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by Robert B. Reich

Across the United States, you can hear calls for us to
revitalize our national competitiveness. But wait—

who is ‘“us’’? Is it IBM, Motorola, Whirlpool, and
General Motors? Or is it Sony, Thomson, Philips,
i and Honda?
Consider two successful corporations:

O Corporation A is headquartered north of New York
City. Most of its top managers are citizens of the
United States. All of its directors are American citi-
zens, and a majority of its shares are held by Ameri-
can investors. But most of Corporation A’s employees
are non-Americans. Indeed, the company undertakes
much of its R&D and product design, and most of its
complex manufacturing, outside the borders of the
United States in Asia, Latin America, and Europe.
Within the American market, an increasing amount
of the company’s product comes from its laboratories
and factories abroad.

0 Corporation B is headquartered abroad, in another
industrialized nation. Most of its top managers and
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directors are citizens of that nation, and a majority of
its shares are held by citizens of that nation. But most
of Corporation B’s employees are Americans. Indeed,
Corporation B undertakes much of its R&D and new
product design in the United States. And it does most
of its manufacturing in the U.S. The company ex-

The competitiveness of
American-owned corporations
is not the same as American
competitiveness.

ports an increasing proportion of its American-based
production, some of it even back to the nation where
Corporation B is headquartered.

Now, who is “‘us”’? Between these two corpora-
tions, which is the American corporation, which the
foreign corporation? Which is more important to the
economic future of the United States?

As the American economy becomes more global-
ized, examples of both Corporation A and B are in-
creasing. At the same time, American concern for the
competitiveness of the United States is increasing,
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WHO IS US?

Typically, the assumed vehicle for improving the
competitive performance of the United States is the
American corporation —by which most people would
mean Corporation A. But today, the competitiveness
of American-owned corporations is no longer the
same as American competitiveness. Indeed, Ameri-
can ownership of the corporation is profoundly less
relevant to America’s economic future than the
skills, training, and knowledge commanded by
American workers—workers who are increasingly
employed within the United States by foreign-owned
corporations.

So who is us? The answer is, the American work
force, the American people, but not particularly the
American corporation. The implications of this new
answer are clear: if we hope to revitalize the competi-
tive performance of the United States economy, we
must invest in people, not in nationally defined cor-
porations. We must open our borders to investors
from around the world rather than favoring compa-
nies that may simply fly the U.S. flag. And govern-
ment policies should promote human capital in this
country rather than assuming that American corpo-
rations will invest on “our” behalf. The American
corporation is simply no longer ‘“us”

Global Companies

American corporations have been abroad for years,
even decades. So in one sense, the multinational
identity of American companies is nothing new.
What is new is that American-owned multinationals
are beginning to employ large numbers of foreigners
relative to their American work forces, are beginning

to rely on foreign facilities to do many of their most
technologically complex activities, and are begin-
ning to export from their foreign facilities —including
bringing products back to the United States.

Around the world, the numbers are already large—
and still growing. Take IBM—often considered the
thoroughbred of competitive American corpora-
tions. Forty percent of IBM's world employees are for-
eign, and the percentage is increasing. IBM Japan
boasts 18,000 Japanese employees and annual sales of
more than $6 billion, making it one of Japan’s major
exporters of computers.

Or consider Whirlpool. After cutting its American
work force by 10% and buying Philips’s appliance
business, Whirlpool now employs 43,500 people
around the world in 45 countries —most of them non-
Americans. Another example is Texas Instruments,
which now does most of its research, development,
design, and manufacturing in East Asia. TI employs
over 5,000 people in Japan alone, making advanced
semiconductors—almost half of which are exported,
many of them back to the United States.

American corporations now employ 11% of the
industrial work force of Northern Ireland, making
everything from cigarettes to computer software,
much of which comes back to the United States.
More than 100,000 Singaporians work for more than
200 U.S. corporations, most of them fabricating and
assembling electronic components for export to the
United States. Singapore’s largest private employer is
General Electric, which also accounts for a big share
of that nation’s growing exports. Taiwan counts
AT&T RCA, and Texas Instruments among its larg-
est exporters. In fact, more than one-third of Taiwan’s
notorious trade surplus with the United States
comes from U.S. corporations making or buying
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things there, then selling or using them back in the
United States. The same corporate sourcing practice
accounts for a substantial share of the U.S. trade im-
balance with Singapore, South Korea, and Mexico—
raising a question as to whom complaints about
trade imbalances should be directed.

The pattern is not confined to America’s largest
companies. Molex, a suburban Chicago maker of
connectors used to link wires in cars and computer
boards, with revenues of about $300 million in 1988,

U.S.companies haven't lost
their competitive
edge—they've just moved their
base of operations.

has 38 overseas factories, 5 in Japan. Loctite, a mid-
size company with sales in 1988 of $457 million,
headquartered in Newington, Connecticut, makes
and sells adhesives and sealants all over the world. It
has 3,500 employees—only 1,200 of whom are Amer-
icans. These companies are just part of a much larger
trend: according to a 1987 McKinsey & Company
study, America’s most profitable midsize companies
increased their investments in overseas production
at an annual rate of 20% between 1981 and 1986.
Overall, the evidence suggests that U.S. companies
have not lost their competitive edge over the last 20
years—they’ve just moved their base of operations. In
1966, American-based multinationals accounted for
about 17% of world exports; since then their share
has remained almost unchanged. But over the same
period, the share of exports from the United States in
the world’s total trade in manufactures fell from 16%
to 14%. In other words, while Americans exported
less, the overseas affiliates of U.S.-owned corpora-
tions exported more than enough to offset the drop.
The old trend of overseas capital investment is ac-
celerating: U.S. companies increased foreign capital
spending by 24% in 1988, 13% in 1989. But even more
important, U.S. businesses are now putting substan-
tial sums of money into foreign countries to do R&D
work. According to National Science Foundation
figures, American corporations increased their over-
seas R&D spending by 33% between 1986 and 1988,
compared with a 6% increase in R&D spending in
the United States. Since 1987 Eastman Kodak, W.R.
Grace, Du Pont, Merck, and Upjohn have all opened
new R&D facilities in Japan. At Du Pont’s Yokohama
laboratory, more than 180 Japanese scientists and
technicians are working at developing new materials
technologies. IBM’s Tokyo Research Lab, tucked
away behind the far side of the Imperial Palace in

DETAILS OF DETROIT INDUSTRY MURAL BY DIEGO RIVERA, C. 1933

downtown Tokyo, houses a small army of Japanese
engineers who are perfecting image-processing tech-
nology. Another IBM laboratory, the Kanagawa arm of
its Yamato Development Laboratory, houses 1,500 re-
searchers who are developing hardware and software.
Nor does IBM confine its pioneering work to Japan:
recently, two European researchers at IBM’s Zurich
laboratory announced major breakthroughs into
superconductivity and microscopy—earning them
both Nobel Prizes.

An even more dramatic development is the arrival
of foreign corporations in the United States at a rap-
idly increasing pace. As recently as 1977, only about
3.5% of the value added and the employment of
American manufacturing originated in companies
controlled by foreign parents. By 1987, the number
had grown to almost 8%. In just the last two years,
with the faster pace of foreign acquisitions and in-
vestments, the figure is now almost 11%. Foreign-
owned companies now employ 3 million Americans,
roughly 10% of our manufacturing workers. In fact,
in 1989, affiliates of foreign manufacturers creat-
ed more jobs in the United States than American-
owned manufacturing companies.

And these non-U.S. companies are vigorously ex-
porting from the United States. Sony now exports
audio- and videotapes to Europe from its Dothan,
Alabama factory and ships audio recorders from its
Fort Lauderdale, Florida plant. Sharp exports 100,000
microwave ovens a year from its factory in Memphis,
Tennessee. Last year, Dutch-owned Philips Con-
sumer Electronics Company exported 1,500 color
televisions from its Greenville, Tennessee plant to Ja-
pan. Its 1990 target is 30,000 televisions; by 1991, it
plans to export 50,000 sets. Toshiba America is send-
ing projection televisions from its Wayne, New Jer-
sey plant to Japan. And by the early 1990s, when
Honda annually exports 50,000 cars to Japan from its
Ohio production base, it will actually be making
more cars in the United States than in Japan.

The New American Corporation

In an economy of increasing global investment,
foreign-owned Corporation B, with its R&D and
manufacturing presence in the United States and its
reliance on American workers, is far more important
to America’s economic future than American-owned
Corporation A, with its platoons of foreign workers.
Corporation A may fly the American flag, but Cor-
poration B invests in Americans. Increasingly, the
competitiveness of American workers is a more
important definition of “American competitive-
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ness’’ than the competitiveness of American compa-
nies. Issues of ownership, control, and national origin
are less important factors in thinking through the
logic of ““who is us”” and the implications of the an-
swer for national policy and direction.

Ownership is less important. Those who favor
American-owned Corporation A (that produces over-
seas) over foreign-owned Corporation B (that
produces here} might argue that American owner-
ship generates a stream of earnings for the nation’s
citizens. This argument is correct, as far as it goes.
American shareholders do, of course, benefit from
the global successes of American corporations to the
extent that such successes are reflected in higher
share prices. And the entire U.S. economy benefits to
the extent that the overseas profits of American
companies are remitted to the United States.
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hat kind of foreign-owned businesses really
contribute to national competitiveness? Actually,
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 ness at a different level of complexity and local in-
 tellectual content: importers, assemblers, plant
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_ complex will fabricate pméuct components, and
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1 xample« in the United States include the Nissan
complex in Smyma, Tennessee, which makes its
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But American investors also benefit from the suc-
cesses of non-American companies in which Ameri-
cans own a minority interest —just as foreign citizens
benefit from the successes of American companies in
which they own a minority interest, and such cross-
ownership is on the increase as national restrictions
on foreign ownership fall by the wayside. In 1989,
cross-border equity investments by Americans, Brit-
ish, Japanese, and West Germans increased 20%, by
value, over 1988.

The point is that in today’s global economy;, the to-
tal return to Americans from their equity invest-
ments is not solely a matter of the success of par-
ticular companies in which Americans happen to
have a controlling interest. The return depends on
the total amount of American savings invested in
global portfolios comprising both American and
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WHO IS US?

foreign-owned companies—and on the care and wis-
dom with which American investors select such
portfolios. Already Americans invest 10% of their
portfolios in foreign securities; a recent study by
Salomon Brothers predicts that it will be 15% in a
few years. U.S. pension managers surveyed said that
they predict 25% of their portfolios will be in for-
eign-owned companies within 10 years.

Control is less important. Another argument mar-
shaled in favor of Corporation A might be that be-
cause Corporation A is controlled by Americans, it
will act in the best interests of the United States. Cor-
poration B, a foreign national, might not do so—
indeed, it might act in the best interests of its nation
of origin. The argument might go something like
this: even if Corporation B is now hiring more Amer-
icans and giving them better jobs than Corporation

HARVARD BUSINESS REVIEW  January-February 1990

A, we can’t be assured that it will continue to do so.It
might bias its strategy to reduce American competi-
tiveness; it might even suddenly withdraw its invest-
ment from the United States and leave us stranded.

But this argument makes a false assumption about
American companies—namely, that they are in a po-
sition to put national interests ahead of company or
shareholder interests. To the contrary: managers of
American-owned companies who sacrificed profits
for the sake of national goals would make them-
selves vulnerable to a takeover or liable for a breach
of fiduciary responsibility to their shareholders.
American managers are among the loudest in the
world to declare that their job is to maximize share-
holder returns —not to advance national goals.

Apart from wartime or other national emergen-
cies, American-cwned companies are under no spe-
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cial obligation to serve national goals. Nor does our
system alert American managers to the existence of
such goals, impose on American managers unique re-
quirements to meet them, offer special incentives to
achieve them, or create measures to keep American
managers accountable for accomplishing them. Were
American managers knowingly to sacrifice profits
for the sake of presumed national goals, they would
be acting without authority, on the basis of their own
views of what such goals might be, and without ac-
countability to shareholders or to the public.

Obviously, this does not preclude American-
owned companies from displaying their good cor-
porate citizenship or having a sense of social re-
sponsibility. Sensible managers recognize that act-
ing “in the public interest” can boost the company’s
image; charitable or patriotic acts can be good busi-
ness if they promote long-term profitability. But in
this regard, American companies have no particular
edge over foreign-owned companies doing business
in the United States. In fact, there is every reason to
believe that a foreign-owned company would be even
more eager to demonstrate to the American public
its good citizenship in America than would the aver-
age American company. The American subsidiaries
of Hitachi, Matsushita, Siemens, Thomson, and
many other foreign-owned companies lose no oppor-
tunity to contribute funds to American charities,
sponsor community events, and support public Ii-
braries, universities, schools, and other institutions.
{In 1988, for example, Japanese companies operating
in the United States donated an estimated $200 mil-
lion to American charities; by 1994, it is estimated
that their contributions will total $1 billion.)!

By the same token, American-owned businesses
operating abroad feel a similar compulsion to act as
good citizens in their host countries. They cannot af-
ford to be seen as promoting American interests; oth-
erwise they would jeopardize their relationships
with foreign workers, consumers, and governments.
Some of America’s top managers have been quite ex-
plicit on this point. “IBM cannot be a net exporter
from every nation in which it does business,” said
Jack Kuehler, IBM’s new president. ““We have to be a
good citizen everywhere”” Robert W, Galvin, chair-
man of Motorola, is even more blunt: should it be-
come necessary for Motorola to close some of its
factories, it would not close its Southeast Asian
plants before it closed its American ones. “We need
our Far Eastern customers,” says Galvin, “and we
cannot alienate the Malaysians. We must treat our
employees all over the world equally”’ In fact, when
it becomes necessary to reduce global capacity, we
might expect American-owned businesses to slash
more jobs in the United States than in Europe (where
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labor laws often prohibit precipitous layoffs) or in Ja-
pan (where national norms discourage it).

Just as empty is the concern that a foreign-owned
company might leave the United States stranded by
suddenly abandoning its U.S. operation. The typical
argument suggests that a foreign-owned company
might withdraw for either profit or foreign policy
motives. But either way, the bricks and mortar would
still be here. So would the equipment. So too would
be the accumulated learning among American work-
ers. Under such circumstances, capital from an-

A nation’s most important
competitive asset is the skills
and learning of its work force.

other source would fill the void; an American {or
other foreign) company would simply purchase the
empty facilities. And most important, the American
work force would remain, with the critical skills and
capabilities, ready to go back to work.

After all, the American government and the Amer-
ican people maintain jurisdiction —political control —
over assets within the United States. Unlike foreign
assets held by American-owned companies that are
subject to foreign political control and, occasionally,
foreign expropriation, foreign-owned assets in the
United States are secure against sudden changes in
foreign governments’ policies. This not only serves
as an attraction for foreign capital looking for a se-
cure haven; it also benefits the American work force.

Work force skills are critical. As every advanced
economy becomes global, a nation’s most important
competitive asset becomes the skills and cumulative
learning of its work force. Consequently, the most
important issue with regard to global corporations is
whether and to what extent they provide Americans
with the training and experience that enable them to
add greater value to the world economy. Whether the
company happens to be headquartered in the Unit-
ed States or the United Kingdom is fundamentally
unimportant. The company is a good “American”
corporation if it equips its American work force
to compete in the global economy.

Globalization, almost by definition, makes this
true. Every factor of production other than work

1. Craig Smith, editor of Corporate Philanthropy Report, quoted in Chroni-
cle of Higher Education, November 8, 1989, p. A-34.

2. Bureau of Economic Analysis, Foreign Direct Investment in the U.S.:
Operations of U.S. Affiliates, Preliminary 1986 Estimates (Washington,
D.C.: U.S. Department of Commerce, 1988) for data on foreign compa-
nies; Bureau of the Census, Annual Survey of Manufactures: Statistics
for Industry Groups and Industries, 1986 (Washington, D.C., 1987
for U.S. companies.
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force skills can be duplicated anywhere around the
world. Capital now sloshes freely across interna-
tional boundaries, so much so that the cost of capital
in different countries is rapidly converging. State-of-
the-art factories can be erected anywhere. The latest
technologies flow from computers in one nation, up
to satellites parked in space, then back down to com-
puters in another nation—all at the speed of elec-
tronic impulses. It is all fungible: capital, technology,
raw materials, information—all, except for one thing,
the most critical part, the one element that is unique
about a nation: its work force.

In fact, because all of the other factors can move so
easily any place on earth, a work force that is knowl-
edgeable and skilled at doing complex things attracts
foreign investment. The relationship forms a virtu-
ous circle: well-trained workers attract global corpo-
rations, which invest and give the workers good jobs;
the good jobs, in turn, generate additional training
and experience. As skills move upward and experi-
ence accumulates, a nation’s citizens add greater and
greater value to the world—and command greater
and greater compensation from the world, improving
the country’s standard of living.

Foreign-owned corporations help American work-
ers add value. When foreign-owned companies come
to the United States, they frequently bring with them
approaches to doing business that improve American
productivity and allow American workers to add
more value to the world economy. In fact, they come
here primarily because they can be more productive
in the United States than can other American rivals.
It is not solely America’s mounting external in-
debtedness and relatively low dollar that account
for the rising level of foreign investment in the
United States. Actual growth of foreign investment
in the United States dates from the mid-1970s rath-
er than from the onset of the large current account
deficit in 1982. Moreover, the two leading foreign in-
vestors in the United States are the British and the
Dutch—not the Japanese and the West Germans,
whose enormous surpluses are the counterparts
of our current account deficit.

For example, after Japan’s Bridgestone tire com-
pany took over Firestone, productivity increased dra-
matically. The joint venture between Toyota and
General Motors at Fremont, California is a similar
story: Toyota’s managerial system took many of the
same workers from what had been a deeply troubled
GM plant and turned it into a model facility, with up-
graded productivity and skill levels.

In case after case, foreign companies set up or buy
up operations in the United States to utilize their cor-
porate assets with the American work force. Foreign-
owned businesses with better design capabilities,
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production techniques, or managerial skills are able
to displace American companies on American soil
precisely because those businesses are more produc-
tive. And in the process of supplanting the American
company, the foreign-owned operation can transfer
the superior know-how to its American work force—
giving American workers the tools they need to be
more productive, more skilled, and more competi-
tive. Thus foreign companies create good jobs in the
United States. In 1986 (the last date for which such
data are available], the average American employee
of a foreign-owned manufacturing company earned
$32,887, while the average American employee of an
American-owned manufacturer earned $28,954.?

This process is precisely what happened in Europe
in the 1950s and 1960s. Europeans publicly fretted
about the invasion of American-owned multina-
tionals and the onset of ““the American challenge””’
But the net result of these operations in Europe has
been to make Europeans more productive, upgrade
European skills, and thus enhance the standard of
living of Europeans.

Now Who Is Us?

American competitiveness can best be defined as
the capacity of Americans to add value to the world
economy and thereby gain a higher standard of living
in the future without going into ever deeper debt.
American competitiveness is not the profitability or
market share of American-owned corporations. In
fact, because the American-owned corporation is
coming to have no special relationship with Ameri-
cans, it makes no sense for Americans to entrust our
national competitiveness to it. The interests of
American-owned corporations may or may not co-
incide with those of the American people.

Does this mean that we should simply entrust our
national competitiveness to any corporation that
employs Americans, regardless of the nationality of
corporate ownership? Not entirely. Some foreign-
owned corporations are closely tied to their nation’s
economic development—either through direct pub-
lic ownership (for example, Airbus Industrie, a joint
product of Britain, France, West Germany, and Spain,
created to compete in the commercial airline indus-
try) or through financial intermediaries within the
nation that, in turn, are tied to central banks and
ministries of finance (in particular the model used by
many Korean and Japanese corporations). The pri-
mary goals of such corporations are to enhance the
wealth of their nations, and the standard of living of
their nations’ citizens, rather than to enrich their
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shareholders. Thus, even though they might employ
American citizens in their worldwide operations,
they may employ fewer Americans—or give Ameri-
cans lower value-added jobs—than they would if
these corporations were intent simply on maximiz-
ing their own profits.?

On the other hand, it seems doubtful that we could
ever shift the goals and orientations of American-
owned corporations in this same direction—away

National policies should
reward any global corporation
that invests in the

American work force,

from profit maximization and toward the develop-
ment of the American work force. There is no reason
to suppose that American managers and sharehold-
ers would accept new regulations and oversight
mechanisms that forced them to sacrifice profits for
the sake of building human capital in the United
States. Nor is it clear that the American system of
government would be capable of such detailed
oversight.

The only practical answer lies in developing na-
tional policies that reward any global corporation
that invests in the American work force. In a whole
set of public policy areas, involving trade, publicly
supported R&D, antitrust, foreign direct investment,
and public and private investment, the overriding
goal should be to induce global corporations to build
human capital in America.

Trade policy. We should be less interested in open-
ing foreign markets to American-owned companies
{which may in fact be doing much of their production
overseas} than in opening those markets to compa-
nies that employ Americans—even if they happen to
be foreign-owned. But so far, American trade policy
experts have focused on representing the interests of
companies that happen to carry the American flag—
without regard to where the actual production is be-
ing done. For example, the United States recently
accused Japan of excluding Motorola from the lucra-
tive Tokyo market for cellular telephones and hinted
at retaliation. But Motorola designs and makes many
of its cellular telephones in Kuala Lumpur, while
most of the Americans who make cellular telephone
equipment in the United States for export to Japan
happen to work for Japanese-owned companies. Thus
we are wasting our scarce political capital pushing
foreign governments to reduce barriers to American-
owned companies that are seeking to sell or produce
in their market.
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Once we acknowledge that foreign-owned Corpo-
ration B may offer more to American competitive-
ness than American-owned Corporation A, it is easy
to design a preferable trade policy —one that accords
more directly with our true national interests. The
highest priority for American trade policy should be
to discourage other governments from invoking do-
mestic content rules—which have the effect of
forcing global corporations, American and foreign-
owned alike, to locate production facilities in those
countries rather than in the United States.

The objection here to local content rules is not that
they may jeopardize the competitiveness of Ameri-
can companies operating abroad. Rather, it is that
these requirements, by their very nature, deprive the
American work force of the opportunity to compete
for jobs, and with those jobs, for valuable skills,
knowledge, and experience. Take, for example, the re-
cently promulgated European Community nonbind-
ing rule on television-program production, which
urges European television stations to devote a major-
ity of their air time to programs made in Europe. Or
consider the European allegations of Japanese dump-
ing of office machines containing semiconductors,
which has forced Japan to put at least 45% European
content into machines sold in Europe (and thus fewer
American-made semiconductor chips).

Obviously, U.S.-owned companies are already in-
side the EC producing both semiconductors and tele-
vision programs. So if we were to adopt American-
owned Corporation A as the model for America’s
competitive self-interest, our trade policy might
simply ignore these EC initiatives. But through
the lens of a trade policy focused on the American
work force, it is clear how the EC thwarts the abili-
ties of Americans to excel in semiconductor fabrica-
tion and filmmaking—two areas where our work
force already enjoys a substantial competitive
advantage.

Lack of access by American-owned corporations to
foreign markets is, of course, a problem. But it only
becomes a crucial problem for America to the extent
that both American and foreign-owned companies
must make products within the foreign market—
products that they otherwise would have made in the
United States. Protection that acts as a domestic con-
tent requirement skews investment away from the
United States—and away from U.S. workers. Fighting
against that should be among the highest priorities of
U.S. trade policy.

Publicly supported Re)D. Increased global compe-
tition, the high costs of research, the rapid rate of
change in science and technology, the model of Japan

3. Raobert B. Reich and Eric D. Mankin, “‘Joint Ventures with Japan Give
Away Our Future,” HBR March-April 1986, p. 78.
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with its government-supported commercial technol-
ogy investments —all of these factors have combined
to make this area particularly critical for thoughtful
public policy. But there is no reason why preference
should be given to American-owned companies.
Dominated by our preoccupation with American-
owned Corporation A, current public policy in this
area limits U.S. government-funded research grants,
guaranteed loans, or access to the fruits of U.S.
government-funded research to American-owned
companies. For example, membership in Sematech,
the research consortium started two years ago with
$100 billion annual support payments by the Depart-
ment of Defense to help American corporations
fabricate complex memory chips, is limited to
American-owned companies. More recently, a gov-
ernment effort to create a consortium of companies
to catapult the United States into the HDTV compe-

Should Sony, Philips, and
Thomson be eligible

o participate in the HDTV
consortium —with

their American workers?

tition has drawn a narrow circle of eligibility, ruling
out companies such as Sony, Philips, and Thomson
that do R&D and production in the United States but
are foreign-owned. More generally, long-standing
regulations covering the more than 600 government
laboratories and research centers that are spread
around the United States ban all but American-
owned companies from licensing inventions devel-
oped at these sites.

Of course, the problem with this policy approach is
that itignores the reality of global American corpora-
tions. Most U.S.-owned companies are quite happy
to receive special advantages from the U.S. gov-
ernment—and then spread the technological bene-
fits to their affiliates all over the world. As Sema-
tech gets under way, its members are busily going
global: Texas Instruments is building a new $250
million semiconductor fabrication plant in Taiwan;
by 1992, the facility will produce four-megabit mem-
ory chips and custom-made, application-specific in-
tegrated circuits—some of the most advanced chips
made anywhere. TI has also joined with Hitachi to
design and produce a super chip that will store 16
million bits of data. Motorola, meanwhile, has paired
with Toshiba to research and produce a similar gen-
eration of futurist chips. Not to be outdone, AT&T
has a commitment to build a state-of-the-art chip-
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making plant in Spain. So who will be making ad-
vanced chips in the United States? In June 1989,
Japanese-owned NEC announced plans to build a
$400 million facility in Rosedale, California for mak-
ing four-megabit memory chips and other advanced
devices not yet in production anywhere.

The same situation applies to HDTV. Zenith Elec-
tronics is the only remaining American-owned tele-
vision manufacturer, and thus the only one eligible
for a government subsidy. Zenith employs 2,500
Americans. But there are over 15,000 Americans em-
ployed in the television industry who do not work for
Zenith —undertaking R&D, engineering, and high-
quality manufacturing. They work in the United
States for foreign-owned companies: Sony, Philips,
Thomson, and others (see the accompanying table).
Of course, none of these companies is presently eli-
gible to participate in the United States’s HDTV
consortium—nor are their American employees.

Again, if we follow the logic of Corporation B as the
more “American” company, it suggests a straightfor-
ward principle for publicly supported R&D: we |
should be less interested in helping American-owned
companies become technologically sophisticated
than in helping Americans become technologically
sophisticated. Government-financed help for re-
search and development should be available to any
corporation, regardless of the nationality of its own-
ers, as long as the company undertakes the R&D in
the United States-—using American scientists, engi-
neers, and technicians. To make the link more ex-
plicit, there could even be a relationship between the
number of Americans involved in the R&D and the
amount of government aid forthcoming. It is impor-
tant to note that this kind of public-private bargain is
far different from protectionist domestic content re-
quirements. In this case, the government is partici-
pating with direct funding and thus can legitimately
exact a quid pro quo from the private sector.

Antitrust policy. The Justice Department is now
in the process of responding to the inevitability of
globalization; it recognizes that North American
market share alone means less and less in a global
economy. Consequently, the Justice Department is
about to relax antitrust policy —for American-owned
companies only. American-owned companies that
previously kept each other at arm’s length for fear of
prompting an inquiry into whether they were collud-
ing are now cozying up to one another. Current anti-
trust policy permits research joint ventures; the
attorney general is on the verge of recommending
that antitrust policy permit joint production agree-
ments as well, when there may be significant econo-
mies of scale and where competition is global —again,
among American-owned companies.
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But here again, American policy seems myopic. We
should be less interested in helping American-owned
companies gain economies of scale in research, pro-
duction, and other key areas, and more interested in
helping corporations engaged in research or produc-
tion within the United States achieve economies of
scale—regardless of their nationality. U.S. antitrust
policy should allow research or production joint ven-
tures among any companies doing R&D or produc-
tion within the United States, as long as they can
meet three tests: they could not gain such scale effi-
ciencies on their own, simply by enlarging their in-
vestment in the United States; such a combination
of companies would allow higher levels of productiv-
ity within the United States; and the combination
would not substantially diminish global competi-
tion. National origin should not be a factor.

Foreign direct investment. Foreign direct invest-
ment has been climbing dramatically in the United
States: last year it reached $329 billion, exceeding to-
tal American investment abroad for the first time
since World War I (but be careful with these figures,
since investments are valued at cost and this sub-
stantially understates the worth of older invest-

ments). How should we respond to this influx of
foreign capital?

Clearly, the choice between Corporation A and
Corporation B has important implications. If we are
most concerned about the viability of American-
owned corporations, then we should put obstacles in
the way of foreigners seeking to buy controlling
shares in American-owned companies, or looking to
build American production facilities that would
compete with American-owned companies.

Indeed, current policies tilt in this direction. For
example, under the so-called Exon-Florio Amend-
ment of the Omnibus Trade and Competitiveness
Act of 1988, foreign investors must get formal ap-
proval from the high-level Committee on Foreign In-
vestments in the United States, comprising the heads
of eight federal agencies and chaired by the secretary
of the treasury, before they can purchase an Ameri-
can company. The expressed purpose of the law is to
make sure that a careful check is done to keep ‘‘na-
tional security’”’ industries from passing into the
hands of foreigners. But the law does not define what
“‘national security’’ means: thus it invites all sorts of
potential delays and challenges. The actual effect is
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to send a message that we do not look with favor on
the purchase of American-owned assets by foreign-
ers. Other would-be pieces of legislation send the
same signal. In July 1989, for instance, the House
Ways and Means Committee voted to apply a with-
holding capital gains tax to foreigners who own more
than 10% of a company’s shares. Another provision
of the committee would scrap tax deductibility for
interest on loans made by foreign parents to their
American subsidiaries. A third measure would limit
R&D tax credits for foreign subsidiaries. More re-

The federal government has
been cutting back on the
investments that are critical for
America’s competitive future.

cently, Congress is becoming increasingly concerned
about foreign takeovers of American airlines. A sub-
committee of the House Commerce Committee has
voted to give the Transportation Department author-
ity to block foreign acquisitions.

These policies make little sense —in fact, they are
counterproductive. Qur primary concern should be
the training and development of the American work
force, not the protection of the American-owned cor-
poration. Thus we should encourage, not discourage,
foreign direct investment. Experience shows that
foreign-owned companies usually displace American-
owned companies in just those industries where the
foreign businesses are simply more productive.
No wonder America’s governors spend a lot of time
and energy promoting their states to foreign inves-
tors and offer big subsidies to foreign companies to
locate in their states, even if they compete head-on
with existing American-owned businesses.

Public and private investment. The current obses-
sion with the federal budget deficit obscures a final,
crucial aspect of the choice between Corporation A
and Corporation B. Conventional wisdom holds that
government expenditures “‘crowd out” private in-
vestment, making it more difficult and costly for
American-owned companies to get the capital they
need. According to this logic, we may have to cut
back on public expenditures in order to provide
American-owned companies with the necessary cap-
ital to make investments in plant and equipment.

But the reverse may actually be the case—par-
ticularly if Corporation B is really more in America’s
competitive interests than Corporation A. There are
a number of reasons why this is true.

First, in the global economy, America’s public ex-
penditures don’t reduce the amount of money left
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over for private investment in the United States. To-
day capital flows freely across national borders—
including a disproportionately large inflow to the
United States. Not only are foreign savings coming
to the United States, but America’s private savings
are finding their way all over the world. Sometimes
the vehicle is the far-flung operations of a global
American-owned company, sometimes a company in
which foreigners own a majority stake. But the old
notion of national boundaries is becoming obsolete.
Moreover, as I have stressed, it is a mistake to associ-
ate these foreign investments by American-owned
companies with any result that improves the com-
petitiveness of the United States. There is simply no
necessary connection between the two.

There is, however, a connection between the kinds
of investments that the public sector makes and the
competitiveness of the American work force. Re-
member: a work force that is knowledgeable and
skilled at doing complex things attracts foreign in-
vestment in good jobs, which in turn generates addi-
tional training and experience. A good infrastructure
of transporation and communication makes a skilled
work force even more attractive. The public sector
often is in the best position to make these sorts of
“pump priming” investments—in education, train-
ing and retraining, research and development, and in
all of the infrastructure that moves people and goods
and facilitates communication. These are the invest-
ments that distinguish one nation from another—
they are the relatively nonmobile factors in the
global competition. Ironically, we do not ordinarily
think of these expenditures as investments; the fed-
eral budget fails to distinguish between a capital and
an operating budget, and the national income ac-
counts treat all government expenditures as con-
sumption. But without doubt, these are precisely the
investments that most directly affect our future ca-
pacity to compete.

During the 1980s, we allowed the level of these
public investments either to remain stable or, in
some cases, to decline. As America enters the 1990s,
if we hope to launch a new campaign for American
competitiveness, we must substantially increase
public funding in the following areas:

O Government spending on commercial ReD. Cur-
rent spending in this critical area has declined 95%
from its level two decades ago. Even as late as 1980, it
comprised .8% of gross national product; today it
comprises only .4% —a much smaller percentage
than in any other advanced economy.

O Government spending to upgrade and expand the
nation’s infrastructure. Public investment in critical
highways, roads, bridges, ports, airports, and water-
ways dropped from 2.3% of GNP two decades ago to
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1.3% in the 1980s. Thus many of our bridges are un-
safe, and our highways are crumbling.

O Expenditures on public elementary and secondary
education. These have in-
creased, to be sure. But in
inflation-adjusted terms,
per pupil spending has
shown little gain. Between
1959 and 1971, spending
per student grew at a brisk
4,7% in real terms—more
than a full percentage
point above the increase in
the GNP -and teachers’
salaries increased almost
3% a year. But since then,
growth has slowed. Worse,
this has happened during
an era when the demands
on public education have
significantly increased,
due to the growing inci-
dence of broken homes,
unwed mothers, and a ris-
ing population of the poor.
Teachers’ salaries, adjusted
for inflation, are only a bit
higher than they were in
1971. Despite the rhetoric, the federal government
has all but retreated from the field of education. In
fact, George Bush’s 1990 education budget is actually
smaller than Ronald Reagan’s in 1989. States and mu-
nicipalities, already staggering under the weight of
social services that have been shifted onto them from
the federal government, simply cannot carry this ad-
ditional load. The result of this policy gap is a na-
tional education crisis: one out of five American
18-year-olds is illiterate, and in test after test, Ameri-
can schoolchildren rank at the bottom of interna-
tional scores. Investing more money here may not be
a cure-all - but money is at least necessary.
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O College opportunity for all Americans. Because of
government cutbacks, many young people in the
United States with enough talent to go to college can-
not afford it. During the
1980s, college tuitions rose
26%; family incomes rose a
scant 5%. Instead of filling
the gap, the federal govern-
ment created a vacuum:
guaranteed student loans
have fallen by 13% in real
terms since 1980.
O Worker training and re-
training. Young people
who cannot or do not wish
to attend college need
training for jobs that are
becoming more complex.
Older workers need re-
training to keep up with
the demands of a rapidly
changing, technologically
advanced workplace. But
over the last eight years,
federal investments in
worker training have
dropped by more than 50%.
These are the priorities
of an American strategy for national competitiveness
—a strategy based more on the value of human capi-
tal and less on the value of financial capital. The
simple fact of American ownership has lost its rele-
vance to America’s economic future. Corporations
that invest in the United States, that build the val-
ue of the American work force, are more critical to
our future standard of living than are American-
owned corporations investing abroad. To attract and
keep them, we need public investments that make
America a good place for any global corporation
seeking talented workers to set up shop. V]
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