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Plugging the U.S.

he United States has quarreled with its
' T trading partners over autos, TV sets, oranges,
steel bars and semiconductors. Next comes a
battle over knowledge.

The protection of American inventions,
laboratory research and intellectual property from
unfair exploitation has moved to the top of the
Reagan administration’s agenda'for the next round
of international trade negofiations.

It aiso has become a prime issue for leaders of
universities and government labs, who argue that
the basic research at their institutions constitutes
America’s best remaining competitive edge in
world trade.

There are now suggestions that some of that
research be put off hmits to foreigners or that
access be limited, at least temporarily. Call it a
“buy American” approach to government-funded
research and development.

Richard M. Cyert, president of Carnegie-Mellon -

University—one of the nation's centers of research
on advanced industrial processes—says the
competitive importance of the U.S. research
establishment must be recognized. - ‘
“The United States, in my view, is in an
analogous position to being on the frontier in

Knowledge Leak

colonial times. We really are fighting for our
economic life. Unless we are able to do some things
in universities to help in this, [ think our whole way
of life, our whole standard of living in this country
is going to go down the drain.”

Cyert said he would be willing to consider a
proposat that would boost federal research support
for American universities—with the requirement
that the research work be restricted to U.s.
citizens.

“I'd be interested in it, if we limited the period
.+ . . I'd be willing to go along with that for a little
while. I'm sure it would be unpopular, in the sense
that we lilte to think of ourselves as world citizens.

“It’s obviously something I'm uncomfortable
with. . . . But we want to have America get some
temporary advantage from the research that we
can do. . . . The notion that somehow you want to
do something for your country should not be
something that a university president is ashamed
of,” said Cyert.

Congress is not considering such a proposal. But
it has approved and sent to President Reagan
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legislation called the Federal Technology Transfer
Act of 10886,

The bill’s main purpose is to help American
companies, universities and other institutions tap
research in the nation’s 700 federal laboratories.
The labs would be authorized to enter into
cooperative joint research arrangements aimed at
speeding their technology into commercial use.

Foreign companies aren’t prohibited from joining
in such cooperative ventures, but preference is to be
" given to American firms that agree to manufacture

in the United States.

Senate Majority Leader Robert J. Dole (R-Kan.),
and Sen. John D. Rockefeller IV (D-W.Va.) added a

_ section that is aimed at assuring that American
companies get reciprocal access to foreign labs. In
reviewing proposals by foreign companies, federal
lab directors “may examine the willingness of the
foreign government to open its own laborataries to
U.S. firms,” thé legislation says,

_ Although the bill has strong congressional

backing, there is some question whether Reagan will
sign it,

Access to American- research
" facilities—government and university-—will become

even more important in a competitive sense as these
laboratories try to push their discoveries into the
marketplace more rapidly.

University of Michigan has set up an “inteflectual
properties” office to help inventors obtain patents
and to offer advice and aid in turning the inventions
into products or commercial services. Like

~Carnegie-Mellon and most other major universities,
Michigan is expanding its connections with
American manufacturing companies.

In all of these area, universities must walk the
narrow line between advancing the U.S. national
-interest and maintainirig a tradition of open access
to all. It is a microcosm of the free-trade, fair-trade
dilemma confronting Congress and the
administration.

Gilbert R. Whitaker, dean of the University of
Michigan's Graduate School of Business
Administration, notes that the schoot still looks
.actively for non-American MBA candidates.

“The Japanese send 10 to 15 students a vear.
Now we're getting increasing numbers of Koreans.
They’re obviously here to learn something about
American culture and American business to take
back with them. We’re trying to learn similar things
about their culture,” he said.

Whitaker believes that the United States has
more to gain through a continuing exchange of
ideas, technology and expertise. “We’d like to get
technoiogy from elsewhere to put together mth our
knowledge. ... . We don’t have a monopoly on
brains,”

Cyert agrees, with one qualification. “One of the
-great accomplishments of the United States has
been the dissemination of its knowledge and
technology around the world. . . .

“We want the bucket to leak. We do want the
stuff out there, To the extent we can hold back 2

little bit, say by some restrictions on licensing, oron

access to the most up-to-date [research], it would

give us a little bit of a comparative advantage.”
The search for that advantage promises to

transform the way universities, company managers

- and politicians think about the Amerrcan research

establishment.
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US Compe

{ltlveness

A Campaign Code Word
Can It Spark Offensive on Complacency?

Fifth of a series
By David 8. Broder

Washington Post Beaff Writer

. “Competitiveness,” said Sec-
retary of Labor William E.
Brock, a longtime student of po-
litical fashions, “is the new code
word in Washington, and Wash-
ington needs -code words. It
doesn’t think in sentences very
often.”

Brock's comment at a recent
conference refiects both the

RubE AWAKENINGS

THE CHALLENGE OF THE GLOBAL ECONOMY

sexiness of the competitiveness
issue and its lack of precision,
Substantively, the issue is one of

" the most compilex. But tatking to
voters such as those The Wash-
ington Post interviewed this
week in Knoxville, Tenn., it
comes down to two very simple,
basic, human questions:

a What kind of jobs will there be
for our children here, where we
Jive?
m What is the chance of main-
taining the American standard of
living for that next generation?
The fear that gnawed at
many Americans in those living-
room interviews is that the
Land of Oppertunity is becom-
ing a Nation of Reduced Expec-
tations and Limited Options,
because of its inability to meet
the challenge of economic com-
petition,

The shock effect of the trade

deficits of the last few years has
been compared with that of the
Soviets’ launching of Sputnik in

the late 1950s. The questien is
. whether a national effort4o end

what is perceived as economic-
scientific-educational “compla-
cency” will result.

A response is visible in many
local communities and a growing
number of states. Many would
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' Charles Mchiillion, the pohcy director of the cau-
cus’ support group, the Congressional Egonomic

. Leadership Institute, identified through a computer
search more than 5,000 c0mpetlt|ven&es bills” in- .

_liver.... R
Alice R:vlm, the Brookmgs Inst!tutmn econonnst

‘welcome seelng the next president act to push such
programs to the national level, but there is a risk of
government once again promising more than it can de-

and former director of the Congressional Budget
Office, argues that “competitiveness is the wrong
word,” because it implies that through some strate-
gem Americans can reassert €cOnomic supremacy in
the world. “There’s no way to recreate the advan-
tages the United States had at the end of World War
I.” she said.

“For the future, ‘winning’ means advancing to-
gether through expanded trade with other major
countries, and realizing that we can't always be the
leader, but we don't always want to be the follower.”
- At the other end of the political spectrum, Heri-
tage Foundation president Edwin J. Feulner Jr.,
asked, “Who can be agamst competitiveness? It's a
meaningless word.”

Maybe, but in the political realm it is thought to
bave a potency which encourages possessiveness. “If
there’s one issue I'd like to have royalties on in the
next 18 months,” said Democratic po!lster Harrison
Hickman, “#t would be competitiveness.” .
. Robert Teeter, whose surveys are used by many
Republicans including Vice President Bush, remarks,
“It may not be a red-hot issue right now, but it could
be at any moment, especially if the economy turns
down. And the candidates and parties want to be
sure they don’t get caught on the back of the wave.”

» That may explain why, when the Congressional

——— . T

Caucus on Competitiveness announced it was open

for business at the start of the 100th Congress last
January, more than 190 House and Senate members
signed up.

troduced in the last Congress “And that,” he adds,
“was before it got hot.”

‘A Sense That We Are Fallmg Behind' -~

“Among the voters we interview,” said Democratic
polister Geoff Garin, “there is an increasing tendency
to think of the economy in global terms . .. and a
sense that we are falling behind. There is very wide-
spread resentment about unfair restrictions [on
American goods} by other countries. But Americans
are also saying that we could have done better as a
country, we should have done better, and we better
do it now, And they're ready for someone to call
America to a higher standard.”® -

That call—in varying notes—is bemg sounded by
almost all the prospective 1988 presidential candi-
dates. And it is a theme of the closing phase of the
Reagan administration.

In February, just before the Tower commission
issued its critical report on the Iran affair, the pres-
ident sent Congress a bulky packasge of competitive-
ness proposals, involving 13 separate bills and
amendments to seven other existing pieces of leg-

_ islation.

: President Reagan, who has emphasxzed market
forces as the main instrument for economic prog-
ress, went further in this set of measures than ever

before in defining a role for the federal government -

in education and training, in basic research and in
remedying predatory trade practices by other na-
tions. The Democratic cochairmen .of the Compet-
itiveness Caucus, Rep. Buddy MacKay (Fla.) and
Sen. Max Baucus {Mont.), welcomed the president’s
igitiative but said it could only be the staiting point
for a long-term agenda.

‘ “Not sufficiently aggressive,” MacKay said. “Weak
tea,” Baucus agreed.

+ Many of the Democratic presidential hopefuls are
vying to show themselves tougher than their rivals in

the trade. legislation debate which is central to the . ..

" competitiveness 1ssue. .
The front-runner, former senator Gary Hart of

4

Colorado, early on chose to define himself as a critic
of “the new protectionism” that he said some of his
fellow-partisans were offering as “snake oil medi-
cine” for curing trade imbalances, Import restraints,
he warned in a speech last year, “enshrine U.S. in-

!
dustrial weakness, sanction inefficiency and concede

the superiority of our competition .. . The new
protectionism is the new economic defeatbm and
isolationism . . . . ‘

Hart advocated retaliatory measures onlyagamst

- specific, proven violations of international trade rules

and cautioned that “if we could somehow wave a
wand and abolish all the iflegal trade barriers, the
trade deficit would only fall about 10 percent.” An
overvalued doilar and uncompetitive industries are
far more fundamental problems, he said.

Competltnfeness
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Lessons of the‘ VCR Revolution

How U.S. Industry Failed to Make American Ingenuity Pay Off

|

Second of a series

By Bovee Rensherger

Wit B! st Wrpres

The videocassette recorder s an
American inventior, conceived in
the 1960 by Ampex and RCA. The
first VCR for home use to reach the
U.S. market. ir 1971. was the
American-made Cartri-Vision.

By the mig-1970s, however, ev-
ery American manufacturer had

. judged the VCR a fiop and had left

" lrékallenpés the popuiar fiotion thar

“the business.

 Tadav not one American compa-
ny makes VCRs. All of the 13.2 mii-

lion units sold in the United States

last vear—136.000 everv day for a
total of $5.9 biilior—were made i
Japan or hore:.

Even RCA. once a proud, patenr-
holding pioneer ot the new rechnoi-
ogy. I+ now simply a middlemar,
buying japanese ¥ CRs and reselling
them under 1ts own label,

The story of the VCR, according
to many experts, illustrates some of
the reasons whv American industry
i tusing 1ts globai compeutiveness.

a loss o innovative capaciy lies at

+
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the heart of this country's eroding
economic position. While there ts
evidence that American innovation
mayv have lost some vigor and that
other nations are gaining Tast, many
experts believe the United Brates is
still the world leader m scientific
and technological innovation.

“The probiem is not so much with
American innovation,” said Harvey
Brooks, a specialist in technology
and public policy at Harvard Uni-
versity. “Our scientists and engi-
neers still lead the world in the

_oniginauon of new ideas. The prob-
“lem 15 what happens after that

pomnz. Where we're falling behind 1s

in the ability to develop new ideas
into products and to manufacture
them to the high standards that’
we've come to expect from the Jap-
anese.”

.The VCR is an example.

In the early '70s several compa-
nies in the United States, Holland
and Japan unveiled VCR prototypes
with great fanfare. Industrial-sized
video recorders were aiready com-
mon in television studios, and the
key to the home market seemed to
be scaling down size, cost and com-
plexity of operation. Most of the
problems seemed near solution

when the prototypes were demon- |

strated.
One hitch, it developed, was that
the cassette would record only one

hour of program. Market research .

showed that people wanted to get
two hours on a tape, enough to
record a movie, Cartri-Vision,
named when cassettes were cart-
ridges, was a one-hour machine that
industry analysts say failed for that
reason and because the recorder
came built into a 25-inch TV set.
Despite the Japanese and Dutch
activity in VCR development, the

See COMPETE, Al6, Col. 1

" Amigrican firms “did ‘nof think of | 7




“insular stance, common i many
U.S. industries. that would iater be
seen as one of the causes of Amer-
ica’s mounting trade deﬁ;it
“Around 1974 RCA %borted its
VCR project,” said Frank McCann
of the company's Consumer Elec-
tronics Division, now. owned by
General Electric, “It seemed clear
the censumer just wouldn't buy it.
What we didn’t appreciate back
then was that the Japanese would
keep working on the VCR.”
Within two vears, both Sony and

JVC (Japanese Victor Corp.) devel- |
oped two-haur VCRs. Rising o beat

the competition, Matsushita came
out with a four-hour machine.

Pattern of U.S. Reluctance

What would come to be called the
VCR revolution. accounting for an
appreciable share of the U.S.-Japan
trade mmbalance, had been won by
the Japanese. The United States
lost. according 16 many analvsts,
nat because American scientists
and engineers had abandoned their
heritage of Yankee ingenuity but
because Amernican industrial man-
agers were upwiliing to invest the
resources to apply that ingenuity
long enough to make a good ide:
pav off.

“It's not as if the United States 1z
caught by surprise by what the Jap-
anese or anvbody else i» doing.”
Brooks said. “Our people know
what's possible. Whar we’ve been
surpnised by 1s the rapid commer-
calizanon of ideas in Japan.”

Brooks sai¢ a common U.S. pat-

‘tern 1 to avoid INVesUng in new
products that aren’t fairiy sure to
return profits quickly and to with-
_hoid marketng a new advance in an

" existing product line as Tong as its’

predecessor i+ seling well. And.
until recently. U.5. companies have
not planned serously to compete 1
nternational Markets.

Japan. by contrast. haolds global

econoMmic domnance 1o De a nation-

al goal. invests longe and heawvily in
research and develnpment and de-

votes far more of its best engineer-

ing expertise ta sophisticated man-
ufacturing methods.

Such factors have given Japan the
advantage even though its scientific
and technological innovativeness
remain well behind that of the Unit-
ed States in all but a tew narrow
fields.

Althought the United States
spends more in totai doliars on re-

search and development (R&D)

than Japan and the next two closest
competitors, West Germany and

France. combined, according to fig-

ures gathered by the National Sc-
ence Foundation. those competitors
have been increasing their spending
dramatically 1n recent vears.

In relation to the size of each
country’s economy. ali four coun-
S tres are now mvemng-‘anout the
“same’ i ScIence: and enpneevmg
- eseArdi.

impor-
t was an’

© yearch capability s

2.8 percent 6f
product on- R&D: only a ‘modest
increase from the 2.6 percem spent

- in 1970,

Japan, by contrast, has increased
its spending faster. In 1970 it in-
vested 1.9 percent in R&D. but
climbed steadilv to match the Uns-
ed States’ 2.8 percent by 1985, the
last year tor which figures are avail-

able. West Germany spent 2.1 per- :

cent in 1970 and grew to 2.6 by
1985. France went from 1.9 per-
cent in 1970 to 2.4 percent in 1986.

‘Many analysts say, however, that
the U.8. figures are misleadingly
high because this country spends
nearly one-third of its R&D money
on military research, a far greater
proportion than is spent by Japan or
West Germany. If military spending
is subtracted for the most current

figures, the United States spends °

only 1.9 percent of its GNP on re-
search and development, while Ja-
pan spends 2.6 percent and West
Germany 2.5 percent,

Some experts note that it is not
necessary to be the creator of 2
marketable idea to make monev
manufacturing the product. “Amer-
icans and especially members of the
sctentific community have exagger-

: ated the purely economic benefits

that fiow from leadership at the sci-
entific frontier,” Stanford economist
Nathan Rosenberg said.

As the costs of high-tech innova-
tion rise. he said; the economic ad-

vantage goes to the imitator who °

can skip the costs of basic research,
learn from the innovator's mistakes

and come 10 market quickly with an

improved version of the product.
Britain and the jet engine offer an
older iltustration. Although widely

cited as an example of a major in- .

dustrial power that has shid into .

globat economic impotence and, in :

some ways, a declining standard of

the world's leading scientific inno-

vators—second onlv to the United
States as an originator of important
fundamental  technologicai  ad-
VANCEs.

"When a countrv falls behmnd in
competitiveness, the last thing they
fall behind in i1« nnovation.” Har-
vard's Brooks said. “The first thing
1s manuiacturing and markenng.”

Although Britaip invented the jet
engine, U.S. imitators—doing to
Britain what Japan now does to the
United States—reaped most of the

! economic benefits.

Britain's pioneer jet‘airliner. the
Comet 1, turned out to be a finan-

-cial disaster. Only when Boeing and

Douglas picked up the idea, added
some improvements and manufac-
tured it 10 higher standards, did jet
airliners sweep the world's aviation
market. _

What has slipped in the United
States, Rosenberg contends along
with many others, is the ability of
industry to capitalize on “next gen-
eration improv.emems m good

Lirst-rate. domesu'c_i. scien

essary for eco-
ore criucal is the
: nation's man-

Different CUItures at Work

Many observers attribute .much
of Japan's rise to what amounts to a
cultural difference between the way
U.S. and Japanese scientists and
engineers work.

American engineers often prefer
to. work in research and develop-

.- ment rather than in manufacturing,

In the United States, the engineer
who invents a product holds higher
status and earns more money than
the engineer who figures out how to

. manuofacture it to high standards

and keep it profitably low in cost.
One painfully obvious result, ac-
cording to many, is that while the
United States still spawns plenty of
brilliant ideas, there are too few
first-rate engineers to design good

© products based on the ideas. And

when they are designed, those
products often contain many times
more defects than do Japanese
Counterparts.

“The relatively lower status and

tower pay that have characterized
careers in [U.S.] manufacturing
represent an impediment to attract-

ing first-rate people. Engineering

departments in colleges and univer-
sittes have largely ignored the field
unti] very recently,” a panel of the
National Academy of Engineering
concluded in a 1985 report. “In
sharp contrasts, in both Europe and
Japan the status of technical edu-
cation and of careers in manufac-
turing is higher."

By having better brains in man-
ufacturing, the Japanese and the
Europeans are able to develop su-
perior manufacturing methods and

. technology.

- fiving:-Britain continues-to-be one-of=i. - o ox

A related difference that vieids

poorer quality American products,
according to a study of computer

manufacturers done jointly by two
experts in technology management,
one an American and the other a
Japanese, is that Japanese eng:-
neers move easily back and forth
between R&D and manufacturing.

Amencan R&D engineers, ac- -

cording to the study, not only come

up with 2 new product idea. they.

produce the final specifications and

R&D engineers design only to a
rough prototype stage, leaving the
final specifications to manufacturing
engineers,

Often a key R&D engineer wil!
then move with the product to the
manutacturmg division, a step rare
in the United Stares but part of the
normal career ladder in many Jap-
anese firms. .

Under the Japanese system, ex-

. perts. in manufacturing technology

| simply turn them over to a separate '
i manufacturing division. Japanese




“are ‘free o complete the design in

accordance with their knowledge of

sophisticated manutacturing meth- :

ods. Thev mav modify the product
design to ensure more refiable quai-
ity arter manufacture. They may
even invent new methods to make
the product. As a result. the Japa-
nese product can be made more
easily, mare cheaply and with much
lower risk of detects.

The study was done by D. Elea-
nor Westney of the Massachusetts
Institute of Technology's Sloan
School of Management and
Kiyonori Sakakibara of Hitotsubashi
University int Tokyo.

Other key differences between
the Japanese and American styles of
' managing engineering talent. ac-
cording to Westney and Sakakivara.
include: '
® Japanese firms invest far more
time and monev in advanced tramn-
ing for theirr engineers than de:
American  firms.  partiy  because
thev have iittie fear tnat highiv tak
ented individuals will be hirec awas
by rival firms. It I tradimonal tor
Japanese engimeers to stay witk an
empiover for life. One result s that
hundreds are sent abroad to study
for months or vears--miost often at
American umversities, which many
Jjapanese regard as the pest ir. fugn-
i technology fieids. At MiT. tor ex-
ample, there are more than 100G

Japanese engneers taking classes

at any given uime. Japan's much

~vaunted “fiftn generation” computer .
project, in which the country hopes .
to leapfrog American computer .
technology, is based largely on in- -
novations borrowed from U.S. com-

puter scientists at MIT.

a While many Japanese engineers '
are soaking up the most aavanced .
. R&D-skilis-and-knowledge 18 U.5.
universities, far fewer American '
engineers go to japan. even to learn :
what Japan does best, advanced |

manufacturing technology.

often engage n “bootleg research.”
using Company resources o pursue
personal projects or  the side,
American firms try to discourage
such acuviues because the engw
neers may then leave to expioil
their ideas m new, sprofi entrepres
neurial firms. Japanese compames
encourage such sideiine research.
confident that the engineers wili
. stav and turn the new ideas into
© valuable products for the compant.
Another important difference.

cited by manv anaivsts and thus- '

trated by the history of the VCR. s
the greater willingness of Japanexe
firms to spend money over longer
periods of time to bring a new prag-
L uct idea to frustion. U.S. firms are
often run by professional business
managers. untrained tn engineer-
ing. who make decisions to maxi
nuze short-term profies.

' what manv scientists see as another

stav ahead of Japar.

Aithough engineers evervwhere .

In japan. which has no business |
schools. high-technology firms are :
more likely to be run by engineers
who showed maunagement skiils and |
who have advanced up the corpor-
ate ladder, Theyv plan much further
anead and are willing to forgo short-
term profits for a long-term advan-

| tage.

“American investors need earn-
ings trends guarter to quarter. The
Japanese are much more patient,” |
said G. Stephen Burrill, head of a °
high-technology consulting group at
Arthur Young, an accounting firm.

Next Battle: Biotechnology

Electronics has been one of Ja-
pan's oldest arenas of high-tech
competition. One of the newest is
hintechnology. another field pio-
neered chieflv in the United States
and which promises a multibillion-

' doliar market supplving medicine
! with more effective drugs and di-

agnostic tnols and supplving agri-
culture with various products to
ennance crop vields. Japan's ap-
proach to biotechnology illustrates

of that npauon's advantages—
Japan's method of creaung govern-
ment-supported consoriiums of pri-
vale corporations,

LS. bioiogiste invented gene
sphcing, aise called recombinant
DNA technology. and developed
most of the methods of applving the
technologv. Although a swarm of
new American entrepreneurial bio-
tech firms has emerged, the Japa-
nese ‘are pusiung hard to caprure
much of the markel. Many leaders
of U.S. biotéch firms beheve it will
be hard. though not impossibie, to

The once unquestioned dynamism
of the Unated States in: the world
marketplace 1s berng tested as neve”
before, forcing Americans 1o
confront dramatic changes in
standard of living, expectations and
values. This is the second of six
articles exploring these cnanges and
thelr causes.

As m many other fields, a key
feature of japan's drive 15 1ts unusu-
al degree of cooperation among re-
lated industries and universities and
the lapanese government’s strong
encouragement and financial sup-

port for a coherem national pro- -

gram in this area.

While antitrust laws prevent U.5.
biotech firms from collaborating
and while tradition leads many to
pursue their goals apart from fed-
eral labs, Japan's Muistry of Inter-
nationat Trade and Industry (MITI)
has created a consortium of 14 ma-

jor corporations to collaborate on.

biotech. Global domination 1n bio+

technology. s an. official national
goal under one of Japan's 10-vear.

' #Next Generation Projects ™

.

 Howard™ A7 Schneidérman; vice

| president for R&D at Monsanto, a

major biotech firm, sees his com-
pany as having to compete not just

! with other firms but with all of .l'é-

pan. :

“Monsanto, du Pont and Eli Lilly
cannot cooperate in biotechnology,”
Schneiderman said. “We must be
competitive, at arm's length. Yet
Monsanto must be able to compete
scientifically and commercially in
biotechnology with MITI’s consor-
tium of 14 great companies in bio-
technology and must compete with
Japan’'s national commitment to bio-
technology.”

Monsanto's answer, and that of
many other firms, is to seek collab-
oration. with U.S. science-oriented
universities.

“No MITI consortium in Japan,
no industrial combine in the U.S. or
elsewhere can duplicate or compete
with the basic research capabilities
of America’s great research univer- .
sities,” Schneiderman said.

While such corporate-university
collaborations are developing, there .
is controversy as to whether indus-
try's need for proprietary secrecy
conflicts with the traditional open-
ness of university research.

Most university-based research
in hiotechnologv is funded by fed-
eral grants and some industry lead-
ers, such as Ronald E. Cape, chair-
man of Cetus Corp., a California
biotech firm, worry that spending in
;his area has not grown significayitiy
in several vears. Because Japan's
spending on Dasic biotech research
is continuing to grow, Cape fore-
casts that Japan will take the world
lead in biotechnology in the 1990s.

“In 10 years, if what I'm saying is
correct,” Cape says, “I bet we'll

__have hearings in Congress.andalot ... .. ...

of American industrialists will bitch
and moan about how the Japanese
have done unfair things in trade.
Bur that 15 not the case with bio-
technoiogy. The Japanese are doing
the right thing.”

NEXT: The role of education
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he United States may
have lost the VCR
revolution because
‘industrial managers were
unwilling to invest resources
long enough to make a good

8
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: . An MD80 jet nears completion at a McDennel! Douglas plant
idea pav off. ! in Long Beach, Calif, Britain invented the et engine, hut

* U.S, imitators, inciuding McDonnell Douglas, improved on the
) ' : iea and reaped most of the economic benefits —doing to
t Britain what Japan now does to the United States.
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America, the ‘Diminished Giant’

Fourth of a series

By Stuart Auerbach

Washtitun Pust Staft Writes

The first made-in-Korea Hyun-
dai automobiie rolled into the
United States 14 months ago,
driven off a Japanese freighter at
the port of Jacksonviiie, Fla.

To those who still regard Korea
as the underdeveloped nation de-
picted in the sitcom M*A*S*H,
instead of a budding industrial gi-
ant, what happened next was per-
haps a surprise..

The low-priced Hvundal swept

through this country. setting a -

record for first-vear sales by an
imported car—168,882 sold in
1986—and guickly became a
name tc be reckoned with in the
world auto industry. ’

The Hyundai sailed on winds of
charge that have drastically trans-

formed the economic shape of the

globe—establishing an entirely
new relationship between the
United States and the rest of the
world, making it vastiv more dif-
ficult for U.S. industries to com-
pete in crucial global markets.
The changes have been so
sweeping and have taken place

RUDE AWAKENINGS

THE CHALLENGE OF THE GLOBAL ECONOMY

with such astonishing speed—
over just 15 vears—that they are
only partly understood by the
American public and policy-mak-
ers in government.

But virtually all the experts
agree that the era of overwheim-
ing U.S. dominance of the inter-
national economv—an  era that

began after World War II when

- As Rivals Sirengthen, U.S. Dominance in World Marketplace Fades

much of the rest of the world was
devastated—is over, .

“We have come to a divide,” said
University of California political
scientist John Zysman. “The eco-
nomic changes we are watching
will reshape the international se-
curity system. They are funda-
mental shifts of the power rela-
tions among nations.”

In the United States, these
changes have contributed to se-
rious economic dislocation: the
closing of steel mills and auto
plants, the conversion of the indus-
wrial heartiand into the Rust Belt, a
loss of milllons of manuracturing
jobs. :

They have raised questions, as
C. Fred Bergsten. director of the
Institute for International Eco-
nomics, wrote recently in Foreign
Affairs magazine, as to whether
See COMPETE, A18, Col. 1




US. Faces Up to Erosion

Of Economic Supremacy

the Pacific Rim—Hong Kong, Sin-

COMPETE, From Al

the United States can keep its man-
tle of world ieadership. -

At the same time, many experts

believe that for all the pain caused
in "the  United States by these
changes, the world as a whole is a
better place. “We have built a world
system where we are now begin-
ning to bring into membership at
the highest levels countries which
25 years ago were in poverty,” said
Henry Nau, professor of political
science and international relations
at George Washington University.

. The most visible symbol of
‘America's loss of global economic
supremacy is four years of towering
trade deficits, which reached $170
billion last year, coupled with the
- transformation of the United States
in the last year from a creditor na-
tion into what Bergsten called “the
targest debtor nation ever known to
--mankind.,” The United States now
owes about $220 billion more
abroad than foreign countries owe
the United States.

By the end of this decade, he
sald, the United States will owe
more than a half-trillion doliars and
will be paying tens of billions of dol-
lars a year in interest to foreign
investors,

Many more signs illustrate how
the United States is no longer the
preeminent player in the world
economy, and how other nations are
COming up:

& In 1950, the United States pro-

... duced 40 percent of the world's

goods and services, By 1980, the
U.S. share had dropped almost by
half, to 22 percent. Meanwhile, Ja-
pan’s share climbed from less than
2 percent to about 9 percent, and

Europe's share rose from 21 per--

cent to aimost 30 percent.

m For the first time since World
War II, the United States last year
jost its position as the world's lead-
" ing exporter, supplanted by West
Germany, with Japan pressing on
the United States in third place.

® Last year, again for the first
time, the United States ran a trade
deficit in high-technology products,
gonsidered the wave of the future
for the U.S. economy and critical
for U.S. national security.

m In 1974 the United States was
responsible for the design of 70
percent of the advanced technology
in the worltl. By 1984, this figure
had dropped to 5@ percent. Accord-
ing to estimates, it will slide fur-
§her. to 30 percent by 1994.

The ‘Four Tigers’

' Most surprisingly, at feast to
Americans who were not paying
httention, has been the emergence
of a whaole new phalanx of compet-
itive nations—the “Four Tigers” of

gapore, Taiwan and South Korea,

These newly industrialized coun-

tries (NICs) join Japan, which a gen-
eration ago was considered a devel-

oping country, as the most vital

growth forces in the world econo-
my. Western Europe, meanwhile, is
going through a period of sluggish
growth, and most Third World na-
tions have grown relatively poorer.

“The real stakes are the wealth
and power of the United States,”
said Stephen S. Cohen, a Berkeley
economist who is codirector with
Zysman of the Berkeley Roundtable
on the International Economy.

“We will have to get used to liv-
ing in a world in which we are no
longer No. 1 ..., or at least not
No. 1 by much,” said Herbert Stein,
chairman of the Council of Econom-
ic Advisers under Presidents Nixon
and Ford who now is a senior fellow
at the American Enterprise Insti-

“tute,

The country, experts say, will
also have to get used to a greater
dependency on trade with the rest
of the world than ever before. In
1960, sales abroad and U.S, pur-
chases from foreign countries
amounted to just 7 percent of gross
national product, Twenty vears lat-
er, trade accounted for 15 percent

of U.S. GNP. Government officials

estimate that 5.5 million jobs now
depend on exports, and one in four
farm acres produces crops for sale
abroad. :

The decline in both power and
standard of living ts difficult to ac-

ceptifi this country, which wasborn — |-

out of the limitless optimism of pi-
oneers who saw the American
dream as one of continued econom-
ic and social enrichment, said for-
mer deputy treasury secretaryv
Richard Darman, a former speciai-
ist in public policy and management
in Harvard University’s department
of government.

The Amenican psyche, said Dar-
man, is rooted in being No. 1, and
most Americans alive today have
never lived in a world in which they
were not clearly the dominant
force. '

And, he added, “The day you ac-
cept being No. 2, psychologically
you are on the way down.”

This reordering of the world
economomy generally is measured
from 1971, when the United States
registered its first merchandise
trade deficit. But the seeds were
planted much earlier, many of them
by the United States itself,

There was, of course, the Mar-
shall Plan, to reconstruct war-rav-
aged Europe.

In Japan, the U.S. occupation au-
thorities set an artificialiy low ex-
change rate for the yen to boost
“Japanese competitiveness. The the-
ory, expressed by then-Secretary of

————

' placency.

State John Foster Dulles, was that
Japan made nothing that any other
country wanted to buy.

The postwar institutions set up

“ by the United States to mirror its

view of the world also contributed.
These included the World Bank and
the International Monetary Fund,
formed to finance a stable world,
and the General Agreement on Tar-
iffs and Trade, established to per-
petuate free trade and make sure
the world economy did not fall prey
to protectionism as it did between
the world wars.

“It's a remarkable story of post-
war success,” Nau said.

The dominance of the United
States in world trade, many experts
say they believe, was destined from |
the beginning to be temporary, be-
cause it stemmed from unique cir-
cumstances following the war, |
when the country “sat astride the '
world economy as the only large
industrial power undamaged by
war,” said Commerce Undersecre- ¢
tary Bruce Smart. i

Nevertheless, he continved, “we !
behieved our nationai economic su- |
periority was entirely of our own |
making, an inalienable right or en-
titlement, rather than a temporary :
phenomenon conferred uponus by a
unique confiuence of circumstances
for which we could claim only Lim-
ited responsibility.”

This abnormal situation, some
historians and economists believe, |
lulled the United States into com- |

But if the United States though:

i it was entitled to economic preem-

inence, other countries refused to
stand pat. In the new globai enwi-

- ronment, Japan, not the United

States, is the model for other na-

¢ tions.

Korea and Taiwan, for instance,

Japanese model: a combination of
free enterprise and competition

. among domestic producers: heavy

| to succeed is through closed home

‘last February that the “Four T |

protectionism to keep foreign goods
out, and strong government guid-
ance to deveiop the exports-orent-
ed industries that fueled growth.
Zvsman and Cohen call this system,
of .development “state-centered
capitalism.”

“Korea and Taiwan had the ad-
vantage of seeing Japan develop,”
said Lawrence Krause, a professor |
of international reiations at the Uni-
versity of California at San Diego,

Singapore Ambassador Tommy
T.B. Koh pointed out in a speech .

gers" of Asia supplied 19 percent of
U.S. imports of manufactured goods
in 1980, compared with just 5 per-
cent in 1962,

“The world is going to start look-
ing like Japan, not the United
States,” Krause said. “The less-de-
veloped countries see that the way

markets and export-led growth,”
commented GWU's Nau.

Like anyone who has a good deal
going, neither the Japanese nor the
Asian NICs appear willing to modify
their fast-growth economies for -
greater good of the global sy(

y
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. they are the building blocks .of all

« fering from what has been called

* tries’ unfair trade practices. But the

rm e

capital,” said C. Michael Aho, seniof

“fortrade legislation.

'k vest, how much research and de-

“Just as the U.S, citizen feels en-
titled to 1950-like preeminence in
every field,” observed Smart, “the
Japanese citizen believes that the
tilted playing field of the last 40
years is his by national right.”

The current U.S.-Japan battle
over semiconductor trade reflects
the realization that retaliation may
be the only way to force Japan to |
live up to its new global responsi-
bilities.

The Reagan administration drew.
the line on semiconductors because

high technology. Without a strong
semiconductor industry, a country
loses the ability to develop more
powerful computers and the super-
computers that are vital for national
defense.

Underlying the trade dispute are
fears within the administration that
U.S, national security is at stake if
American high-technology innova-
tion is thwarted by Japanese pro-
tectionist policies at home and ag-
gressive discount pricing in the
United States—the heart of the
semiconductor dispute.

A ‘Diminished Giant’

The situation is painful for Amer-
icans, and the country may be suf-

the “diminished giant syndrome.”
But many experts believe that it is
better for the world than what
came before,

“] think the United States has got
to recognize that if we can create a
community of common political val-
ues and economic growth, it will be
worth it even if it costs us a relative
share of economic and political pow-
er,” said Nau. “We may have less
power today, but we live in a worid
that is more peaceful, more stable.

--We.live in a better world than- the-{:

1930s.”

“The rest of the world is coming
of age,” said William T, Archey,
international vice president of the
.S, Chamber of Commerce,

How America responds to these
changes is the subject of the com-
petitiveness debate going on in ac-
ademia, Congress and the executive
branch of government; between
business and labor as they try to
define new sets of work rules to
meet heightened competition from
other countries, somie of which have
added technological advances and
high degrees of education to lower
wages and less opulent standards of
living, and among industrialists
seeking a niche in this new econom-
ic order of the world,

In Congress, much of the debate
concerns changes in U.S. laws to
stop what is seen as other coun-

larger issues of competitiveness are
being framed beneath the jockeying

“It depends on how much we in-

velopthent we do, how well we ed-
ucate ourselves, how we use our

The once unquestioned dynamism
of the United States in the world
marketplace is being tested as never
before, forcing Americans to
confront dramatic changes in
standard of living, expectations and
values. This is the fourth of sixth
articles exploring these changes..
Succeeding articles will address

" “compelitiveness” as a pd:ma!maé
'andﬂwmtlookforthefque. B

”ﬁv

3

! fellow of economics at the Coui'eil

on Foreign Relations. “Those thifgs

- never used to matter. Now that %e

are no longer predominant, the;t,ﬂo
matter.”

The concerns stretch beyond
economic vitality to the internation-
al security arena. “As we get less
competitive, the burden of main-
taining the U.S. policy of national
security will get more onerous on
the .economy,” said Cohen, the
Berkeley economist.

National Security Concerns

Stephen Krasner, a specialist in
interrational economics and politics
at Stanford University, agreed.
“You can't’ think of the United
States as the dominant power as it
was in the past,” he said. “That has
to have military implications, It
doesn’t make sense for the United
States to maintain the defense com-
mitment it has in a world in which it
is not the hegemonic power in the
West.”

Does it pay, for instance, for the
United States to increase its naval
presence in the Persian Gulf, as it
did this month, to protect the sea
lanes so that Western Europe and
Japan can get the oil their econo-
mies need? “It would be better if

interests that are much more vital
to them than to the United States,”
Krasner said.

“Can the world's largest debtor
nation remain the world’s leading
power?” asked Bergsten in his For-
eign Affairs article.

“Can a small island nation {Japan]
that is now militarily insignificant
and far removed from the tradition-
al power centers provide at Jeast
some of the needed global lng
ship? Can the United States ¢ Qptip-
ue to lead its alliance systems 33 gt
goes increasingly into debt to cgun-
tries that are supposed. to be its fol-
lowers? Can it push those commes
hard in pursuit of .its ecmonuo im-
peratives while insisting on Lhemal-
legiance on issues of global stnt-

egy? Can it hold its allies bogeth&:-_

in managmg the. security systen}.
" There.is new pressure on.Ahe

United States to change, tq.end-
what some see as a complacemyr

and weakening of the human smx_t
and té begin to compete fully in the
new workl environment, -

Now, Aho said, “wewﬂlseehow
much vibrancy this economy has.”

NEXT; Poliics of “competitiveness”.

-Japan- and -‘Europe were -protecting -~ T T I
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- A : BY JAMES M THRESHER —THE WASHINGTON POST
Korean workers prepare Hyundais for export to the

United States and Canada. In the United States, the car
:set a first-year sales record for imports.

a5 e e SIS,

-

agree that the era of

-overwhelming U.S.
dominance of the international
economy, which began after

World War II, is over. S -
- U.S. MERCHANDISE TRADE BALANCE
A CHANGING BALANCE: IN BILLIONS OF DOLLARS
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