomplishing it. And, therefore, their line
of GDP and their line of health-care ¢osts are more or less parallel.

Ours have been going in that kind of a direction.

What is the consequence to the United States if, in 1992, we were to
decide that we're going to adopt a policy of attempting to hold health-
care costs, which I note is one of the key items in your list, at their
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current percentage of GDP, as opposed to letting the cost go where most
economists think they will go 10 years from now unrestrained?

The answer is that it has a price tag to our economy in the year 2002
of approximately $1 trillion. That's the difference between restraining
health-care costs to a current percentage of GNP, which is about 12.4
percent, and letting it go to the projected 2002 rate, which is approxi-
mately 21 percent of our GDP.

Every week that goes by without attending to that issue has an enor-
mous future cost to our society and its competitiveness.

I say this in the context of the earlier discussion. I hope that you will
forcefully bring this report and your future recommendations to the at-
tention of the American people in time for them to take this into account
in the 1992 elections, which I think in many ways is going to be a refer-
endum on the 21st century and what kind of a nation we want to be as
we go into the 21st century.

That's my editorial. Now, my question.

One issue that interests and concerns me as both a challenge and an
opportunity is how we transition from a heavily military economy to a
less heavy military economy. It's interesting that the former Soviet Union
has seen their 400 to 500 military plants as being a key factor in that na-
tion's ability to move into a modern marketplace economy.

The one place that the Soviet Union was relatively world class was in
its military production, and frankly, it is an area in which the United
States has been world class.

What do you think we should be doing in terms of this transition,
which is an opportunity that is going to be available to us for the next
two to five years, and then largely a moot point, if we passively sit by,
including what should we be doing. Should we try to keep our military
industrial plants that have been producing simulators for military appli-
cations together to produce those or analogous products for the civilian
sector, or should we just let them disperse?

What should we be doing about the large number of talented people
that are going to be coming out of military industries? How could that
pool of human talent be most effectively directed?

Mr. BerestEn. Senator, on your editorial, let me just say, we
wholeheartedly agree. We identified the health-care cost issue for exactly
the reasons you indicated. We have a Figure 22 on page 24 that shows
those comparisons, dramatic as they are.

In fact, we were even more ambitious than you. We said the country
ought to have a goal of rolling back the share of the GDP devoted to
health-care costs to something like the OECD average. That would be an
enormous change. Even your leveling off would be a very substantial im-
provement for the reasons you said. On the urgency point—and this also
goes back to what Senator Riegle said a moment ago about our finessing
some of the issues—we could only do so much so fast. But we felt every
bit the urgency that you and he feel, and we're trying our best to help
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through our initial effort to inject all these issues into the campaign this
year and to try and get a political base so that when the next Administra-
tion and Congress are in place, the issues will be action in all these ar-
eas. That is our intention. We're going to do everything we can to
promote that.

On your question about the end of the Cold War and the conversion
prospects, on page 30, we have a statement that very much echoes what
you said. The end of the Cold War frees an enormous amount of high
quality resources: human resources, physical resources, management re-
sources and capital. In the two subcouncils we have set up, on manufac-
turing and critical technologies, we intend to look very frontally at
exactly the issues you raised. In fact, in the marching orders to those
subcouncils back on page 36, we say explicitly, those subcouncils will
look precisely at those issues, try to discern—as we put it under manu-
facturing, "the opportunities and challenges of defense conversion."

We talk in this report about new governmental mechanisms to pro-
mote the role of the government in supporting civilian technology devel-
opment. We talk about Senator Bingaman's manufacturing extension
services. We talk about converting an important share of what the na-
tional labs do from defense work to commercially viable and important
work.

So, we've signalled all those areas. We're going to be working on them
intensely in our next round.

SenaTor GraHaM. Thank you.

SeEnaTOR Bingaman. Thank you very much.

Senator Specter, please proceed.

OPENING STATEMENT OF SENATOR SPECTER

SenaToR SpEcTER. Thank you very much, Mr. Chairman.

In assessing our competitive position for the future, there has been ap-
propriate emphasis on savings and avoidance of excessive consumption.

T would like to get your views on a proposal which Senator Domenici

and I are offering and intend to put on the pending tax bill next week as a
means of stimulating consumer purchasing power in the short run, but it
_ turns on using savings and consumption. :
" In trying to find some way to stimulate consumer purchasing power
and to give a boost to consumer confidence, Senator Domenici and I
were looking at the availability of $800 billion in IRA accumulations and
401(k)s.

Afier the IRAs were discontinued for upper-income taxpayers, a pro-
posal has come forward by Senator Bentsen and others, sponsored by
70-some senators to bring the IRAs back, but to use them for some pur-
chases like first-time homebuyers, medical expenses and tuition.

Senator Domenici and I decided that we would use that as a format to
use some of the funds available in existing IRAs and their first cousins,
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the 401(k)s. We added to those three items new-car purchases. The pro-

posal is structured to enable middle-income Americans—defined as tax-

payers earning $75,000 individually or $100,000 jointly—to have access

to $10,000 to spend within six months on those items, with no penalty

for those under 59 and no taxes paid in 1992, and in the five succeeding

¥ears, to replenish the IRA with $2,000 a year, or to pay taxes on the
2,000.

The thought is that with the knowledge that the expenditures were be-
ing undertaken by others, people are reluctant to spend their own money
because they're worried about whether they'll have a job next year.

We have received an estimate from Chairman Greenspan that this
would likely produce some $40 billion in expenditures as a stimulus to
the economy.

I'd be interested in your views on the subject. Mr. Bergsten, would you
start?

MR. BerasTeNn. Senator, we did not in our commission look at specific
proposals of this type. We obviously want to do so carefully before we
pass any group judgment on it.

I would say that our basic thrust is to focus on the need for greater
saving over time. To the extent you divert money that's been intended for
long-term saving into short-term consumption, you could be undermining
that objective, to some extent.

Now, at the same time, we're fully cognizant of the need to promote
growth in the short run. But we did underline the principle—and I men-
tioned it before I think you came in—that we really came to a pretty
strong conviction that the best short-term recovery program would begin
to deal with the long-term issues, including the savings rate and the need
to bring the budget deficit down.

And so I think we would be guided by those principles in looking at
specific tax or other proposals that come into the current debate.

SenaTor SpECTER. Well, Mr. Bergsten, are you essentially saying that
nothing should be done in the short-run? When you talk about increasing
savings, I quite agree with you that that's a long-term proposition. When
you talk about reducing the deficit, we struggle mightily with that and
have done a very poor job in terms of reducing the deficit.

But what we are searching for is something in the short-term, and
also, not in the electoral sense, but the political reality of trying to give
the American people some confidence that something is being done.

No one has said to the American people, yes, we ought to do nothing,
or maybe some people have thought it, but very few people have said it.
That hasn't been articulated as a proposition with any scope or any
breadth.

A few people are saying quietly that they hope nothing happens.

But in searching for something to be done in the short-run, why not
take a try? How much is it going to disturb American savings when we
have $800 billion in IRAs and 401(k)s, and I'm told $3 trillion in
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—Tretirement savings, generally—if we were to take $40 billion
| spend it now?
10t sure what it would do, but it would certainly be good news in
if people had $10,000 to buy a new car or to spend the money,
some people had an idea that something is being done. Senator
he advocate of the President's tax package, was quoted in the
d press to say that there was not a whole lot here as to what's go-
appen.
° searching for something to grab a hold of.
Shanker, why not take a flyer with this sort of a proposal?
SHANKER. Well, as Fred said, we did come to agree on some gen-
ciples and we, as a group, have not discussed either this specific
| or any other one. So, I'd want to look at it further.
3ERGSTEN. Could I come back, though, Senator?
id not say do nothing in the shortrun. To the contrary, we said,
| Regan, I think, articulated this very eloquently early in the dis-
this momning, that to start rebuilding confidence in the economy
rivate investment and consumption going again, the most valu-
1g to do may be an attack on these underlying, long-term struc-
blems that people feel are not being addressed.
having said that, we go on and ask your question, which of the
measures could also help in the short run?
n commenting earlier, I said that the group took a very strong
the area of public infrastructure investment, whose lag—as our
low—has been severe and which has clearly reduced the coun-
ductivity and growth, an acceleration of investment in that area
th help in the short run, create jobs, boost the economy and get
owing more rapidly, while also addressing the longer-run

cussed this quite explicitly and extensively in our commission.
f the proposed short-term measures would be consistent with
s we have on improving the long-run situation? That one clearly
he head of the list.
her point which is terribly important. We share exactly, I think,
that you're stressing of trying to restore consumption and get
in the economy up. But we come to the inexorable fact that to
ou have to have a growing economy and productivity expan-
t requires investment. That requires savings.
ng the share of consumption in the short-run increases the level
ption, wealth, income and economic growth in the longrun.
gh to do it at any point in time. It should have been done 2, 4,
ago when the economy was stronger. It's much tougher to do it
1€ reason you said, no doubt. But we have the fecling that if the
ontinues to defer decisions that are needed in a fundamental
the basics may just keep getting worse.
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And that's why, with all due respect, I guess we would take a some-
what different view.

SenaTor SpEcTER. Well, my time is up. What I would like to do is to
submit some of the details to you on papers which have gone forward in
:)hther channels and invite your comments, if you would care to make

em.

I don't disagree with what you say about investing in the infrastruc-
ture, but I don't think that that necessarily precludes this sort of an ap-
proach at this moment.

Thank you very much, Mr. Chairman.

SenaToR Bingaman. Thank you. Senator Sanford, please proceed.

SeENATOR SanForp. Mr. Chairman, thank you and let me thank the
members of the Council for not only being here, but for this work. I think
it's going to make a very constructive addition to what we're able to ac-
complish in the country.

Mr. Regan, I have been fussing about the budget and how sloppy it is
ever since I arrived here. You mentioned the capital budget, which, of
course, in the states we could handle very well because we had it defined
and structured so that any debt had to be paid back that was put in the
capital budget.

How would you handle a capital budget, and particularly in the con-
text right now? We do need some infrastructure investment, and it in-
cludes a whole lot more than sewer and water in suburbs. It includes, of
course, libraries and reconstruction of buildings downtown. It includes,
as Mr. Packard pointed out, somewhere between $10 and $15 billion of
federal contributions to state and institutional matching funds for the fa-
cilities and equipment for science and research in academia that has been
neglected so long.

If we wanted to get on with that, how would we get it into a capital
budget because, obviously, it seems to me, it's an investment.

MR. Recan. I think, Senator, that it's too late in the process and too
short a timeframe to try to create a capital budget for the United States
Government. There are plenty of studies that have been done on it.
They're around and I'm sure the chairman of the Budget Committee has
looked at it.

SenaTor SanForD. We've looked at all of those. I was simply raising
the question: Would it be possible to have, for accounting purposes, or to
assure that we're not running up the debt, a quasi-capital budget for
emergency infrastructure investment?

MR. Regan. I think that you could make an approach somewhat along
these lines. Take the projects that are now on the shelf of the 50 gover-
nors' offices, you would make them be disciplined a little more in terms
of maintenance—as I suggested earlier—to require maintenance if
they're going to build them, and to require where they're going to be
located.
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You can't second-guess every one because the governors ought to be
able to make up their own minds. But you would take them. They're
there. Studies have been done. They're on every governor's shelf. The en-
vironmental impact statements are completed.

SenaTor SanForp. That's right.

Mr. Recan. And you would then have them, here is one approach.
Then the Treasury could buy the bonds, which the local or state govern-
ments would issue at a certain percentage. The rest would, of course, be
bought in the public markets and on a lowered or on an interest-free ba-
sis. And then you account for that over the life of that foregone interest
over the life of the bonds, not like we do today in the Federal Govern-
ment—if you build a battleship, you write the check. But you would ac-
count for it over the life of the bonds.

Now, at that point, you're starting to approach the concept of capital
budgeting—paying for something over the life of the project. And you
would get both, as our chairman has mentioned, the long-term advantage
of rebuilding our infrastructure, and at the same time, you would get a
quick shot into the construction area, because these are projects that ex-
ist. Every mayor and every governor has got them. You would get an im-
mediate shot in terms of employment, and at the same time, you could
define an accounting mechanism—and I think a legitimate one—that
would not impact the deficit the way you presently do it.

Now, that's a plan. By the way, that's been put forward by a group
that I'm associated with, as is Senator Moynihan. We sat and did it, and
also Jim Tobin from Yale, and others.

SENATOR SanFoRD. I've drawn some legislation to do that.

MRr. Regan. We have a detailed report.

SenaTOR Sanrorp. I'd like to talk to you more about it when we have
more time.

Mgr. Regan. Fine.

SENATOR SanForb. I thank you. I think it's one way that we can boost
the economy and not add to the debt.

MR. Recan. We think it can be done.

SENATOR Sanrorp. Yes. Thank you very much. Unfortunately, these
hearings don't give us much time to ask questions, but I think it has a lot
of promise, and I'll be back with you, if I may.

I'd like to especially welcome Mr. Araskog, a long-time friend of
mine. I appreciate so much the chance to see him. I'd like to ask you a
question about our preoccupation with all the short-term goals that we
have in the corporate world. There's been a good deal of comment about
it in this report, that we focus so much on quarterly results and reports,
and that we don't get around to the more patient, long-run research and
management production goals.

How do we get more patient capital? How do we encourage invest-
ments that reward long-term strategies?
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MR. Araskoc. Well, Senator, I started this on the basis that I really
thought we had to change our dividend taxation policy—our investment
tax credits—and that we especially have to address the business of job
creation.

One thing we don't have in this report—and you as a lawyer will ap-
preciate it—we did not list a litigious society as one of the areas we
wanted to address.

We did that on purpose because that is the focus of Vice President
Quayle's organization, which is also looking at competitiveness. But be-
lieve me, that is a significant problem for U.S. industry because of the
cost we have to build into every product and because of tort and product
liability.

SENATOR SANFORD. Yes.

MR. Araskoc. And we know that all of you down here are addressing
that issue and, hopefully, in the course of the next year or so, we'll get a
major correction there that will help our long-term strategy and our long-
term position.

Finally, as you well know, companies are different. Some companies
have had and do have today the opportunity to plan for the longterm, and
they do it.

I made a comment early in the meeting that I thought we had to get
more of the management of our public corporations out of Wall Street
and back where it belongs, in their company headquarters. I think a lot of
companies have been able to accomplish that and those that have been
able to address the long-term. But I think, as Dr. Bergsten has pointed
out, that's the exception, not the rule.

MR. BerasTeN. Senator, could I just add two things.

As Ned Regan said earlier, one of the things his subcouncil on corpo-
rate governance and financial markets is going to be addressing is
whether the current structure of our financial markets push corporate
management in the direction of short-termism. And there's a lot of evi-
dence to that. They're going to try to come to grips with it and make
proposals.

But there's a second dimension that's often ignored. And we put a box
on page 12 of our report to flag it. The fact that the U.S. economy has
performed worse than our major competitors over the last decade or so
and is much more volatile than our major competitors does make it hard
for corporate management to think longterm. Our growth rate has been
much more variable. Our inflation rate has been much more variable.
Our interest rates have been much more variable. Our exchange rate has
gotten way out of whack.

When you compare the volatility of these fundamental results of the
economy to Germany or Japan—as the study we referenced did—you
find an environment that does make it much harder for American man-
agement to think and act longterm.
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That's not to absolve them, and we're saying, sure, there are some
things that need to be done there, too. But the environment is not a very
hospitable one, and it comes back to this need for a holistic kind of com-
prehensive strategic approach where all elements, ranging from the
macro down to the firm-specific management, are looked at
comprehensively.

SEnATOR SaNFORD. Well, we're going to look forward to continuing ad-
vice from you. My time is up. I'm sorry. I have got to go, Mr. Chairman,
to a meeting of the North Carolina delegation to promote investment in
scientific facilities.

Thank you for being here.

SENATOR BINGAMAN. Senator Sarbanes, please proceed.

OPENING STATEMENT OF SENATOR SARBANES

SENATOR SarBANES. Thank you very much, Mr. Chairman.

First of all, I want to join my colleagues in commending you for hold-
ing this hearing, and the Competitiveness Policy Council for the report
that we are hearing today. It is the direct result of the provision that you
put in the Omnibus Trade and Competitiveness Act.

All of this is the fruit of this idea that you had.

The first question I want to put to Mr. Bergsten is, what happened to
market ideology? I do not want to indicate my own particular position,
but I am sure that some are going to be absolutely shocked by these pro-
posals to have a competitiveness strategy through both sector-specific
and generic policies. Then we are going to assess the likely course of key
American industries, act as an ombudsman within the Federal Govern-
ment for specific competitiveness issues, and respond intelligently to pro-
posals for assistance from specific industries.

I thought that we operated with a market dogma and the market deter-
mined everything. Does this Council not agree with that?

MRr. BERGSTEN. Senator, we obviously talked about that long and hard,
and we don't think anyone should be shocked by our proposals. We make
the fundamental point that the United States has always had, will always
have, and does today have a panoply of policies aimed at specific
sectors. ’

SENATOR SARBANES. What about our competitors? What do they have?
They have developed it to a fine art, haven't they?

Mg. BerasTeN. Well, you skipped only one step in my logic. You are
two steps ahead of me, as usual.

The issue to us is whether the United States does it effectively and in-
telligently or reactively and poorly.

And what we find is that in a number of historical cases where the
United State has gone at it in a systematic and thoughtful way in agricul-
ture, commercial aircraft and computers under the defense or space ru-
brics, we've had, and the report uses these words, spectacular successes.
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However, in most cases, we go at it ad hoc, episodically, reactively, and
therefore, not very effectively. Then come our competitors, who tend to
do it more systematically. They don't always get it right, either. The fa-
mous MITI guidance has picked some bad losers and has ignored some
big winners. So, one shouldn't overstate it in Japan or anywhere else.

But the issue to us is not whether you do it, it's whether you do it sen-
sibly. And what we're saying is that the U.S. Government, and we would
include the Congress, but focusing here on the Executive Branch—has
no mechanism to do it thoughtfully. And therefore, we say explicitly,
let's at least have baselines so that we can see where key industries are
going. Compare that with what our vision would be for a prosperous and
competitive economy. Keep an eye on what the foreign competition is
doing.

I wouldn't use pejorative or taboo terms to define any of that. I simply
say that that's a sensible, pragmatic policy. And our Council believes
that that needs to be part of any comprehensive American effort.

SENATOR SARBANES. My perception is that it used to be the American
genius that we were pragmatic and that the Europeans and others were
all tied up in dogma. That seems to have completely reversed itself. They
seem to be very pragmatic, and we seem to be operating off of dogma.

The Chairman held a hearing just last week on what is happening in
the acrospace sector. That is our biggest producer of export earnings by
far. The Europeans, of course, have underwritten Airbus to an incredible
degree, and it really has the potential obviously of jeopardizing the
American aerospace industry—it has already put McDonnell-Douglas in
a difficult position and may do the same thing to Boeing.

Let me ask you this question. We have a lot of workers who make
tanks. We obviously do not need as many tanks any more, thankfully,
and we ought to regard that as a great opportunity.

We do not make any subway cars in this country. We import all of the
subway cars, whether from Italy, Canada, France or Japan. We obvi-
ously need to build mass transit systems. We are in the course of doing
that now. Urban areas that do not have them are trying to get them. Ur-
ban areas that do have them are trying to expand and upgrade.

There are good transportation reasons for doing it, environmental rea-
sons for doing it, and energy reasons for doing it.

So as far as you can see into the future, we are going to need subway
cars for new systems and to replace old systems.

Now, surely we have the capability to produce first-class subway
cars. How do we do that?

Mgr. Berasten. That's a very good question, Senator. Neither I, per-
sonally, nor the commission, I think, probably has an answer.

If you start from the point of producing fewer tanks, we do say repeat-
edly in the report—I mentioned it before briefly—that the military build-
down does provide an enormous opportunity in terms of the coming
availability of human and fiscal resources.
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SENATOR SarBANES. That is on page 30, where you talk about DARPA.
Do we need a civilian equivalent to DARPA that makes the decision that
there is a civilian technology that is in great need. We have the capacity
to do it. The private sector is not going to produce these defense air-
tpﬁanes if the defense department did not give them a contract to produce

em.

MR. BerasTeN. At the head of our section on technology, under Frame-
work for Action and possible new steps—page 30—we do suggest the
possibility—what we call euphemistically—a new mechanism for gov-
emment and industry to work together toward the development of
precompetitive technologies. A lot of things that you're mentioning would
come under that heading There is an idea called a civilian technology
corporation—some would label it a civilian DARPA—which could very
importantly play this kind of role. And indeed, similar defense depart-
ment programs played such a role in the past, as you say.

Our emphasis here is on the need to find improved ways to comercial-
ize inventions and basic technology that is still invented here. This is not
a firm recommendation from the group, but we're now going to look at
developing a firm recommendation—that this is one possible way to go.
There will be other ideas emerging from other groups within literally the
next few weeks—blueprints for a civilian technology corporation that
could play the kind of role you talk about.

I'm not sure it could go to the final level of the product. It may be that
one has to leave that to the market and to private companies to respond
to. But in terms of setting standards, developing rail systems that provide
~ the infrastructure on which then U.S. production could meet the demand
for the specific product, that is the kind of thing where we feel a govern-
ment role is not only appropriate, but has been done in the past and may
even be necessary.

SENATOR SARBANES. It is not clear to me that in those instances in
which the infrastructure is a heavy public investment, like inner-city rail
and mass transit, you ought not carry it one step further and see it as an
opportunity for domestic production of the equipment that rides on those
rails.

It seems to me that you are probably going to need some government
help at least to get started, since the others are already there. They have
made the development. They have incurred the development costs and
everything. They are rolling these things out at the end of a factory line.
We do not even have a factory line that is producing them.

I want to ask you this question. When you talk about increased sav-
ings, you are talking about the savings of the society that embraces both
the public and private sector.

Is that not correct?

MR. Bersten. Right.

SENATOR SarBanEs. I ask that question because there is a great ten-
dency to think of it in terms of private savings only. Therefore, to come
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in with various tax schemes or other schemes to encourage private sav-
ings that, in fact, increase the deficit, and sometimes increase the public
deficit by more than you pick up in private savings, when that happens,
you have simply worsened the savings situation.

Is that not correct?

MR. BerasTen. That's correct. That underlays, of course, my response
to Senator Specter on his specific proposal.

In the report, we come down hard and fast on not only eliminating the
budget deficit, but trying to move it into a surplus for exactly the reason
you say. We do observe that, historically, prior to the 1980s, there was
an inverse relationship all through our history between public and private
savings. The national saving level, or the national debt, which is the flip
side of it, remained in a very constant range really through the whole his-
tory of the republic. When public saving went up, private saving went
down, and vice versa.

In the 1980s, all that changed. Public and private savings both col-
lapsed. And so the national debt went up from the traditional range of
140-150 percent to almost 200 percent. And the national savings rate
collapsed to the lowest level in recorded history.

So, we're exactly with you on that and, indeed, like most economists,
we find it hard to say what measures would really promote private sav-
ing on net for the country. We, therefore, say the first and foremost task
in getting the national savings rate up is to get rid of the public dissaving
through eliminating the budget deficit. Indeed, convert it into a budget
surplus—despite Senator Sasser's caveat on how hard that is to
do—move it into a surplus in order to make a net contribution to na-
tional saving and therefore to the economy as a whole.

That is something we came down hard and fast on, and our responses
to specific proposals like Senator Specter's will, I suspect, always be
driven, in large part, by that.

SENATOR SARBANES. My time is up.

MR. Recan. May I, Senator, just briefly. We do have a market econ-
omy and my guess is that if the private sector saw that the Federal Gov-
emment, and let's also say state governments, had a policy of
infrastructure investment—and you know it's been declining over the
years, not growing—and then had an urban policy that promoted urban
growth and urban living, part and parcel of which would be mass transit
lines, that if that were the feeling in this country, as it is in European
countries, as it is in some other Asian countries, that the private sector
would move right in, and we'd get our subway car plant.

My guess is that people don't want to raise the capital for that and
people don't want to gamble on it because they're just unsure of the com-
mitment because rail lines have to be subsidized—they are the world
over—they're unsure of the commitment of the Federal Government to
urban living and urban life, and they're unsure of the commitment of the
Federal Government to public infrastructure.
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Both have been weak, and there is no reason why anybody is going to
invest in that environment. ’

SENATOR SarBangs. I think that is a very good comment. The only
problem I have with it is that it still does not get us over the threshold, as
I perceive it, because these other countries are far ahead of us on their
commitment to mass transit and to inner-city rail. Therefore, they are far
ahead of us on producing the equipment that goes on those tracks.

It is difficult for me to see how we get from no production to produc-
tion in a competitive way unless, somehow, there is a government policy
that gets us into that line of work, because the others have already done
all of their start-up costs and everything else, and they are ready to come
in with these cars and compete and submit the low bids and so forth.

MR. Recan. Los Angeles.

SENATOR SARBANES. Yes.

SEnaTOR Bingaman. Senator Dodd, please proceed.

OPENING STATEMENT OF SENATOR DODD

SenaTor Dopp. Thank you very much, Mr. Chairman. I'd ask unani-
mous consent that my opening comments be included in the record, and
join with our colleagues in commending you for your work.

Let me, at the outset, say to Ned and the others that I accepted and
then had to reneg on an invitation to join with one of the subcouncils or
subcommittees here on corporate governance. I discovered that the sub-
committee would have to report to my full Committee or to my Subcom-
mittee on this Committee, which created a bit of an awkward situation.
So, I had to retreat from serving on one of the subcommittees dealing
with these issues. But I'm very much interested in what you're doing, ap-
preciate the invitation, and look forward to working with you on some of
these questions.

I want to pick up on what Senator Sarbanes was moving on here a lit-
tle bit, and I'l come back to some questions on corporate governance,
because I'm particularly interested in shareholder issues, and institutional
investors, and some of those questions that have to be raised.

It occurs to me that on this downsizing or peace dividend that every-
one's talking about, in a sense, what we need to be doing is thinking
about some middle ground in terms of investment.

It was a remarkable accomplishment that for four decades that this
country was able to invest in the development of modern technologies,
which maybe saw their fruition or their most successful days, I suppose,
in the actual usage in Desert Storm, to some degree.

It worked. This technology that designers and engineers and pipefitters
and welders built over the years really worked, and we made a substan-
tial investment in it, because we decided that it was in our national inter-
est to do so.

57-928 0 - 93 - 4
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Today, we're talking about taking that dividend and moving it to the
other side of the budget and investing it in health, education, welfare and
these other issues that are clearly important.

Why not, in a sense, take that same mentality that produced, in effect,
this incredible engine of national security and invest, if you will, in the
things that we now know that we need?

Senator Sarbanes talked about mass transit, environmental technolo-
gies and communications, something you, Mr. Araskog, would appreci-
ate immensely. You go down a long list of those kinds of investments
that we need to be making along the same lines.

You're not going to get private capital, for instance, to be terribly at-
tracted to investing in one of these supersonic airplanes that may cross
the Pacific in an hour and a half. The Japanese are investing $200 mil-
lion in that program because they know that there's no commercial appli-
cation of that technology in the near-term. But they understand that by
the year 2025 or so, there will be a clear commercial advantage to that
investment.

So, instead of talking about defense dollars being transferred to the
other ledger, if you will, or the other column in the budget, why not be
doing, in effect, what we did for four decades and invest in those things
that have also, by the way, occurred or created tremendous spin-off tech-
nologies—the NASA and defense budgets. How much of commercial
technologies emerged as a result of our federal commitment to a national
security budget?

What I'm trying to get at here is some sort of a middle ground of in-
vestment. Instead of just moving the dollar over to the entitlement pro-
gram, if you will, or whatever else that may have occurred in the
nondefense-related areas, why not be making the investments that you
cannot get private capital to invest in so that we begin to do those things
that are absolutely critical for our economic success in the 21st century?

[The written opening statement of Senator Dodd follows:]
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WRITTEN OPENING STATEMENT OF SENATOR DODD

Mr. Chairman, let me commend you for your leadership on this issue. Back in
1988 when you offered this as an amendment to the Trade bill, our Nation's competi-
tiveness was often discussed, but few had found ways to bridge the gap between words
and action. Today's report by the Council is a major step forward in defining the broad
range of issues involved in competitiveness, and sketching a blueprint to address
them. It is a tribute to your foresight that we have traveled this far.

Nor could today's hearing come at a better time. We are in the middle of the worst
downturn since the Great Depression, and people are hurting.

I was not alive during the 1930s, but the fear and desperation I see on people's
faces in Connecticut is right out of photographs from that period. It reminds me of the
stories my father told me of his friends and neighbors who had lost all hope in the face
of such daunting troubles.

People these days want to know two things. First, they want to know if you get it.
They want to know whether or not their elected officials understand the pain and the
hurt and the suffering theyre going through.

Second, they want to know what you're doing to help them. The ideas don't have to
be original or creative. But they have to offer hope to people who desperately need it.

Today's report makes clear that some of our current problems are cyclical, and will
end when the recession finally does. But it also outlines the fundamental structural
weaknesses eating away at our Nation. In that sense, today's report should be a wake-
up call that we need to reorder our priorities and squarely face the challenges of the
1990s and beyond:

« We as a Nation do need to save more, and we should be investing more in

commercial, transportation and educational infrastructure.

« We must improve our educational system, particularly at the elementary and
secondary levels.

. We need to do a better job of turning research into the development of new
products.

« We need to look closely at corporate governance and the role it plays in our
economic competitiveness.

. We must reform our health-care system, which eats up an ever-increasing
amount of our gross national product, yet leaves 34 million Americans with
nowhere to turn if they get sick.

+ We need to dismantle both foreign and domestic barriers constraining the
growth of U.S. exports.

The Council's general recommendations in these areas are all constructive sugges-
tions. And I believe that together, they offer some hope for the future. Putting a plan
on paper, as the Council has, enables us to see the light at the end of the tunnel. It's
also a welcome break from past discussions of competitiveness, which has been long
on self-flagellation, and short on blueprints for change.

But it's also just the beginning. I look forward to the hard work needed to translate
the Council's recommendations into law. Addressing the budget deficit, for example,
will require everyone to put ideology aside in the search for a compromise that equita-
bly distributes some very real pain. And the other recommendations are by no means
easter nuts to crack.
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Still, the Council's report is fundamentally hopeful because it recognizes that our
problems aren't insurmountable. If we roll up our sleeves and go to work, we can make
headway. We're Americans, and so we're used to doing that. I congratulate the Council
on a fine first effort, and I look forward to working with them to build a more competi-
tive America.
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MR. Araskoc. I think it's a great idea. I think the big danger is that
what's saved in defense will not go into the capital structure of the coun-
try. It will go over into entitlement programs.

That's really your area. But to Ned's point earlier about our infrastruc-
ture, which does create jobs, which does need fixing, some method of go-
ing from a Department of Defense budget, which concentrates on R&D
and not so much on long-range production programs—as Secretary
Cheney has described it—and focus on the area that you've described, it
seems to me is part of what this is all about, and the right way to go.

Personally, I think so, and I think within the study that that's one of
the areas that we have to look at.

As far as just transferring technology from the defense area to the ci-
vilian area, I think just about anyone who's been heavily involved in de-
fense—I think we're the 23rd largest defense contractor right now—there
isn't very much that's convertible unless it's something that basically ap-
plies to a Boeing product line or a McDonnell-Douglas product line to
begin with—a collision avoidance system, a radar system. But most of
the military applications are strictly military.

Senator Dopp. You're getting a lot of it in some of your electronics
and communications systems. NASA had a lot to do with this, and there
were probably more direct spin-offs in the NASA budget than in some of
the defense, although I don't know that—metals, and new welding tech-
nologies. There are a lot of these ideas that you never would have raised,
in my view, a private dollar for, or it would have been very difficult to
raise them. But we're willing to make the investment in the defense dollar
and taking advantage of those investments now, it seems to me, is the
issue.

SENaTOR SaARBANES. On that point, what every major airport in the
country needs to significantly upgrade is its air traffic control system.

Senator Dopp. That's being done. That's a good example.

SenaTorR SarBaNEs. We have people who have been doing radar and
air traffic control systems in the defense sector. But we do not have a na-
tional commitment to upgrading those civilian air traffic control systems,
which could now be put in place and be a significant target for shifting
defense production into civilian production.

I think that is a technology that is easily transferrable.

SenaTor Dopp. That's happening. Norton Industries is an example—a
division of United Technologies—they are competing for the use of mi-
crowave landing systems which were developed as a result of defense
dollars. Today, in a joint venture, I might add, with some operations in
the former Soviet Union, which also had excellent development of micro-
wave radar systems, are now competing for the use of those radar sys-

tems in commercial airports across the globe, in effect.
- So, they are a very good example of where something like that is al-
ready happening.

But I wonder if you might comment on this as well, Mr. Bergsten.
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MR. BerGsTEN. One of the aspects of the U.S. problem that we focused
on most heavily in the report was the decline in our government spending
and total national spending for civilian research and development, to de-
velop exactly the kinds of technologies and commercial products you're
talking about. We also heavily emphasize the lag in our own manufac-
turing sector to commercialize technologies of the type that you were
identifying.

And there, I would just reiterate what I said a moment ago. We sug-
gested the possibility of a new government corporation that would be run
as much like a private corporation as possible, maybe with a multibillion
dollar start-up to try to promote more rapid, effective commercialization
of technology of exactly the type you're talking about. New institutional
mechanisms are probably going to be needed to do that.

SenaTor Dopp. I'll come back. I want to get to the corporate govern-
ance questions with you, which I know you're interested in as well.

Thank you.

Senator Bingaman. Let me just advise you, I've been given a note to
the effect that there are 25 House members waiting to meet with the
Competitiveness Caucus.

So, let me call on Senator Domenici for his questions, and then if there
is another burning question, we'll take it. Otherwise, we'll try to adjourn
and let you get on to the next thing.

Senator Domenici, please proceed.

OPENING STATEMENT OF SENATOR DOMENICI

SenaTor DoMenict. Thank you very much, Mr. Chairman.

First, let me say that I apologize for not being able to be here earlier.
It wasn't that I had nothing to do. It was other committees. But I did
want to come by for a minute.

Let me just share a couple of thoughts and then ask a couple of
questions.

First, it seems to me that we have a very strange situation in the
United States today. We still have the highest standard of living in the
world, and yet, our productivity is not doing very well, our deficit is
enormous, our investment capability is very, very much below what it
has been at other times, our net savings is bad and our education seems
to be not so good.

Which leads me to conclude that the fact that we have such a high
standard of living is evidence that we are a very consuming country and
we are not doing what is required to keep our growth up.

And if anyone cares to comment, I'd be interested in it.

But what I really am concerned about is that I keep hearing that, with
reference to the United States Government versus competitiveness, we
ought to—and I'm just going to paraphrase—we do things the way the
Japanese do or the way the Germans do, or we ought to finance some
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parts of our future needs through government in terms of our material
well-being and competitiveness.

I guess I'd like to know if you have any examples of what foreign
countries are doing in this regard that we shouldn't do. Did you find any?
And another reason that it concerns me is that I have heard so much for
so long about what MITI did for Japan's business, and then when I got
another version of it from somebody that knew it, they weren't doing
anything like we were saying they were doing in the United States.

So, I don't know how relevant what other countries are doing is to
what we ought to be doing in terms of investing public money in trying
to get ahead on the competitiveness side in unordinary ways. I don't
mean in education.

Could you share that with me just for a moment?

MR. Bergsten. Well, there is a raging debate on that—as you im-
ply—as to how important the role of MITI or government investment has
been in general in Japan—so-called targeting, so-called industry visions.

We certainly do not recommend any wholesale emulation of what
other countries are doing. We do say that in specific areas programs in
other countries look like they could be helpful here.

Now, in education, some of the apprenticeship programs in Germany
and other European countries do look like they might be worth taking on.

When we talk about a forward look at where our industries are going,
visions of what the outlook is, we are consciously drawing on not just
what Japan but on what most other countries do, because they do try to
assess both the composition and aggregate outlook for their economies.

But we don't have anything in here about what, I guess, you're calling
extraordinary spending. We do observe that as public infrastructure
spending by the U.S. Government itself has been cut in half over the last
20 years, our productivity has dropped sharply, and there are some very
persuasive correlations between those two.

We had a long session on that at the commission—a range of econo-
mists—but they all agree it's important.

So, we've been eclectic in trying to select from other countries' experi-
ences. Nothing wholesale. But let's learn where we can. Certainly, others
are doing better in key respects.

Senator DoMENICI. My last question on that is that there's a sugges-
tion that we ought to centralize more and focus on the competitiveness
activities of the government, either in an agency or a subagency within
Commerce.

In making that suggestion, did you review what we are currently do-
ing, even though it is not within one agency? I look over the kinds of
things that we're doing, and it amazes me that people are suggesting that
we do some things and we're already doing some of them.

Supercomputing—we have a great program—just a whole list. But
they're not under one jurisdiction. If any, they're in the Department of
Energy, which is kind of amazing, but that's——
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MRr. Berasten. Well, they are scattered all over, as Senator Bingaman
pointed out earlier. And one question is whether some better central view
of them would be desirable.

But I think our feeling goes a little beyond that, that many of the
things that are being done are not being done very well. And one reason
that they're not done very well is because there's no policy focus to them.
There are the kinds of ideological and other debates that Senator Sar-
banes talked about, but you don't really attract the best people to work
on those issues if there's a barrier, a sound barrier, to even working on
the issues.

I'll draw on my own experience. I've had two fairly high level positions
in the government. Whenever an industry came in and asked for help, the
U.S. Government, frankly, was not prepared to respond in an intelligent
way. It had no independent judgments of where that industry was going.
It didn't know what useful steps could be taken. It didn't even know what
proposed steps might be harmful. It was naked.

We have the feeling that the time has come to overcome that kind of
situation. Put the government in a position to deal effectively and intelli-
gently with issues of that type that are going to come. You can't wish
them away. They're going to come. We have to deal with them more
effectively.

So, it's not whether we do it or not. It's whether we do it well, and
that's what our group is trying to recommend.

SenaTtor DoMenict. Thank you, Mr. Chairman.

SenaTor BingaMan. Senator Riegle had an issue he wanted to raise,
and then SEnaTor Dopp.

Senator RiEGLE. I'll be very brief because I know you're due on the
House side and that some of your members have gone across.

As opposed to taking defense production plants and trying to do a de-
fense civilian conversion, which is difficult—and you talked, Mr.
Araskog, with Senator Sarbanes about that—I'd like you to move up a
level, in terms of our defense research and development laboratories,
many of which are in areas of the budget where they're screened off so
that the kind of esoteric research of one kind of another that has gone on,
with respect to weapons systems and various things, are things that most
of us in the Congress don't even have a working knowledge of.

We spend a lot of money in that area. We spend tens of billions of dol-
lars a year in those government research and development laboratories. |
It seems to me, entirely consistent with what you're suggesting, is that
if we could take that government research and development laboratory
effort and manage an orderly shift of part of that out of the defense ar-
eas, which are now being deemphasized, over into civilian research and
development activity, we could hold some of these seams together. We
could, in fact, manage an orderly transition and accelerate our way into
the kind of policy requirements that we're going to have that's coming out

of your basic work. And one way to do it might be as follows.
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Let's say we decided that over the next 3 years, we would take, say,
$20 billion of Federal Government spending in these research and devel-
opment defense laboratories and shift that over to civilian research and
development, to be matched by, say, $20 billion from the private sector.

The question would then arise, well, where do you aim it? What do
you go out and look at, or where do you apply that scientific talent?

And TI'd like to suggest three areas, just as a way to get you thinking
about it. I've talked to Lester Thurow and others about this, who have
given this some thought.

One might be microelectronics. This is a broad category. This isn't
industry-specific or company-specific, certainly. Another might be bio-
technology. Another might be advanced materials technology.

Now, these are all three broad sectors that the Japanese have targeted
as sectors for the future, that the Germans and the Europeans are target-
ing as sectors for the future, and clearly are, from our point of view, ar-
eas in which we want to be, I think, competitive and, hopefully, state of
the art.

We're spending very little money in those areas today, I think, relative
to what we need to. But if we could envision a partnership where that
tremendous applied public-sector focus of talent and technical capability
has been amassed and is now working, and bring that over into a limited
number of very wisely chosen broad areas of endeavor so that we could
keep those teams together, and then move that into civilian kinds of re-
search, which can, in turn, be available generally to our industry, our
manufacturing and so forth.

It seems to me something like that, now that we're at this historic mo-
ment at the end of the Cold War, is the kind of intelligent transition that,
in effect, could accomplish your goals without getting bogged down in
this business of picking "winners or losers", or an intervention on behalf
of a specific company.

And I'd like to suggest that you look at that. I don't ask you, now,
necessarily under the pressure of time, to respond to it, unless you feel
motivated to do so. But I think it's possible that we could take and make
that kind of a redirection if it were matched by the private sector in some
amount over some timeframe, and rather than have these world class sci-
entific teams just blown every which way, to keep them intact and move
them over and get them underpinning the kind of advanced development
in our civilian economy that we need to have if we're going to get out
front and hope to stay out front in the world economy.

MR. BergsTeEN. Mr. Chairman, three quick responses.

First, we clearly share your goals. Second, we will look at that pro-
posal. Third, two things to keep separate in one's mind. One is basic re-
search. When you talk about the national labs, you're talking about basic
research at the invention side. That we clearly do want to see augmented
in the way you say.



102

The second, and we focus on this, is the commercialization of technol-
ogy, and that's where we think some kind of new civilian technology cor-
poration—call it a civilian DARPA—may help us move from that basic
invention level to the market place where a lot of the failure has been.

So, we may need to do both, reconversion of the labs and a new opera-
tion to try to help speed the commercialization process. We'll look at
both. We'll certainly look at your idea. I think it's a very creative one.

Senator Bingaman. Senator Dodd?

Senator Dopp. Just very quickly, and I guess we could have spent the
whole morning on just the corporate governance is-sues, but I just
wanted to raise a couple of points. And Al, maybe I'd raise these with
you, if I could, to start with.

And that is this whole notion of labor wearing two hats. You have this
whole question of being employees, but being owners—creating a whole
new dynamic, it seems to me.

I recently went through a plant in Connecticut—Alleghany Love-
land—a very good steel manufacturing operation organized by stecl-
workers. I'm not exaggerating when I tell you about going through that
facility, when I was introduced to the plant manager and the president of
the local union, there were about ten other people around and I couldn't
figure out during the entire tour which one was actually the plant man-
ager and which one was the president of the local.

There were about 12 people there and I just got confused. But their
message was so similar, that I could not detect during the conversation
which was labor and which was management.

I said to them afterwards, "Well, the enemy isn't in here. It's outside,
in a sense." But the whole notion of employee as owner through pension
plans and the like creates a new set of burdens.

I wonder if you might just comment briefly on how labor will manage
to handle these switching hat roles of employee and owner.

MR. Recan. Well, Senator——

Senator Dopp. I mentioned Al, but——

MRr. Regan. Oh, I'm sorry.

On our subcouncil, we will have several of the nation's experts. There
are not many. I think we have them on the Council, or testifying, or both.

The figures are now that close to 15 percent of the workers, not
through pension plans, but through ESOPs, 401(k)s and individually, 15
percent of the publicly traded stock in U.S. corporations is in the hands
of workers, not through their pension plans. That's the first fact.

It's a growing phenomenon. The person that has traced it is a member;
has written a book on it; is a friend of mine and is a member of my sub-
council and will deal with it instantly. His name is Joseph Glazie.

Second fact is that there are some pretty good studies that show that if
you invest in stocks of companies that have a large percent of their stock
in the hands of their workers, you will outperform the market. And there
are stock pickers that look at, as a major indicia before they buy, the
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percentage of stock in the hands of the workers and have devised a bas-
ket—I don't want to use that phrase—but a group of stocks with that
large a percentage of worker ownership and it outperforms the S&P 500
consistently.

So, we'll look at those issues very clearly and then, obviously, the one
you raised inferentially is that, of course—as Peter Drucker said 15
years ago—we're a socialist country. The workers own the plants
through their pension systems. ‘

Well, that's a nice phrase and it starts you down the road into thinking.
It doesn't really lay out because of the way we run our pension systems
and the way the stock is voted, and perhaps it never should.

But there are those issues, and subject to the advice I get, especially
from Mr. Shanker, we'll look at it and follow up, and we'll try to do
something very closely with your work.

MR. Suanker. Well, Senator, you raise the tensions that take place in
this sort of situation. You're absolutely right. It's interesting that proba-
bly, in most cases where this has occurred, there are situations where la-
bor and management are forced to cooperate because of the external
enemy, because they're going to go down together and they're forced into
that kind of situation.

But here, again, there are examples outside the country. If you look at
Germany, there was a form of this type of cooperation going back many
years, but it occurs there in an atmosphere which is a lot less cutthroat
and adversarial than the American labor management scene has tradi-
tionally been. :

I say that at various labor meetings. We discuss those tensions quite a
bit because inside of all of those unions, which are either involved in
such relationships or are thinking of being involved, there are political
sides being taken by people inside the union; those who feel that it would
be the salvation of the industry and the union to cooperate and develop
this sort of relationship, and those who feel that it's the end of real union-
ism, and that when you get involved in that cooperation, that you're not
really going to get so interested in what the company side of it is; that
you're really going to forget to represent the membership.

And I think this is one of the things that we need to look at. I think one
of the real problems here is maintaining it. You have some of this coop-
eration; you've had it off and on in the auto industry. I'm sure that the
next time there's some sort of session, where we get together and get a
chance to talk to OMB, we're going to find that all sorts of areas of co-
operation would develop with General Motors and all of a sudden come
these announcements, which would be unthinkable in Germany, when
you develop fairly widespread cooperation, and inside your own union
you are willing to take on opposition and get into quite a conflict in order
to develop the cooperation, to then get that sort of a hit from the other
side.
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Senator Dopp. Let me mention just one last thing, if I can, Mr. Chair-
man, and that is something that relates to it. I mention the issue of pen-
sions, because, I guess, I was trying to get two questions into one.

That goes back to the issue of managers and sharcholders. There's one
line on page 31 or 32 of your report. It says, "the degree to which long-
term peformance is the shared goal of both corporate managers and
shareholder owners."

Obviously, that suggests that there's not a shared goal here between
shareholders and corporate managers. Mr. Araskog, you've spent a lot of
time talking about this issue in the past. I've read a lot of things that
you've said about it, in terms of the tension between corporate manage-
ment and shareholders, shareholders looking for the shorter term return
obviously on their investment and arguing that managers are more inter-
ested in long-term performance.

I had dinner a few weeks ago with Carl Icahn, who sounded like he
ought to be working for Ralph Nader, in a sense. He just railed for about
45 minutes against corporate management. And he considers it in many
ways to be the single most serious problem in terms of our competitive-
ness—the incestuousness of boards of directors and management, and he
went on and on. You've heard him on this subject in the past.

It was quite a meal to hear him go on and on. Obviously, he was a
corporate raider. He had a different perspective. But I wonder if you
might just quickly——

SenaTor Bingaman. Could you do that quickly? We're getting a real
panic going on the House.side with the length of time we've kept you
folks.

MR. AraskoG. I've been on a panel with Carl Icahn. I just look at
TWA. I mean, management? He never heard of it.

[Laughter.]

SenaTor Dopp. I think we'll have to carry this conversation on.

[Laughter.]

SEnATOR BinGaman. Let me thank the panel very much. We've kept
you very long and we appreciate it. I think this is an indication of the ex-
tent of the interest here, which is the main purpose for your being in
existence.

So thank you again.

MR. Berasten. Thank you, Mr. Chairman. We look forward to much
more of the same.

SenaTorR Bingaman. Thank you.

[Whereupon, at 12:25 p.m., the Committees adjourned, subject to the
call of the Chair.]

[Responses to questions posed by Senator Riegle, Jr. to Mr. Bergsten
follow:]
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Senator Donald W. Riegle, Jr.
Questions for the Record
of the Hearing on the
Report of the Competitiveness Policy Council
March 4, 1992

Debt-financed growth

Q.1. Page one of your report states that much of the economic growth
experienced by the United States in the 1980’s "was financed by borrowing from
our own future, both at home and from the rest of the world." Can you elaborate
on what this borrowing, especially our huge international borrowing, was used for
and what this portends for the future standard of living of our citizens?

Industry-specific policies

Q.2. You conclude that we need sector-specific competitiveness policies, as well
as generic policies. The legislation establishing the CPC calls for industry-specific
analyses. I realize that you have just begun work and that industry-specific
analyses would be a large undertaking. Do you plan to issue future reports with
industry-specific analyses?

Q.3.  Your report states that "it is important that the United States enhance its
position as an exporter of products based on high levels of skill and high value
added, i.e., manufactures that can support high wages", and that "the United
States takes no systematic view of the composition of its economy, except with
respect to military production, while many other nations emphasize structure as
well as aggregate outcomes." Could you please elaborate on some of the
approaches and practices of the EC countries and Japan in this respect?

Capital formation and tax policy

Q.4. As you know, the Congress is working on a tax bill to help the economy. I
view that bill as a short-term remedy, at best. Much needs to be done. You are
establishing a subcouncil to look at the question of capital formation and savings
and investment. Do you think we need a complete overhaul of the tax code to
promote investment? If so, will the Council formulate proposals to do that?

Public investment

Q.5. Many people are talking about how to improve public investment. We may
now have an opportunity to do so with the "peace dividend". Do you believe we
should spend the "peace dividend” on public investment? If so, what rules should
we use to guide us?

Trade policies

Q.6. You state that one of our goals should be the elimination of the current
account deficit by 1995. How do you propose doing this? If you don't yet have
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specifics, do you have some general guidelines of how we should approach that
goal? For example, do we need tougher trade policies built on reciprocity?

Q.7.  Among the set of recommendations made by the Council for dealing with
our trade problems is a call for a "comprehensive assessment of how multinational
corporations, particularly those headquartered domestically, affect our
competitiveness.” Can you elaborate on that proposal? Are you suggesting that
we need to understand better whether foreign transplant companies that make
autos, for example, may be adding to our trade deficit by the way they import
components for assembly here?

Health care

Q.8.  You rightly point out that health care costs are an important factor in our
competitiveness. In 1990 the average cost for health care for the Big 3 American
companies was about $1100 per car. This well exceeds our competitors by over
$500 per car. In your report you mention various proposals to solve our health
care problem. Do you have any thoughts about any of those plans - especially in
light of the fact that you are not establishing a subcouncil on health care?

Government structure

Q.9.  Your report also observes that "America’s future will increasingly depend
on our economic prowess rather than our military capability." Does the Council
believe that U.S. economic security is fundamental to our national security? Could
your elaborate on the linkage between economic and national security?

Q.10. In your report, you note that the United States is now part of a global
economy but that our present government structure is not designed to help this
country compete in such an economy. Your report suggested that the U.S.
Government needs to designate a lead agency, such as a substantially
strengthened Department of Commerce, to take the lead in developing a coherent
competitiveness strategy. Do you think a better approach might be to create a
National Economic Security Council chaired by the President to help develop and
pursue a coherent competitiveness strategy, just as we created the National
Security Council after WWII to coordinate our political-military efforts during the
Cold War?

Technology transfer

Q.11. With respect to the issue of technology, does the transfer of U.S.
technology to foreign entities raise any concerns for U.S. competitiveness? Will
the Council be addressing the effect of international technology transfer? Will the
Council be evaluating the impact on U.S. competitiveness of the transfer of
sophisticated manufacturing processes to foreign firms as well as the transfer to
overseas facilities of the production of goods or components requiring special
technical skills and training?



107

sunator Donald W. Riegle, Jr.
guestions for the Record
of the Hearing on the
Report of the Competitiveness Policy Council
March 4, 1992

Debt-financed growth

QUESTION: Page one of your report states that much of the economic
growth experienced by the United States in the 1980's "“was financed
by borrowing from our own future, both at home and from the rest of
the world." Can you elaborate on what the borrowing, especially
our huge international borrowing, was used for and what this

portends for the future standard of 1iving of our citigens?

ANSWER: Our borrowing in the 1980's enabled us to spend beyond our
means -- in both the public and private sectors. Some of this
spending undoubtedly went for productive investment but most of it
went into consumption. Some went toward unproductive investment
like many of the office buildings that currently lie vacant around
the country. It is clear that it did not go into increasing
investment -- the rate of investment as a percentage of GDP was
flat at an average of 17 percent throughout the decade. This
record of high borrowing -- when not used to increase productive
investment -- places a heavy dual burden on future generations:

large debts to be serviced with little means to do so.
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Industry-specific policies

QUESTION: You conclude that we need sector-specific
competitiveness policies, as well as generic policies. The
legislation establishing the Competitiveness Policy Council calls
for industry-specific analyses. I realize that you have just begun
work and that industry-specific analyses would be a large
undertaking. Do you plan to issue future reports with industry-

specific analyses?

ANSWER: The Council is establishing eight subcouncils to develop
policy recommendations on a broad array of issues relating to US
Competitiveness. Many of these issues =-- including capital
formation, corporate governance, trade and training -- have a
direct impact on specific industries. 1In addition, we are setting
up subcouncils on manufacturing and critical technology which will
look at competitiveness issues across industries and within
specific industries. The manufacturing group is charged with
identifying the best way to address these industry-specific issues,
including the questions to be asked, the appropriate forum in which

to hold theses discussions and the relevant participants.

QUESTION: Your report states that "it is important that the United
Sstates enhance its position as an exporter of products based on
high levels of skill and high value added, i.e., manufactures that

can support high wages", and that '"the United S8tates takes no
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systematic view of the composition of its economy, except with
respect to military production, while many other nations emphasise
struoture as well as aggregate outcomes.™ Could you please
slaborate on some of the approaches and practices of the EC

countries and Japan in this respect?

ANSWER: A coordinated use of government investment in R&D,
discrete trade policy actions and other forms of industry
assistance in many European countries and Japan have encouraged
industrial development toward high-skill, high value-added
industries. These steps are wusually the result of sone
understanding of the long-run potential for certain industries,
including their contribution to other industries and the economy as
a whole. 1In this regard, our group suggests that there is a need
to realize the "importance" of a given industry, both in terms of
its strategic importance to the overall industrial structure of the
economy, as well as its ability to support high-wage,. high~skilled
jobs. This is an area which will be fully explored by the
Manufacturing subcouncil, chaired by Ruben Mettler, former Chairman

and CEO of TRW, Inc.

Capital formatio o

QUESTION: As you know, the Congress is working on a tax bill to

help the ecomomy. I view that bill as a short-term remedy, at

pest. Much needs to be done. You are establishing a subcouncil to
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look at the question of capital formation and savings and
investments. Do you think we need a complete overhaul of the tax
code to promote investment? If so, will the Council formulate

proposals to do that?

ANSWER: The Council states in our First Annual Report, "America's
low levels of saving and investment are clearly a major problen...
The United States has the lowest rates of saving and investment of
any industrial country....The foundation of any serious effort by
the United States to improve its competitiveness must be a
substantial rise in the national levels of investment and saving."
Toward that goal, the Council calls for the conversion of the

Federal budget deficit into surplus.

In addition to "“an intensive review of all major spending
progranms," the Council also suggests that "it might be necessary to
change the structure of US tax policy in ways that would eliminate,
or even reverse, the perverse incentives in the present code. The
most extreme option would be to substitute consumption-based taxes
for all or some of our present income-based taxes." This should
result in a substantial increase in saving and a fall in the cost
of capital. Additional illustrative examples of suggested tax
reforms listed in the report include exempting all interest and
dividend earnings from taxation, a value-added tax (VAT), a
national sales tax, and a limitation of the tax preference for home

mortgages that now applies up to $1 million, or other sector-
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specific approaches. The Capital Formation Subcouncil, chaired by
Peter G. Peterson, Chairman of The Blackstone Group, will look at

all of these suggestions, as well as others.

Public investment

QUESBTION: Many people are talking about how to improve public
investment. We may now have an opportunity to do so with the
"peace dividena®. Do you believe we should spend the 'peace
dividend”™ on public investment? If so, what rules should we use to

guide us?

ANSWER: The economy currently faces two challenges simultaneously.
On the one had, we need to increase our pool of national savings,
at all levels: households, businesses, and Federal and state
governments. Toward that end, as already mentioned, the Council
places a high priority on converting the Federal budget deficit
into surplus. Some part of the expected "peace dividend" should go

to help meet this objective.

Oon the other hand, the Council also places a high priority on
beginning to increase public and private investment today in areas
which will contribute to US competitiveness. There is much
evidence to suggest that investment in public infrastructure
enhances us productivity, thereby contributing to us

competitiveness. In addition, the Council notes in its report that
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"an acceleration of government spending on needed infrastructure
. projects would have desirable effects both immediately and over
time." It therefore seems that some portion of the anticipated
"peace dividend" should also be dedicated to public infrastructure.
The Council's subcouncil on Infrastructure, headed by former
Governor Gerald Baliles, will study this question and the Capital
Formation subcouncil will make recommendations on the broader issue

of reducing the budget deficit.

Trade policies

QUESTION: You state that one of our goals should be the
elimination of the current account deficit by 1995. How do you
propose doing thig? If you don't yet have specifics, do you have
some general guidelines of how we should approach that goal? For

example, do we need tougher trade policies built on reciprocity?

ANSWER: The current account deficit is essentially a macroeconomic
problem: it occurs when we as a nation spend more than we produce
at home and when we invest more than we save domestically. However
we cannot depend on any single trade policy action to eliminate the
current account deficit. Instead, we must follow a combination of
policies aimed at the fundamentals -~ maintaining a "competitive
exchange rate," as required of the Treasury Department in the
Omnibus Trade and Competitiveness Act of 1988, pursuing coordinated

growth policies among our major trading partners to insure a
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healthy demand for our exports, continuing to aggressively work
toward keeping foreign markets open to our goods, removing our own
export disincentives which place our products at severe
disadvantage in world markets and improving our export promotion
policies, including a significant increase in export financing.
These policies must be seen as compliments to increased saving and
investment, as mentioned above, and improvements in worker training
and productivity. The Council's subcouncil on Trade Policy,
chaired by John Murphy, CEO of Dresser Industries will focus on

these issues.

QUESTION: Among the set of recommendations made by the Council for
dealing with our trade problems is a call for a "comprehensive
assessment of how multinational corporations particularly those
headquartered domestically, affect our competitiveness.' Can you
elaborate on that proposal? Are you suggesting that wve need to
understand better whether foreign transplant companies that make
autos, for example, may be adding to our trade deficit by the way

they import components for assembly here?

ANSWER: There are two major issues regarding multinationals. One
is why American corporations move production and hence jobs abroad.
The Trade Policy Subcouncil will focus on factors that make
production or investment in the United States less attractive such
as inadequate infrastructure, or inappropriate skill mix of

workers, inefficient government regulations, inadequate export
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financing and other export supports, and inconsistencies in tax
policy. The Subcouncil may also look at practices of foreign
multinationals with plants in the United States such as preferences
for home country inputs or transfer price technigues that have

impact on the US economy.

QUESTION: You rightly point out that health care costs are an
important factor in our competitiveness. 1In 1990 the average cost
for health care for the Big 3 American companies was about $1100
per car. This well exceeds our competitors by over $500 per car.
In your report you mention various proposals to solve our health
care problem. Do you have any thoughts about any of those plans ==
especially in light of the fact that you are not establishing a

subcouncil on health care?

ANSWER: The United States currently spends almost twice as much as
other industrial countries on health care, and the gap continues to
widen. on the other hand, our population ranks about at the
average, or even below average, on certain international health
indicators. As we state in our report, "while some parts of the
population are receiving the best health care in the world, other
Americans are receiving care that is inferior to that in many
countries." The report goes on to state that high and rising

health care costs hurt US competitiveness in two major areas, "by
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raising the total costs to corporations that pay health care for
their workers and retirees, especially for manufacturing industries
where these costs fall particularly heavily, and by consuming

resources that might be deployed differently.™

The Council decided not to set up a subcouncil on health care costs
at this juncture in 1light of the numerous other efforts being
conducted on the issue. We will instead take this issue under
review at the full Council level and revisit the decision to
establish a subcouncil at a later date. We plan to review the
health care reforms currently being proposed, paying special
attention to how these changes would affect US competitiveness. In
order to do this, we will want to look at both the costs associated
with individual plans as well as the quality of care being

provided.

Government structure

QUESTION: Your report also observes that "America's future will
increasingly depend on our economic prowess rather that our
military capability."” Does the Council believe that U.8. economic
security is fundamental to our nation security? Could you

elaborate on the linkage between economic and national security?

ANSWER: Although we did not examine national security in any

detail, I think it would be fair to say that the Coungil believes
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that US economic security is fundamental to our national security.
There are several important linkages. First, a éompetitive high-
technology sector may be critical to having the engineering know-
how that will be needed to develop weapons and information-
gathering systems. In some cases, American industries may also be
needed to assure access to critical components. Second, a strong
national economy is in many ways a precondition for continuing
national security. Countries can be economic powers without being
military powers but it is hard to imagine how a country can be a
military power without being an economic one. This may be even
more critical for the United States given our historic role as a

world leader.

QUESTION: 1In your report, you note that the United states is now
part of a global economy but that our present government structure
is not designed to help this country compete in such an economy.
Your report suggested that the U.S8. Government needs to designate
a lead agency, such as a substantially strengthened Department of
Commerce, to take the lead in developing a coherent competitiveness
strategy. Do you think a better approach might be to create a
National Economic Security Council chaired by the President to help
develop and pursue a coherent Competitiveness strategy, just as we
created the National Security Council after World War II to

coordinate our political-military efforts during the Cold War?

ANSWER: Our report states, "our present governmental structure was
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not designed to help this country compete in a global economy...
The government needs to designate an agency, perhaps a
substantially strengthened Department of Commerce or the
International Trade Commission with its functions greatly expanded,
that would raise the nation's awareness of the competitiveness
problem and initiate and maintain several activities." Given the
centrality of government organization to making economic policies
which promote US competitiveness, I will set up a special task
force to work on this issue. We will invite experts from inside
and out of the government bureaucracy to take part in the
discussion and we will consider several alternative models,
including a National Economic Security Council. I personally
believe that any serious competitiveness policy will reduire a
significantly strengthened organizational mechanism, perhaps along

these lines.

Technoloagy transfer

QUESTION: With respect to the issue of technology, does the
transfer of U.S. technology to foreign entities raise any concerns
for U.8. competitiveness? Will the Council be addressing the
effect of international technology transfer? Will the Council be
evaluating the impact on U.8. competitiveness of the transfer of
sophisticated manufacturing processes to foreign firms as well as
the transfer to overseas facilities of the production of goods or

components requiring special technical skills and training?
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ANSWER: Technology transfer could certainly have an effect on US
competitiveness. The Council has not yet focused on this issue,
but the Critical Technology Subcouncil, among others, may spend
some time on this issue. We will also review the findings of other

groups that are considering this question.
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