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Preface

The United States in the early 1980s confronted a set of structural difficulties that it was seeking to meet experimentally and pragmatically. Faced with recession and a loss of competitiveness, the country’s institutions were changing their functions and relationships. The federal government was being forced as never before to set priorities; to limit the rights of its citizens, and to define their duties more stringently; to contemplate the role and dimensions of the country’s great industries; and to recognize that the costs of unemployment necessitated, in addition to income maintenance, a program of job creation and training. Government was, in short, being required to think strategically about the nation as a whole, at a time when other nations’ strategies were more competitive than ours.

Concurrently, great corporations were aware more than ever that their reason for being went beyond the satisfaction of their mythical owners, the shareholders, and that it was linked, vaguely but inexorably, to the interests of the several communities that they affected. Similarly, trade unions were realizing that the adversarial struggle to increase the wages and benefits of their membership was by itself no longer a practical mission in a world in which failure to keep costs competitive meant the erosion of the companies upon which those workers depended for employment. Furthermore, the rhetoric of their leadership notwithstanding, all three sets of institutions were realizing that their goals and policies were inseparably intertwined. None could succeed without the others.

There is nothing particularly new about these evolving trends. In 1959, for example, President Dwight D. Eisenhower devoted his Economic Report to Congress to the redefinition of “the respective rights and responsibilities of free government under a popular democracy.” He spoke of the commitment of government to the growth of business; to expanding total production rather than redistributing the current product; to realizing the mutualities of interest that united the different elements of the American economy; to rethinking antitrust policy in order to promote efficiency; and to cooperating with business to assure the fulfillment of the nation’s health and welfare. The distinctive feature of the 1980s was the degree to which crisis was forcing the change implicit in Eisenhower’s vision.

The transition was difficult and confusing, because it represented a departure from traditional conceptions of institutional roles and relationships that were almost religious in nature. The tension between practice, born of necessity, and beliefs rooted in tradition caused a variety of psychological effects: a romantic yearning for a more glorious past, the denial of the reality that was forcing change, an escape into illusion, a loss of confidence, and an erosion of authority and responsibility. Together, these comprise the American disease.

This book attempts to describe the nature and symptoms of that disease, reveal its causes, and outline some remedies. But the first, most important step is the recognition of the disease itself. Once that is accomplished, remedies will appear in profusion; they will be many and varied. But until the disease is clearly recognized there can be no cure; it will continue to waste our resources, our institutions, and our people.

In light of recent political events, it may prove surprising to some readers that I perceive the transition from individualism to communitarianism—described in my last book, The New American Ideology (1975)—as continuing unabated. But the transition is not necessarily what the American people desire; it is what reality is imposing upon us. We must understand the tension that this uncomfortable circumstance generates; through the analysis of this tension, we can come to a greater understanding of our choices.

We shall examine the evolving relationships among large publicly held corporations, the federal government, and labor unions by focusing on a number of problems that shape those relationships, such as international competition, environmental pollution, electric generation, worker motivation, corporate governance, unemployment, and urban disintegration. To gain greater insight into these problems my research assistant, William R. Glass, and I interviewed many persons associated with business, government, and labor, whom I would like to thank for being so generous with their time and thoughts.

In and around government there were: Douglas D. Anderson, Deputy Counselor to the Secretary, Department of the Treasury, 1981–82; Joan Z. Bernstein, General Counsel, Environmental Protection Agency (EPA), 1977–79; Phyllis D. Bonanno, Director, Office of Private Sector Liaison, Office of the United States Trade Representative (USTR); Ambassador William E. Brock III, United States Trade Representative; Adolf Brueckmann, Senior Policy Analyst, Department of Commerce; Douglas M. Costle, Administrator, Environmental Protection Agency, 1977–81; William Diebold, Senior Research Fellow, Council on Foreign Relations; William Drayton, Environmental Protection Agency, 1977–80; Professor George Eads, member of the Council of Economic Advisors, 1979–81, School of Public Affairs, University of Maryland; Ambassador William D. Eberle, Special Representative for Trade Negotiations, 1971–75; Charles W. Ervin, Director of Operations, United States International Trade Commission; Geza Feketekuty, Assistant U.S. Trade Representative for Policy Development, Office of the USTR; John D. Greenwald, Assistant General Counsel, Office of the USTR, 1974–79, Department of Commerce, 1980–81; Matthew Holden, Jr., Commissioner, Federal Energy Commission, 1977–81; Richard John, Chief Scientist, Department of Transportation; Congresswoman Marcy Kaptur, former White House aide on Urban Affairs; Frederick T. Knickerbocker, Acting Director, Economic Policy Staff, Department of Commerce; Rebecca Lambert, Associate Deputy Secretary, Department of Commerce; Edward J. Logue, President, South Bronx Development Organization, Inc.; Charles Mahoney, Secretary of Human Services, Commonwealth of Massachusetts, 1979–81; Harald B. Malmgren, Deputy Special Trade Representative, 1972–75; John F. O’Leary, Deputy Energy Secretary, 1977–79, Administrator, Federal Energy Administration, 1977; Joseph S. Papovich, Labor Liaison, Office of the Private Sector Liaison, Office of the USTR; Roger B. Porter, Deputy Assistant to the President; Richard R. Rivers, General Counsel, USTR, 1977–79; Marjory E. Searing, Director, Office of the International Sector Policy, Department of Commerce; Thomas G. Sheehan, Assistant Director, Private Sector Liaison, Office of the USTR; Harry Spence, Receiver/Administrator, Boston Housing Authority; Ambassador Robert Strauss, United States Trade Representative, 1977–79; Joseph C. Swidler, former chairman of the Federal Power Commission and N.Y. Public Service Commission, now Energy Consultant; Jim J. Tozzi, Deputy Administrator, Office of Information and Regulatory Affairs, Office of Management and Budget; Anne Wexler, Deputy Undersecretary for Regional Affairs, Department of Commerce, 1977–79, Assistant to the President for Political Issues, 1979–81; and Mary Jane Wignot, Subcommittee on Trade, Committee on Ways and Means, U.S. House of Representatives.

Business leaders included: Jerr Boschee, Control Data; Richard M. Brennan, Union Carbide; Charles L. Brown, AT&T; Elizabeth A. Buckley, City Venture; Fletcher L. Byrom, Koppers; Alan B. Cooper, ARMCO, 1953–82; Mark J. D’Arcangelo, General Electric; Hugh P. Donaghue, Control Data; William J. Durka, General Electric; Frank Fenton, American Iron and Steel Institute; John H. Filer, Aetna Life and Casualty; Stephen H. Fuller, General Motors; Brian I. Hollander, Aetna Life and Casualty; Howard M. Love, National Steel; Charles F. Luce, Consolidated Edison; Ruben F. Mettler, TRW, and chairman of the Business Roundtable; Laura B. Morris, Digital Equipment; Stanley Nehmer, Economic Consulting Service; William C. Norris, Control Data; Paul M. Ostergard, General Electric; Peter G. Peterson, Lehman Brothers Kuhn Loeb; Henry D. Schacht, Cummins Engine; Irving S. Shapiro, E. I. duPont de Nemours & Company; Oliver R. Smoot, Computer and Business Equipment Manufacturers’ Association; J. Bradford Stroup, Data General; Alexander B. Trowbridge, National Association of Manufacturers; and Roger G. Wheeler, Control Data.

Labor leaders interviewed included: Edmund Ayoub, United Steel Workers of America; Irving Bluestone, United Auto Workers; Sam Camens, United Steel Workers of America; Thomas Donahue, AFL-CIO; John T. Joyce, International Union of Bricklayers and Allied Craftsmen; James W. Smith, United Steel Workers of America; Brian Turner, AFL-CIO; and Glenn E. Watts, Communications Workers of America.

In addition, there were: Jeremy Bacon, The Conference Board; Kevin Balfe, National Alliance of Business; Renee Berger, President’s Task Force on Private Sector Initiatives, Committee for Economic Development; Professor David L. Birch, Program on Neighborhood and Regional Change, Urban Studies and Planning, MIT; Scott Fosler, Committee for Economic Development; Frieda Garcia, United South End Settlements, Inc.; Mary B. Green, KLH Child Development Center; Royce Hanson, Committee on National Urban Policy, National Research Council; Rebecca A. Lee, Local Initiatives Support Corporation; Leonard Lund, The Conference Board; Jack A. Meyer, American Enterprise Institute for Public Policy Research; Professor Gwen Morgan, Wheelock College; Robert E. Morgan III, Visiting Homemaker Service of Hudson County, Inc.; Robert P. Newsome, New York City Partnership; B. Warner Shippee, Center for Urban and Regional Affairs, University of Minnesota; Ted Small, New York City Private Industry Council; William Spring, Tri-Lateral Council on Quality Education, Federal Reserve Bank of Boston; Beverly Stadum, Center for Urban and Regional Affairs, University of Minnesota; Catherine Stratton, Boston Private Industry Council; Mitchell Sviridoff, Local Initiatives Support Corporation; Pat Wartts, City Venture; Millicent Woods, National Alliance of Business; and Robert L. Woodson, American Enterprise Institute.

I am also deeply grateful to my colleagues at Harvard, many of whom read and commented on all or parts of this book: Paul Achleitner and William Crum; Professors Alvin L. Alm, appointed Deputy Administrator of EPA in May 1983, Kenneth R. Andrews, Joseph Auerbach, Joseph L. Badaracco, Joseph L. Bower, John T. Dunlop, J. Ronald Fox, Thomas K. McCraw, D. Quinn Mills, Robert B. Reich, Malcolm S. Salter, Bruce R. Scott, Richard H. K. Vietor, Philip A. Wellons, and David Yoffie. I owe special thanks to Professor Scott, whose thinking about the concept of national strategy has been central to my work. I am also most grateful to Dr. Miles F. Shore, professor at Harvard Medical School and director of the Massachusetts Mental Health Center, for his help in properly describing the “American disease.”

John H. McArthur, Dean of the Harvard Business School, and E. Raymond Corey, director of the school’s Division of Research, gave me essential support and assistance. My heartfelt thanks to them both and to the dedicated staff of the Research Division, especially Kathryn May and Judy Uhl. In addition, I am most grateful to Anne O’Connell and Joan O’Connor, who transcribed the tape recordings of my interviews, a painstaking and wearisome task of great importance.

Bill Glass’s assistance was most valuable: in addition to helping with the interviews, he joined me in writing two Harvard Business Review articles, from which Chapters 7 and 10 were drawn. My thanks also go to Janet Porcaro, who has the uncanny ability to make sense of my scribbles, and never tired of typing drafts of this manuscript.

Jeffrey Cruickshank, editor of the Harvard Business School Bulletin, gave me the benefit of his extraordinary editing skills, and Peter Halasz diligently and accurately checked facts and endnotes. Ashbel Green has been, as always, a most valued friend, critic, and editor.

While none of these can be blamed for my errors, they must share credit for what is right and true in this book.

Finally, I thank my wife, Nancy, for her assistance and devotion, and my children and grandchildren for their patience and understanding in the face of the author’s petulance.

Boston, Mass.
May 1983

 GEORGE C. LODGE
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The American Disease

The cold winter of 1982 brought home to Americans the realization that our economy, once the wonder of the world, was failing. The power and efficiency of the industrial system, which since World War II had been taken for granted, was eroding. The United States was aware, for the first time, of losing ground in the competitive race with other developed nations. We were particularly cognizant of our seeming inability to compete with Japan.

During the previous two decades, in virtually every line of industry she chose to enter, Japan had proved herself capable of making products as good as or better than their American equivalents, and of selling them at lower prices. In the early 1980s, the effects were plain to see in the production of color televisions, steel, automobiles, electronics, computers, semiconductors, and more. By 1981, Americans were spending $18 billion more on Japanese products than the Japanese were spending on American goods. And, increasingly, the nation’s exports resembled those of a colony. Our rare success stories included agricultural products, tourism, timber, and coal—hardly representative of a vital and competitive economy. By 1982, the trade imbalance favored the Japanese by almost $25 billion.

Resentful, humiliated, and shocked, some Americans began to shout “foul!” We were playing fair, went the refrain; we were playing the game as it had always been played, but the Japanese (and Europeans) were changing the rules. Unfair advantages had been built into the structure of international trade. It was tariff barriers, suggested Lee Iacocca, that were preventing the Japanese from buying Chryslers.1 The Japanese government, furthermore, thought coherently about its national goals and policies, and guided and assisted its strategic industries accordingly—an inappropriate function for government, many thought, particularly since Washington assumed no such responsibility.

Japanese workers were also at fault, failing to understand that the role of a respectable trade union was to fight for higher wages and benefits through an adversarial contract. Japanese corporations and banks were bound together in monstrously efficient machines, cooperating in ways which would clearly be illegal for their American counterparts. And the European steel makers, subsidized by their governments, were selling steel below U.S. prices in order to increase their share of the American market. Demands were heard for a counterpunch against this accumulating unfairness, which some began to perceive as a calculated evil.

But Americans have also begun to wonder whether the problem may not be rooted in the game itself, and in the assumptions upon which its rules were based. Facing a changed reality, they ask, by whose rules is the world going to play? If not by ours, then a critical question arises immediately: How long will it take us to learn the new rules, and organize our economy to play by them? Other fundamental questions ensue, focusing on the roles and relationships of government, corporations, and trade unions. The answers to these questions—so recently posed—have only just begun to be sought.

Japan is not the enemy; its success is but the mirror of our own failure. In that sense, Japan is peculiarly valuable to us as the best measure of what we have not done, the standard against which we must compare our future efforts. But our focus must be on the American reality, and not the reflected image that Japan represents. The roles and relationships of America’s great institutions are indeed changing, but the change is slow and costly, attended by mounting crisis. The purpose of this book is to consider how that change can be made more efficient, less painful, less bloody. In short, how do we effect a maximum of change with a minimum of crisis? In the answers to this question lies the remedy for the disease which afflicts us.

The symptoms of the American disease were clear in the performance of the economy in 1982. They were even more dramatically revealed by an examination of the cumulative impact of the 1970s: economic growth was slow, lagging consistently behind that of Japan and most of Western Europe, and interrupted by periods of decline in the mid-1970s and early 1980s; the real incomes of the American people fell further and further behind inflation; and both public and private borrowing increased, even as the cost of borrowing reached all-time highs. In the first quarter of 1982, corporate profits took one of their worst plunges on record, with earnings down 17% from a year earlier.2 Investment in new plants and equipment was sluggish.

In fact, every indicator, social as well as economic, revealed sickness. Nearly 12 million Americans were looking for work in 1983, and several million more had given up the search in despair. By another measure, more than 10 million people were counted as being part of an underclass increasingly unreachable by the legitimate institutions of our country. Populated largely by the disaffected—by welfare mothers, dropouts, addicts, hustlers, and ex-offenders—the underclass was young, mostly female, mostly black or Hispanic, and mostly hopeless. The bridges which had once tied their disintegrating communities to the mainstream of American society had been destroyed.

The productivity levels of American industry were stagnant and labor costs were rising; as a consequence, foreign industry, mostly Japanese, was acquiring ever larger shares of both the U.S. and world markets. During the 1970s the United States lost more than 2 million jobs to foreign competition, about half of them in the hard-pressed Northeast and Midwest. Foreign auto manufacturers, again mostly Japanese, had seized nearly 30% of the U.S. market and American companies in 1980 and ’81 had suffered losses of more than $5.5 billion. By 1981, twenty-five auto plants had closed and another hundred factories related to the industry had shut down. These trends struck at the very heart of the American economy: the automobile industry had traditionally accounted for 8% of the gross national product and had employed some 4 million Americans. Of these, close to half a million were out of work in 1982.3

Although America’s principal economic competition was coming from Japan, and although the automobile industry was suffering most obviously, there was trouble on other fronts as well. The manufacture of jetliners, for example, had been a virtual U.S. monopoly for years. But at the turn of the decade, a consortium of European governments and companies called Airbus Industries began to threaten that monopoly. By 1981, Airbus had captured a fourth of the world market for big jets; during the first five months of 1982, Airbus won almost half of the new orders for large aircraft, even gaining a toehold in the U.S. market.4 In what was becoming a familiar refrain, U.S. manufacturers complained that the Europeans were cheating, relying on government subsidies and loans.

The steel industry was in a comparable state of disarray, the victim of cheaper imported steel, in part the result of the cooperative relationships established among the government, business, and labor sectors of our foreign competitors. Imports had accounted for about 20% of the U.S. market, and the American share of world steel production had declined from 28% in 1958 to less than 17% by the end of the 1970s.5 The manufacture of machine tools—essential for the development and use of new technology—had suffered an even more ominous deterioration. In 1972 the United States enjoyed a $146-million trade surplus in machine tools, $16.6 million of which was with Japan. Only six years later the surplus had turned into a $155-million deficit, including an incredible $182-million deficit with Japan.6 In fact, U.S. manufacturing exports were declining across the board, and not only in relation to Japan. Throughout the 1970s, Britain, France, Germany, and Italy also outperformed the United States in the rate of growth of manufactured exports, as did the “new Japans” of East Asia: Taiwan, South Korea, Singapore, and Hong Kong. Overall, by 1983 the American trade deficit was approaching $60 billion.

Part of the problem, it was clear, was uncompetitive labor costs. The American trade-union movement, born in the nineteenth century and nurtured in the early years of the twentieth, came of age after World War II. Founded in an adversarial relationship with management—a posture which was reinforced with the negotiation of collective contracts—unions demanded and won an ever-increasing share of the fruits of production for American workers. Wage raises, linked to the cost of living, grew dramatically in the 1960s and ’70s, to the point where they contributed to the decline of entire industries. The automobile industry was a clear case in point. The average wages of automobile workers in the United States in 1980 were about twice those in Japan. This difference, combined with the greater efficiency of Japanese workers (about 20% more productive than their American counterparts), gave their autos a cost advantage of between $1200 and $1500 when landed on our shores.7 To make matters worse, American consumers perceived Japanese products to be of superior quality.

But the competitive problems of American industry could by no means be blamed exclusively on labor. William J. Abernathy and Robert H. Hayes saw “a broad managerial failure” in the United States, “a failure of both vision and leadership that over time has eroded both the inclination and the capacity of U.S. companies to innovate.”8 They charged American managers with a variety of shortcomings: a short-term focus on quarterly dividends, a fixation on short-term cost reduction rather than long-term innovation and risk-taking, a neglect of quality and production processes, and unimaginative work-force management.

Another visible symptom of the American disease was the discouraging record of incoherent, fragmented, and shortsighted government policies. Government had failed consistently to consider the long-run and cumulative impact of what it was doing. America’s energy policy during the mid-1970s, for example, was designed to insulate consumers from the real increase in the price of oil. Americans were thus encouraged to purchase gas guzzlers, and automobile companies were encouraged to continue their production. (Manufacturers, of course, were otherwise enticed: profit margins were higher on larger cars.) With the sharp rise in the price of oil and gasoline in 1979, however, small cars became dramatically more desirable, even to American consumers. Foreign producers were there with the right product, while the U.S. industry was caught with uncompetitive cars.

One might well wonder why leaders in American industry and government in the early 1970s did not discuss the implications of the clear trend of rising gasoline prices, and develop a considered response to it—a response which could perhaps have been accompanied by a less disruptive application of environmental and safety regulations. One might well ask how labor, industry, and government could entirely fail to see how the game was developing. (Chrysler’s dismal plunge began, after all, in the early 1970s.) In part, that failure was inherent in the relationships among the principal players, and in the rules of the game itself. Ours was an economy based on the rules of adversarialism. During the 1970s, for example, big business was “bad,” the target of powerful interest groups who saw it as an ugly, profiteering, and polluting force. National polls revealed a marked “antigrowth” bias in the American people.9 A concurrent assumption, of course, was that big business was as indestructible as it was objectionable, and that the cow would still give milk even as it was being battered with unpredictable and frenzied blows.

Even American industries at the frontiers of technology, the potential giants of the future, were in trouble. In the field of semiconductors, for example—those miraculous silicon chips that have emerged as the key component in new computers, telecommunications devices, machine tools, and dozens of other products—America once held a seemingly insurmountable edge. But by 1982, U.S. and Japanese manufacturers were competing head to head for a world market estimated to be worth more than $80 billion by 1990. Robert B. Reich, formerly the director of planning for the Federal Trade Commission and later a lecturer at Harvard’s Kennedy School of Government, predicted in November 1981 that the U.S. would lose the battle.

“United States manufacturers, in partnership with the U.S. government, took an early lead in the Chip Wars,” Reich wrote. “Research in radar and sophisticated communications equipment during World War II led to the invention of the transistor in the late 1940s, and of the integrated circuit a decade later. By 1967, the U.S. government was the largest single purchaser of semiconductors, accounting for almost one-third of the market—thereby giving new chip makers the volume they needed to bring costs down.… In 1962 an integrated circuit cost $50; by 1968 its cost had dropped to $2.33, making it commercially attractive for use in many civilian products.”10

In the early 1970s, the Japanese government gave its chip makers tax privileges and direct subsidies of about $400 million a year, and imposed a 10% tariff on imported chips. But it was not until 1975 that the Japanese began to make substantial headway. “In a sluggish economy that was trying to adjust to the oil-price rise,” Reich continued, “commercial purchasers of semiconductors in the U.S. reduced their demand sharply.” The Defense Department also retrenched. “U.S. chip makers cut their capital equipment purchases by half and laid off thousands of skilled workers. By contrast, the Japanese chip makers—with their tax privileges, loans, subsidies, and tariffs in place—could afford to expand their production and improve their technology in anticipation of the next economic upturn.”

In 1978 the demand for chips took off. “Just to keep its own customers supplied, Intel (one of the major U.S. producers) was forced to buy chips from Hitachi at the rate of 200,000 a month. IBM had to purchase 10 million Japanese chips for its small computers. By the end of 1978 the Japanese chip makers had captured 40% of the world market for 16K RAMs (Random Access Memory), the most advanced memory devices in production.”

Reich saw history repeating itself in the winter of 1982, as high interest rates and sluggish demand forced the U.S. industry to cut back, while the Japanese, less mindful of short-term profits, proceeded to gobble up increasing shares of the world markets. They had already beaten the U.S. to market with the sophisticated 64K RAM chip, and seemed to have a clear lead with the 256K chip of the future.

“American chip makers’ only real hope at this point,” said Reich, “is the U.S. Department of Defense.” Increased military expenditures will spur demand for chips, but it will also bias innovation and production away from commercial uses and toward military uses. Reich concluded that Japan will win the “Chip Wars” largely because of a failure of U.S. industrial policy. It is a particularly dismal example: because the government/business relationship was poorly designed and incoherently administered, a once-dominant American industry faced defeat in the international marketplace.

It has been almost a hundred years since Andrew Carnegie wrote Triumphant Democracy, which began:


The old nations of the earth creep on at a snail’s pace; the Republic thunders past with the rush of an express. The United States, in the growth of a single century, has already reached the foremost rank among nations, and is destined soon to outdistance all others in the race. In population, in wealth, in annual savings, and in public credit; in freedom from debt, in agriculture, and in manufactures, America already leads the civilized world.



What has happened to Carnegie’s America? As my colleague Bruce Scott has pointed out, the old wealth of the United States—land, labor, capital, raw materials, and markets—is no longer enough to ensure a competitive advantage. The winners in today’s world—those who “thunder past with the rush of an express”—possess little in terms of land or raw materials. Their capital has come from savings; their markets are the world. What they do possess is an extraordinary capacity to bind together government, business, and labor in the formulation and implementation of explicit national strategies. “In industrial terms,” writes Scott, “the star performers of the last 30 years are a group of countries whose critical resources are not land or minerals but rather people and savings—and the policies and institutions to mobilize and periodically redirect both.”11

Stephen Fuller, who returned to the faculty of the Harvard Business School in 1982 after serving as vice-president of personnel at General Motors, put it another way:


There are two areas where Japanese industry has a competitive advantage. They have no superiority in manufacturing or engineering technology, but they have a non-adversarial relationship with their government and they give full strategic importance to the management of people. Japanese management makes sure that employees at every level understand the company’s strategy, goals and objectives. In this country, no major company can develop and implement its strategic goals without considering the adversarial nature of government and union relations. We’ll restore our competitive strength as we learn to make those relationships more cooperative.12



At the end of World War II, Japan was a shattered nation, with 85 million impoverished people crowded onto a small, infertile island chain, devoid of resources, dejected and depressed. Appalled at the prevailing conditions, and seeking to stabilize the vanquished enemy, General Douglas MacArthur and his occupation forces undertook to set the country on the road to prosperity. “The world has never seen … so abnormal an economic system,” said MacArthur, referring to the remnants of the prewar system, which featured extensive collaboration between large private entities—the zaibatsu—and the government.13 By introducing typically American antitrust laws, MacArthur sought to sever what he perceived as the overly close relations between government and business. He brought an unaccustomed militancy to Japan’s traditional company unions by inviting the United Automobile Workers and other U.S. unions to teach his wards how to wage a proper strike. In short, he sought to instruct them in the “rules” as understood by Americans.

Given the circumstances, the Japanese were accommodating and respectful, and sought to implement the general’s innovations; but these were plainly not their ways. Eventually, the American pressure for economic reform eased: MacArthur was distracted by the Korean War, and the United States began to focus more on building Japan’s strength as an ally than on purifying its economic system. Japan seized the opportunity to revert to more traditional precepts. Government undertook to guide and assist industry so that Japan could earn the foreign exchange she desperately needed for her survival. Antitrust laws were set aside in favor of the efficiencies of consolidation, under the watchful eye of the Ministry of International Trade and Industry (MITI). Trade unions and management, after a rash of conflicts, concluded that a relationship based on mutual antagonism would not benefit either side. Far more constructive than the adversarial contract was a working consensus, through which the mutuality of interests of both labor and management could be made manifest. It was a decision that would have far-reaching consequences: by 1980, 16% of the board members of Japanese companies would be former trade-union leaders.14 (William Abernathy reports that young managers at Toyota serve two or three years in the union, during which time they are expected to be elected to a position of leadership.)

In the years following World War II, Westerners looking at Japan tended to be pessimistic about her chances. Even such a friendly and astute observer as Edwin O. Reischauer wrote in 1950:


First of all, there is the problem of whether or not Japan, regardless of the political and economic system she eventually chooses, can maintain any satisfactory standard of living in the future. She cannot grow enough food to feed all her people. She cannot produce the greater part of the fibers from which she must spin her clothes for her millions. She has very little oil or iron and is lacking in adequate quantities of most of the other minerals and raw materials needed to maintain a modern industrial economy. Nylon and other synthetic fibers have destroyed most of the demand for silk, the one major export item she produced entirely within her boundaries. All she has to offer on the world market is her own energy—manpower and the energy of coal and water. With these she can transform imported raw materials into goods for re-export. The slim margin of profit from this re-export trade must be sufficient to pay for all the imports Japan must have to support her own people. To do this, Japan’s export trade must be huge. But where is she to find her markets in a divided world and in a Far East disrupted by revolutions and bitterly determined not to trade with her? Japan’s situation is basically similar to England’s but infinitely worse. She is far less richly endowed with the vital resources of coal and iron than are the British Isles. She is less highly industrialized. She has no overseas empire to aid her but instead an international legacy of distrust and hate. And she has almost twice the population of Great Britain to support on her more meager resources.15



What Westerners could not understand, and still have not completely understood, is that Japan conceived of herself as a coherent community whose survival depended upon an effective national strategy.16 Her people looked outwards, not inwards, and realized that the dangerous and competitive world described by Reischauer necessitated an agenda of national priorities, and policies to accomplish that agenda. The war had reemphasized a vital lesson: all sectors of Japanese society had come to realize that they were dependent on each other. Consensus was a necessity; an educational system that contributed to consensus-building was as essential a part of an effective economic strategy as the organization and management of workers, technology, processes of production, or investment for trade expansion. Japan was a nation that had learned to think systematically about herself, and had developed the institutions which enabled the lessons of systematic thought to be implemented effectively.

By 1970, Japan’s economic output had surpassed that of every country in the world except the United States and the U.S.S.R. The reasons for this “economic miracle” are not mysterious, only subtle. Their perception requires a holistic approach. They lie in the structure of the relationships among the different sectors of society, a structure which enabled Japan’s leaders to think coherently about the requirements for success in the real world. It was not a matter of imposed uniformity. It was, as Peter Drucker put it, “the result of something far more interesting, habits of political behavior that use the diversity in Japanese national life to produce effective economic action.”17 Among these habits was a consciousness of dependence on the outside world for energy and raw materials, which necessitated an understanding of the impact of any policy or action on the competitive strength of Japan in the world. Japan, as Drucker emphasized, does not have a monolithic social structure; it includes as many powerful interest groups as any country, which lobby “brazenly” for their own interests, “in ways which would make a Tammany boss blush.” But each group is “expected to fit its self-interest into a framework of national needs, national goals, national aspirations and national values.”18 The acid test is the national interest.

To fuel its industrial machine with low-cost capital, the Japanese government has created a system that provides the highest savings rate in the world. In 1981, more than $42 billion was deposited into the Postal Savings system and converted into long-term borrowings at low or no interest rates for companies which, in the opinion of the Ministry of International Trade and Industry and other government agencies, were critical to Japan’s continued success in world market competition. In addition, in 1981 some $1.8 billion of the government budget was allocated to promote science and technology, including computer technology.19

Evidence of the efficacy of this approach abounds. For example, private investment in plant and equipment as a share of gross national product during the 1970s averaged 17% in Japan, as opposed to 10% in the United States. Consumer prices at the end of the decade were increasing by about 13% a year in the United States, but only by about 4% annually in Japan. Interest rates by the end of the decade were about 12% (Federal Reserve discount rate) in the United States, and 6.2% in Japan. Productivity—output per hour of work—was declining in the U.S., while it was growing at about 4% in Japan. U.S. plant and equipment in 1978 was approximately seventeen years old; in Japan it was ten.20 “Japan is a nation like a juggernaut with all of the pieces in place going in one direction,” said J. Thomas West, director of engineering at Data General Corporation. “It has a tendency to succeed at anything it decides to do.”21

This outstanding economic performance, it must be emphasized, has been the result of a strategy. Government policies have promoted investment in new plants producing goods for export. They have supported education in the skills required to operate new plants and equipment—simply put, they have trained engineers, not lawyers or financiers—and they have provided retraining for those needing relocation within the economy. Management, for its part, has looked for long-term market share in highly profitable industries, rather than a short-term return to shareholders. Managers have realized that new technology requires new methods of organizing workers; new education demands new procedures to ensure high levels of motivation and commitment. Workers have understood that their standard of living is inseparable from Japan’s competitive posture.

In short, across the spectrum of her society, Japan has seen the world as it is, not as she would wish it. She has defined her position and her vital interests in that world. And she has defined her institutional functions and relationships in such a way as to fulfill those vital interests. Her comparative advantage lies in her ability to be both realistic and holistic—that is, conscious of herself as a combination of elements, which, when properly assembled, constitute a whole which is manifestly different from and more powerful than the sum of its parts.

Many have attributed this ability to the peculiarities of the national culture. To be sure, culture is important; but we had better understand clearly what we mean by the term. Is it reasonable to argue that Japan’s culture makes it, inevitably, the superior of the United States? I cannot accept that premise. Japan’s success is more properly attributed to a concept related to, but different from, culture. That concept is ideology—the set of ideas that defines and justifies the roles and relationships of a community’s institutions. If I am correct, then Americans do indeed have a choice, and therefore a responsibility. Whereas culture tends to be inherent and congenital—that which is predetermined for a society—a change in ideology can be undertaken and accomplished. What the Japanese possess that we have yet to achieve is an appreciation of the world context in which their nation exists, and an awareness of the necessities which that reality imposes.

The American disease is importantly a psychological ailment. Observers of the American scene in 1981 reported that “three out of four Americans, shocked by the reverses the country has undergone since 1973, have concluded that ‘We are fast coming to a turning point in our history. The land of plenty is becoming the land of want.’ ”22 Survey data in 1980 showed that 55% of the population was convinced that “next year will be worse than this year.”23 The past looked rosier than the future. There was the inarticulate but wistful hope that Ronald Reagan would take us back to a lost state of grace.

But despite Reagan’s appealing rhetoric—about tax cuts and budget cuts, about unsnarling government regulations, about returning power to the people and getting government off their backs—there was an ominous disquiet in the winter of 1982. Perhaps the very simplicity of the President’s vision emphasized the true complexity of the situation: there seemed to be too much institutional rot around to be so easily disposed of. Many of the nation’s school systems, for example, were in a shambles. They were accomplishing little; and of what they did manage to convey, not much seemed especially relevant to the needs of society. (Japanese children outscored U.S. children in mathematics at every grade level.24) The physical infrastructure was in an appalling state of deterioration—sewers leaked, roads and bridges needed repair, and mass transportation systems were obsolescent. Richard Schneller, the majority leader of the Connecticut state senate, estimated that it would require $1.5 billion just to fix the roads and bridges of Connecticut. “Business depends on healthy infrastructure,” he said. “They should be working in partnership with the government to improve the situation, but they are not. Old antagonisms get in the way. Somehow business does not think the community’s business is theirs.”25

Other resources even further removed from the pressures of the marketplace were in serious trouble. The nation’s electric utilities, for example, faced unprecedented costs due to rising oil prices. Their revenues were restrained by both rate limitations and environmental regulation. In 1982, many were near bankruptcy, and were essentially paralyzed. Although there seemed to be enough generating capacity in place to keep the lights on through the 1980s, there was a real possibility of extensive regional power failures in the following decade. With ten- to twelve-year lead times needed for new plants, these failures could be inevitable.

Such internal difficulties only exacerbated our growing doubts about the nation’s ability to maintain a posture of world leadership. Many, indeed, were concluding that the effort was not worth the price. Having fallen to tenth among nations in per capita gross national product—behind almost every country in northern Europe except the United Kingdom—Americans were loath to increase military expenditures. Lester Thurow, viewing the deteriorating American economy, wrote: “If adventurism is what the Soviet Union wants, it will have even more opportunities (in the 1990s) given the likely disarray in Western alliances. In short, the major American foreign policy problems lie at home. Unless these domestic problems are cured, there is no panacea to be found abroad in projecting military power or displaying diplomatic skill.”26

Perhaps the most disquieting and unfamiliar aspect of the reality facing America was the growing perception of interdependence. Americans had begun to sense that they would never again experience the sense of self-sufficiency and indestructibility they had enjoyed during the thirty years following World War II. In a profound sense, we, too, had become dependent on the other nations comprising our fragile world. Roughly half of the oil which fueled our industries had to be imported from one of the most unstable quarters of the world. And while the economy was being battered by competitive systems in Japan and Europe—systems we found not only difficult to understand but in many ways distasteful to emulate—the pervasiveness of trade in the economy, and thus the necessity of a competitive posture, was more and more evident.

As a proportion of gross national product, trade increased substantially in all industrialized countries during the 1970s. It rose by 44% in Japan, 36% in West Germany, and 80% in France. But in the United States, it grew an incredible 140%.27 More than 20% of the nation’s industrial output in 1982 was exported. One out of every six jobs in U.S. factories produced for export. The products of two out of every five acres of U.S. farmland was sold abroad. Almost one-third of the profits of American corporations came from their exports to, or investments in, foreign countries. The share of trade in the gross national product doubled during the 1970s. The cost of oil imports alone rose from $3 billion in 1970 to more than $80 billion in 1982. Many of the largest U.S. companies depended on the rest of the world for more than half their sales and profits. America’s dependence on imports manifested itself in many ways: when the value of the dollar fell in 1977–78, for example, the increased cost of imports added at least two points to the rate of inflation.28

Much of this rise in interdependence was an outgrowth of the rapid escalation in oil prices which began in 1973. By 1980, the oil-exporting countries enjoyed a combined trade surplus of $110 billion, up from $60 billion in 1974. It was a breathtaking transfer of money and power. For the United States, the most powerful nation in the world, the shock was as profound psychologically as it was economically and politically. In a twinkling, the world—and our role in it—had been transformed.

But the oil shock has to be understood also as a unifying, integrating force. The oil producers had to do something with their sudden infusion of revenues. What they did was to increase greatly their purchases of goods and services from the industrialized world, fueling a competition to satisfy their new demands: for armaments, industrial equipment, consumer goods, financial services, and social and educational programs. Much of their money was deposited in Western banks, and subsequently loaned to developing countries. For these countries to be able to afford the interest payments on these huge loans—Mexico, for example, had obligations of more than $80 billion in 1982—they had to export their products to the consuming nations. Here the ties began to bind: in order for Brazil and Mexico to pay their debts to American banks, they had to increase their exports of steel, autos, and agricultural products to American markets.

Another route traveled by the oil producers was investment in the capital markets, through the purchase of real estate, commercial properties, industries, or debt. With such purchases, of course, came political and economic influence. While Americans, when they considered these trends, tended to focus on their sense of being “in hock,” “over a barrel,” the overriding effect was one of increased interdependence.

In short, the United States was becoming as dependent on the rest of the world as Japan had been for a century. But there was a difference: we didn’t realize it. President Reagan’s 1982 State of the Union address contained multiple references to the virtues of states’ rights, but it made no reference to the fact or the consequences of interdependence. Perhaps most interesting was the glow of good feeling that the address generated, even in as jaundiced an observer of the American scene as Roger Mudd of NBC, who responded to the President’s words with what appeared to be a heartfelt admiration. The reason can be inferred: the President was taking us back to a happier day, to a more secure time, to long-cherished virtues.

But, speeches and nostalgia to the contrary, by the early 1980s there was evidence that Americans were absorbing the profound implications of global interdependence. The effects of the American disease were coming clear: America had been living beyond its means. We had grown inefficient and careless. We had to consume less and invest more.

Belatedly aware of the problem, Americans began their search for solutions. Appropriately, the remedies proposed were directed primarily at the roles and relationships of government, corporations, and labor. They focused on the proper role of government and how it could be carried out effectively; on the purpose of the great corporation and the most desirable relationship between its activities and those of government; on the authority and practice of management, and the relationship of managers to those whom they manage. These concepts, of course, had been discussed previously; the difference was that in earlier discussions, they had invariably been considered separately. This isolated approach to economic problems was in itself among the causes of the disease, and it was now perceived, if only dimly, that they could not be managed or even grasped unless their interrelationships were clear.

Some proposed a return to protectionism, to the erection of trade barriers around the failing institutions of America to insulate them from competition. This remedy, which had been acceptable in the past, was in 1982 generally perceived as self-defeating because of the unalterable dependence of the nation on the world. Opponents of protectionism also challenged the logic of insulating the unproductive or uncompetitive sectors of our economy. Others promoted “local content” legislation, requiring foreign producers who sell in the U.S. to manufacture here also. “The long range goal has to be to get the Japanese to locate and produce here,” said Douglas A. Fraser, the then president of the United Automobile Workers.29 This was perceived as a means of retaining jobs in the United States while importing foreign capital and management techniques. But the approach also had its risks, carrying with it the threat of retaliation from other countries, whose cooperation already benefited many industries. Could we afford to jeopardize existing relationships in the attempt to create new ones?

These budding changes in the American approach to management and competition were paralleled by developments in American trade unionism. “It’s time our adversary system was changed,” said Donald F. Ephlin, UAW vice-president at the ailing Ford Motor Company. “It’s a system that is causing us to run in second place.”30 Indeed, in many sectors besides automobile manufacturing—in construction, trucking, communications, rubber and steel production, and the airline industry, for example—the old adversarial conception of the role of the trade union weakened as the interests of workers became more clearly identified with those of the enterprise as a whole.

But what new concept would take the place of the old? Unions representing some 4.5 million workers faced demands for wage restraint and other concessions in 1982. What they would and could seek in return was unclear. With organized labor now comprising little more than 20% of the work force, and with its political influence and bargaining power at a correspondingly low ebb, the American labor movement felt itself vulnerable to increasingly sophisticated attacks by managers eager for “a union-free environment.” But it seemed unlikely that the new concept of American labor would be no concept at all; the unions would not give up something for nothing, and they would certainly not die gently. The new grounds for negotiation appeared most likely to lie in that fuzzy area formerly protected by the terms “management prerogatives” and “corporate governance”: access to corporate financial records, a voice in pricing and investment policies, participation in the management of the workplace, and an influence on the distribution of profits.

Keichi Takeoka was appointed in 1974 to manage Motorola’s Quasar television plant in Franklin Park, Illinois, which had been bought by Matsushita Electric, one of Japan’s largest producers of consumer electronics. “What we found when we took over,” said Takeoka, “was a manufacturing operation with a quality level of 150 defects for every 100 finished sets manufactured and a high rate of claims under warranty. Faced with such thorny problems, we tried using many productivity and quality control techniques employed in Japan. These techniques proved to be the right solution, since our preshipment defect rate is now three or four per hundred, and our warranty claims rate has decreased by 80%.”

This achievement is particularly noteworthy because most of the plant’s workers and managers were carried over from Motorola days. Takeoka’s solution was neither exotic nor mysterious: he changed the relationship between workers and managers to inspire a commitment to both quality and efficiency. The existing hierarchical approach was abandoned, and workers were encouraged to become involved in areas formerly reserved for management. “When workers feel they directly participate in management,” summarized Takeoka, “they are motivated to perform and to actively improve the entire system from production to management.”31 (Motorola, incidentally, later suggested that it would have moved in the same direction had it decided to stay in the business.32)

The example is not exceptional. Sanyo, one of Matsushita’s major Japanese competitors, acquired Warwick’s color television assembly plant in Arkansas in 1979, and in about two months reduced the product-defect rate from about 30% to less than 5%. In 1981, Sony’s San Diego facility achieved productivity and quality levels equal to those of comparable plants in Japan. But the problems inherent in changing concepts of the workplace should not be minimized: Akio Morita, chairman of Sony, has noted the difficulty that he encountered in trying to persuade American engineers and managers at the San Diego plant to get involved on the production floor, to “mingle with foremen and workers to learn how things were really being made.”33

In the summer of 1982, Nissan began building a $500-million light-truck plant in Smyrna, Tennessee. The company announced plans to send 425 key workers to Japan for training, and the UAW announced its intention to organize the plant. Marvin Runyon, Nissan’s American manager, felt the latter activity was unnecessary: “I have no distaste for unions,” said the former Ford vice-president, “but the reasons for a union thirty-five years ago do not exist in this company.”34

However uncomfortably, the lessons were beginning to take root. As Anthony Athos and Richard Pascale conclude in their 1981 book, The Art of Japanese Management, “There is a growing consensus—both at home and abroad—that to a significant extent the management practices which had seemed to serve America so well, and were admired around the world, were failing us. Reginald H. Jones, chairman of General Electric, recently commented, ‘The indictment in many cases is justified. It should be taken very seriously.’ ”35 (Athos and Pascale also noted that the American companies generally considered to be outstanding performers—such as IBM, Boeing, Procter and Gamble, Delta Airlines, 3M, and Hewlett Packard—were in many ways similar to companies like Matsushita.36)

The Japanese, of course, were mindful of the hostility with which their successes were being met in the United States, and in the early 1980s were becoming increasingly generous with advice and assistance. The Nikko Research Center of Tokyo, for example, sent a team of experts to America in 1980 to help out. “Both nations,” the team observed, “will continue their competition in the future. It is necessary for Japan to help American industry in such sectors where Japan holds an advantage. The way to prevent the spreading protectionism and [to keep] the free trade principle from becoming a mere skeleton is that the nation standing at advantage assists and helps the nation in distress.”37

Noting that since 1950 Japanese productivity had grown at twice the American rate, the Nikko team cited a familiar list of reasons: lack of investment in new plant and equipment, inefficient use of capital, stagnation of technological development, “management policy aiming at short-term return on investment, and various problems contained in the conventional style of management in the U.S., especially labor-management relations.” Also condemned were the failure of government to control inflation, “excessively expanded and fattened governmental structures,” and incoherent government regulations. Perhaps most serious, from the researchers’ perspective, were the “many unfavorable factors rooted deeply into the very system of American society, such as declining work ethic resulting from change in personal values, and excessive social welfare plus increase in crime, deterioration of social discipline and order, degraded quality of education and the like.” It was an ironic reversal, in a scant thirty years: now the Japanese were saying to us, as General MacArthur had said to them decades earlier, “You have a most abnormal system.”

On the positive side, the visitors found “mounting enthusiasm for the Japanese style of management …, the so-called ‘respect for humanity’ and ‘collective value system’ seeking the harmony of personal benefit and the collective profit.” More than two hundred companies, they said, had adopted “Japanese style quality circle activities,” but they predicted that “a great deal of brain working [sic] may be necessary” because of “cultural differences.”

The report also included a sobering note: “In order to avoid the most deplorable possibility of a frontal clash between two partner nations, there may be no other alternative for Japan than to cooperate with U.S. industry for its revitalization.”

“A real management revolution,” the report concluded, “might be required.”

Not all remedies had to be imported. While the Japanese were prodding us to become more effective competitors, the late Congressman Richard Bolling of Missouri and John Bowles, an investment banker with Kidder, Peabody and Company, were seeking to rally the nation around the development of a new national consensus, a coalition of strength and purpose to deal with our competitive challenge.38

In their book America’s Competitive Edge, Bolling and Bowles emphasized the achievements made possible when government, business, and labor had organized themselves for concerted actions in the past: the Marshall Plan for the reconstruction of Europe after World War II; the Hoover Commission, which effectively made the President the manager of the executive branch; and the Employment Act of 1946, which established the Council of Economic Advisors, and assigned to government the implicit obligation of assuring jobs to all those willing to work.

It is unfortunate that America’s Competitive Edge did not receive the attention it deserved. The nation, distracted by the advent of Ronald Reagan and his very different conclusions, did not fully benefit from Bolling and Bowles’s research, the lessons of which are worth recalling. The decline of American strength they attributed to weakness in the “economic triangle of trade, energy, and productivity.”39 This weakness was compounded during the Johnson-Nixon decade by a proliferation of incoherent government activities at the federal level, and by short-term economic policies which seriously neglected the nation’s capital base. Excessive and conflicting regulation, an aimless and often ineffective collection of social and welfare programs, and shortsighted fiscal and monetary policies were the inevitable result.

The authors’ remedies included “the re-creation of a governmental system that works,” and a revision of the Employment Act which would place emphasis on “productive jobs and not just jobs themselves.”40 Implicit in the Bolling-Bowles recommendations was the endowment of government with the responsibility and the power to define coherent national priorities, to work with business, labor, and other interest groups to establish a consensus for those priorities, and to create imaginative public policies for the efficient implementation of that consensus by American corporations, in cooperation with government and labor.

Philip Caldwell, the chairman of Ford, echoed these beliefs when he said, in 1981: “We need a new, sensible national industrial policy to provide an effective framework for action.” To Caldwell, it appeared to be a matter of survival: “Much as we might hope for greater independence in our affairs,… today U.S. companies are really competing with the country of Japan rather than with another private company.”41 “What we have never been able to master in this country,” he lamented, “is the articulation of goals in the industrial sector.”

Debates about the establishment of a “national industrial policy” will surely mark the decade of the 1980s and beyond. Proponents of such a policy argue that the United States will not recover economic health and competitiveness without it. Says Robert Reich: “Today competitive leadership requires the ability to adapt to a changing world economy, and government can help reduce the cost of adaptation in two ways: 1. By smoothing the movement of capital and labor out of declining industries; and, 2. By ensuring the availability of both capital and labor to promising sectors of the economy—that is, by accelerating the adjustment that capital and labor would otherwise achieve more slowly on their own.”42

Other proponents of industrial policy have noted that, to a great extent, our need is to make coherent and explicit that which government already attempts to do, and that which it must do in addition. Government policies already have enormous impact on industry, through military procurement, through research and development contracts, through environmental regulation, through tax and trade policies, and through outright subsidies. This school of thought raises the issue of governmental self-awareness: will the government continue to design and implement these policies oblivious of their very real effects on industry, or will it lift the veil of ignorance, as it were, and ponder what it is doing?43

If the United States has had an explicit industrial policy in this century, it has been antitrust. Our semi-religious faith is that if the marketplace were kept open and unobstructed, the resulting competition among numerous—and preferably small—proprietors to satisfy consumer desires would assure the definition and fulfillment of the national interest. This was both more and less than an economic policy; this was a statement of political and social beliefs. As Judge Learned Hand wrote in explaining the 1945 decision to break up Alcoa, “great industrial concentrations are inherently undesirable regardless of their economic consequences.”

But the antitrust posture—like so much of traditional U.S. policy—has assumed that America is an essentially closed economy. This posture has become increasingly untenable. Just as our outmoded policy failed to cope with the enormous flows of Eurodollars in the early 1970s, so our antitrust stance has proven slow to adjust to the realities of world competition. As an industrial policy, antitrust has discouraged consolidation, cooperation, and combination, regardless of how necessary these responses might be in order for American firms to compete with the rest of the world. Examples abound: the Federal Trade Commission was still considering taking antitrust action against the four U.S. automobile companies in the 1970s, until their troubles with imports rendered the commission’s contemplated actions politically and economically absurd.

The Reagan administration adopted a radically different approach to antitrust matters. In response to the dramatic rash of large corporate mergers and acquisitions in 1981, Attorney General William French Smith declared that “bigness doesn’t necessarily mean badness.” He had allies in unexpected quarters. Douglas Fraser of the UAW, for example, agreed: “I’m for mergers when you can strengthen companies,” he explained, adding that in the auto industry, the
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