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America at the Hinge of History?
Reflections on our Current condition

(Talk to the Newbridge Bank “Made in the Triad” Business Breakfast: November 18, 2010)
I want to frame what I say to you this morning in a particular way. I want to give you two very distinct ways of telling the American story – one distinctly optimistic, one definitely not – and then explore with you the adequacy and significance of each.
I

So first, the optimistic story – best told most recently, I think, by Marco Rubio in his acceptance speech on November 2nd when winning the Florida Senate seat vacated by Mel Martinez, winning it handsomely for the Republicans. Marco Rubio is a coming man. He is charismatic. He is intelligent, He is very conservative, and his rag-to-riches life story embodies the American Dream. In a long and very impressive acceptance speech, he said this.

We are at a moment of choice – at a hinge of history

We  have the opportunity to ensure that our children and our grandchildren are the freest and most prosperous Americas ever – if only we are willing to do what Americans who came before us did: to stand up and confront the great challenges of our time, to say as those who came before us said, we will not leave our problems for our children unresolved, we will not allow them to inherit our debts or our mistakes, but rather that we will do whatever we must do to ensure that for them life will be better than for us, for them our country will be better than the one we inherited, that tomorrow will be greater than today, and that our history will surpass our heritage. This has been the story of this extraordinary land for some 230-odd years, and tonight – at the crossroads at which we now stand – we are asked to choose if it will be our story moving forward. Our children deserve to inherit the greatest society in all of human history….There is still at least one place on this planet where it doesn’t matter if you dad was a bartender and your mom was a maid – you can accomplish anything you want so long as you are willing to work hard for it and play by the rules…. [The choice before us] is about whether we are going to be the first generation of Americans to leave our children worse off than ourselves, or the next generation that will allow them to inherit what they deserve – inherit what we inherited, give to them what every generation before us gave to the next – the single, greatest nation in all of human history.

His preference, of course, is to leave his children better off than he was when he began adult life; and the way to do that, for Rubio, is to implement a Republican program of deficit reduction, tax cuts and a diminution in the role and scope of the state. He is a very conservative Republican. Doing all this in what he insisted on November 2nd was “simply the single greatest nation in all of human history. A place without equal in the history of all mankind”: one of the very few countries in the world – as he put it – where individual social mobility through personal effort was still possible. Indeed in making that point, Marco Rubio contrasted his position to that of his father, born in pre-revolutionary Cuba. He said this about his father.
He grew up largely in a society where what you were going to be when you grew up was largely decided for you. This is like almost every other place in the world. Think about what that means. That means that before you are even born, how far you are going to go in life is decided for you by who your parents are or are not. That’s how it is almost everywhere in the world [That my father could arrive poor in a foreign land, pour his dreams into his children, and see one of them elected to the U.S. Senate…]…verifies to me the greatness of our country…[The Rubio] story  is being played out…. tonight all across the state and all across the country: …people working hard to ensure their children would have a better opportunity in this life than they have had. And they are blessed to live in the great and extraordinary society where indeed that dream is still possible and is still true. This is our story, but our story tells us more about the country than it does about us. And it is worth fighting to protect and preserve for the generations to come.

II

Now, by contrast try this. The writer here is Clyde Prestowitz. Clyde Prestowitz too is a Republican. Indeed he was a very senior Republican in the Reagan years. In fact, he served as principal trade negotiator for Asia in the Reagan administration and as counselor for international trade to Ronald Reagan’s Secretary for Commerce. But he, unlike Rubio, is less sanguine about America’s future. He starts his latest book, The Betrayal of American Prosperity with this quotation from Winwoode Reade
“Rome lived on its principal till ruin stared it in the face. Industry is the only true source of wealth, and there was no industry in Rome. By day the Ostia Road was crowded with carts and muleteers, carrying to the great city the silks and spices of the East, the marble of Asia Minor, the timber of the Atlas, the grain of Africa and Egypt – and the carts brought nothing out but loads of dung. That was their return cargo.”

Prestowitz then examines the current imbalance of trade between the US and Asia. 

Long Beach [he writes] is the Ostia of our day, the gateway to the great American market. Even more striking than the size of the port and the armada of ships is the contrast between the cargo that’s off-loaded and that being loaded for return to Osaka, Busan, Shanghai, Hong Kong and Singapore. The imports are as numerous as the sands on the nearby beach, including everything from shoes and shirts to computers, autos, advanced telecommunications gear, and photo voltaic panels for generating solar energy. The exports, though, are few, consisting mostly of scrap metal and waste paper – this millennium’s dung, you might say.

And he has a point. Over the last two decades the global trading system has become seriously imbalanced – imbalanced between economies with huge trade surpluses (especially Germany, Japan and China) and those with huge trade deficits, the leading example of which in the advanced industrial world happens now to be us. We have become the global system’s consumer-of-last-resort. 

Take our trade relationship with China, for example: the Chinese trade surplus with the United States soared in the first decade of the new century – from $10 billion in 1990 and $83 billion in 2000 to $268 billion in 2008 and $226 billion in 2009 – as China passed Japan to become the second largest national economy in the global system and passed Germany to become the world’s largest exporter of manufactured goods. China, not the United States, is now the largest consumer of automobiles and the largest consumer of energy. Its annual growth rate remains around 10%; and it is primarily Chinese funds that, flowing back into the U.S. financial system, sustain both public borrowing and private consumption in contemporary America. 
	· U.S. Merchandise Trade with China: 1980-2009 and Projections for 2010 

· ($ billions)

·   

· Year U.S. Exports U.S. 
Imports 

U.S. Trade Balance 

·  

· 1980 

3.8 
1.1


   2.7

· 1985 

3.9
 3.9 


   0.0

· 1990 

4.8 
15.2 


-10.4

· 1995 

11.7 
45.6 


-33.8

· 2000 

16.3 
100.1 


-83.8

· 2005 

41.8 
243.5 


-201.6

· 2006 

55.2 
287.8 


-232.5

· 2007 

65.2 
321.5 


-256.3

· 2008 

71.5 
337.8 


-266.3

· 2009 

69.6 
296.4 


-226.8

· 2010 a 

96.7 
345.9 


-249.2

·   

· Source: USITC DataWeb.

· a. Projections based on actual data for January-May 2010.




For people like Prestowitz, the important truth is that economic power is visibly sliding east and sliding south. The U.S. began the post-war period (in 1945) as the capitalist system’s major exporter and supplier of investment funds, as well as its major military protector. The military role remains and the dollar is still for the moment the global system’s major reserve currency; but U.S. export domination has entirely vanished and it is American debt, not American largesse, which now helps to sustain global economic growth. In 2008, we exported $7.5 billion of waste and scrap to China – more even than we exported oilseeds and grains (but oilseeds and grains were the second largest thing we exported to them) – the United States sending to China, a major trading partner, agricultural produce and waste, in exchange for manufactured goods and money loans. No wonder Adrianne Huffington chose to call her latest best-seller Third World America because in many ways our trading patterns are beginning to resemble those of an imperial power in decline.
	· Major U.S. Exports to China: 2005-2009 

· ($ millions)

·  

· 





2005 
2006 
2007 
2008 
2009 

· NAIC Number and Description






 

·   

· 1111 Oilseeds and grains 


2,339 
2,593 
4,145 
7,316 
9,376 



· 9100 Waste and scrap 


3,670 
6,071 
7,331 
7,562 
7,142 

-

· 3344 Semiconductors and other electronic

· components

· 





4,015 
6,830 
7,435 
7,475 
6,042



· 3364 Aerospace products and parts 

· (mainly aircraft) 



4,535 
6,309 
7,447 
5,471 
5,344 



· 3252 Resin, synthetic rubber, and artificial &

· synthetic fibers & filament


2,127 
2,548 
3,290 
3,524 
4,036 



·  

·  

· Source: USITC DataWeb. Top five U.S. exports to China in 2009.

· Note: North American Industry Classification system, 4-digit level




III

So which is it? Is either true? Is Rubio’s vision the right one? Or is it Prestowitz’s? Are both true? Or is the truth (whatever that is) to be found somewhere in the middle? 

Let me give you three vignettes that might help to place the United States on the continuum between Rubio’s hope and Prestowitz’s despair at this critical moment of choice – first a vignette about buildings and education; then a vignette about hours, wages and wealth; and finally a vignette about periods of post-war economic growth. The purpose of these vignettes is to suggest to you that we still have a choice to make about our economic future, but it is a choice that we better make quickly and that we better make well, because if we do not, then within our lifetime despair will certainly trump hope as surely as night regularly trumps day.

1. Buildings and Education

Just look around at this wonderful building in which we are gathered this morning. It’s new. It’s beautiful, and it’s largely entirely empty – used for its primary purpose only six or seven times a year. As I understand it, the Deacon Tower cost somewhere between $47 and $55 million to build, three years ago, at the end of a season in which the athletic coach whose team performance it overlooks had taken home a compensation package of over $4 million for himself. His current package is less, as I understand it, but it is still of course considerable. Meanwhile across town, the local school board, as many of you will know, is currently short of at least $7 million for the next academic year. Teachers will be laid off, or new teachers not hired. Class sizes will rise. Work process will intensify: the figures I have seen suggest (among high school teachers that I know) a significant increase in the number of pupils taught (maybe even an increase of over 25%). This is tip-of-iceberg stuff: a story and a set of priorities that is being replicated regularly in each and every corner of this land. In a country (if not a state) whose educational system was once the envy of the industrial world – mass public secondary education was, after all, established here long before anywhere else – we now sliding down all the international educational indicators. And not just in secondary education. A generalized skill crisis is opening up before us too, in a higher education system which, again uniquely, links sport and higher education umbilically together. It is worth asking therefore whether our spending priorities around education and sport are those of a rising economic power or those of one on the cusp of decline. Rome fell, after all, in a sea of bread and circuses. We don’t have that: we do however have American Idol and the National Football League; and we have performance indicators of the kind captured in reports of the kind produced by the National Academies of Science and Engineering and the Institute of Medicine in 2010. The report’s title is telling: it was a follow up to a 2005 report on the state of science and engineering teaching in the United States. The 2005 report was titled Rising Above the Gathering Storm. Its 2010 follow-up was titled Rising Above the Gathering Storm Revisited: Rapidly Approaching Category 5. The 2010 report said this.
In spite of the efforts of both those in government and the private sector, the outlook for America to compete for quality jobs has further deteriorated over the past five years….Here is a little dose of reality about where we actually rank today…sixth in global innovation-based competitiveness, but 40th in rate of change over the last decade; 11th among industrialized nations in the fraction of 25- to 34-year olds who have graduated from high school; 16th in college completion rate; 22nd in broadband Internet access; 24th in life expectancy at birth; 27th among developed nations in the proportion of college students receiving degrees in science or engineering; 48th in quality of K-12 math and science education; and 29th in the number of mobile phones per 100 people.
And on the competitiveness front, this;

· In 2009, 51% of U.S. patents were awarded to non-U.S. companies

· China has replaced the United States as the world’s number-one high technology exporter, and is now second in the world in the publication of biomedical research articles

· Between 1996 and 1999, 157 new drugs were approved in the United States. In the corresponding period ten years later, the number was just 74

· Almost one-third of U.S. manufacturing firms responding to a recent survey by saying they were suffering from some level of skill shortage
How long would it be, they wondered, before the dominant language of scientific research would be Chinese?
2. Hours, wages and wealth
Then there is the question of hours and wages. Look at the hour we’re meeting this morning. I realize that this is unusual, and speaks to a seriousness of purpose that is highly commendable. But it is also emblematic of how the organization of work has changed in the United States in the years since the end of the Vietnam War. Over that period the US economy has become a long-hours economy: transformed in its deployment of working hours in two senses – both against its own past, and against the dominant trends prevalent in our major advanced competitors. U.S. productivity per worker is still world class. U.S. productivity per hour no longer is. The average working year in the contemporary U.S. economy is anywhere between 50 and 100 hours longer than that prevalent in the United States in 1973, depending on which study you use: and at least 160 hours longer than the average working year in the best of the rest abroad– and 160 hours is the equivalent of four full 40-hour working weeks. (Actually, the change might be even starker than that. Annual hours worked by the median employee in the U.S. economy in 1973 were 1679. In 2006 that number was 1883. The gap between those figures is a cool 204 hours: five full working weeks. State of W.A, p. 128)I always joke that the reason American fridges are so much bigger than European ones is that American families need somewhere to post pictures of their loved ones, in order to remember what they look like, because they only see them as they pass in the hall way going in and out to work. There is, sadly, an element of truth in the joke. 
Now productivity has gone up here dramatically since 1994, but wages/hour has not. In the last business cycle, ‘productivity grew 11% in the recovery…yet hourly compensation for the median worker or for high school or college graduates did not grow at all.”(State of working America, 2008/2009, p. 121) U.S. living standards, for the mass and generality of workers here, have risen in the last generation only by increasing the number of hours worked, by increasing the number of family members participating in paid labor, and by maxing out an increasing number of credit cards. Income growth/hour has stagnated. According to the U.S. Census, actual income fell 4.8% for the median family in the decade just over. What has gone up, of course, is income and wealth inequality. Inequality has soared – back indeed to levels last seen in the 1890s and 1920s. And as inequality has grown, social mobility has diminished. Marco Rubio paints a picture of an America uniquely gifted with both long and short term social mobility, with the American Dream in all its glory. It used to be so. It is no longer. Rates and lengths of social mobility are now higher in parts of Western Europe than they are here, as the number and persistence of the American poor deny the chance of rags-to-riches to more and more of their children. It is tough to hear, I know: but sadly as of now it is true; and it is not the traditional American way.

	· Average Annual Hours Worked 1979-2006 

·   

· Country


1979
1989
2000
2006 

·   

· United States


1834
1855
1841
1804

·  

· Japan



2126
2070
1821
1784

·  

· Germany



1764*
1616*
1473
1436

· (* = West Germany)

·  

· United Kingdom


1818
1786
1711
1669

·  

· France



1856
1699
1861
1800

·  

· Sweden



1530
1565
1625
1583

·  

·  

· Source: The State of Working America 2008-9, p. 365 




3. Growth periods

Now how do we come to be here? We come to be here because we are currently at the end of the second great growth period in the post WW2 history of the United States: at the end of the second growth period, and in need of a third. The first two growth periods both ended. Both were different each from the other. Each has something to tell us about how, and how not, to go forward.

The first growth period was that between 1948 and 1973: the great period of U.S. global economic leadership. Abroad the world was organized around a Cold War division and a nuclear stand-off. At home, prosperity was anchored in the spread of semi-automated production systems developed before the war and generalized during it – what we now refer to as ‘Fordism”. Productivity per worker rose dramatically in that period, as did the wages of unionized workers: north-eastern and mid-western wage militancy was crucial to the demand side of the 1950s economic equation. American manufacturing led the world, and blue-collar American living standards exceeded what even traditional middle class and professional families knew in Western Europe and Japan. Internal income inequality accordingly diminished: by 1970 average CEO compensation packages in Fortune 500 companies ran somewhere between 56 and 70 times higher than the median wage those companies paid. Through the 1950s and 1960s, the United States ran a balance of trade surplus (the world bought American goods) and a balance of payments deficit (dollars flowed out to keep global demand high), dollars distributed globally in no small measure through the placing of American military personnel abroad. It was a growth period which was book-ended by two wars: Korea at the outset, Vietnam at its end. 
But the growth period did end. The export of American capital retooled West Germany and Japan, as frontiers states in the Cold War. Old enemies were now new friends, friends who responded by capturing first our export markets (Germany) and then our domestic car industry (Japan). American soldiers died in wars we didn’t win, dollars flowed out to finance those wars, and as global demand for US goods diminished, in 1971 the dollar fell – bringing down with it the entire edifice of the post-war Bretton Woods settlement that had enshrined US global economic power. And at home, hot summers and civil rights marches challenged the dark underbelly of the first growth period – an underbelly of extensive rural and urban poverty, and of black exclusion.

Twenty years later, we picked ourselves up into a second sustained period of growth. Momentarily slowed after 9/11, but otherwise sustained from 1992 to 2008. No Cold War now. First a peace dividend and then the horror of Islamic fundamentalism: triggering wars in Afghanistan, Iraq and now Afghanistan again. Our men and women in uniform continue to be deployed abroad, this time defending us from religious fanaticism rather than from communism. Productivity rose again at home, this time because of computerization and the new information technology. But there were no rising wages through strong trade unions this time; and no U.S. balance of trade surplus. Instead there was debt: increasingly foreign debt – the United States continuing to attract in European and Asian surplus investment to offset a persistent and growing trade deficit; and personal debt (credit card debt that has quadrupled since 1989, increased 41% since 2000 and now exceeds in total $1 trillion). And there was greater income inequality – inequality which now moved average CEO compensation packages in large corporations into a 200-400 percent ratio to median wage, depending on the state of the stock market. There are currently 74 people in the United States who collectively earn more each year that the bottom 19 US wage earners!
That second growth period too came to an end, even more brutally than had the first. An international and personal rake’s progress came to a shattering halt in the credit crunch of September 2008, leaving behind a deep and embedded recession from which we are now only slowly emerging under a stimulus package that has added federal debt to the personal and international debt so characteristic of this second growth period. We talk a lot about federal debt these days – more than we need to, I think – and certainly we talk less than we should about the importance of the other two forms of debt (international and personal) that were such a feature of this second period of post-war economic growth. 
The legacies of that second growth period are not pretty. They are nothing of which we ought to be proud.

· The U.S. balance of trade has been negative with the rest of the world economy since 1975, and has become significantly more negative of late, to stand by 2008 at a worrying 4.9 percent of GDP. The June and July 2010 trade statistics showed the U.S. economy running a goods and service deficit in June of $49.8 billion and in July of $42.8 billion, with a significant increase in both months in the volume and value of imports of crude oil, automotive vehicles & parts, pharmaceutical preparations, computer accessories and other household goods. Things made in the United States and exported out into the global economy prior to 1975 are now increasingly made elsewhere in the global economy and exported back to us.

· The productivity lead which U.S. labor enjoyed over its major rivals in the first half of the post-war period has now narrowed or evaporated, depending on which economy you use as comparator and which measure of productivity you favor – it is just still there if you measure productivity per worker, but not if you measure productivity per hour. In 2007, if U.S. GDP per hour worked was 100, it was 136 in Norway, 110 in Belgium, 108 in Austria and 103 in France.  The post-2008 recession may well have narrowed those gaps – but not because of any greater increase in investment per worker in the U.S. economy – but rather because of a generalized intensification of the work process here, in a domestic economy in which a recovery in business output and profits has not yet triggered either significant job growth or rising wages.

·  The job creation record of the U.S. economy, so strong in the 1990s, is now no longer internationally superior. The economic expansion from 2001 to the end of 2007 added jobs more slowly than any other expansion since World War II…0.9 percent a year, about one-third of the 2.5 percent posted by the average postwar expansion. The U.S. economy then lost 7 million jobs in eighteen months in the immediate wake of the 2008 financial meltdown. (The U.S volume of job loss at the peak of the crisis – December 2008 to May 2009 – was almost twice that of Europe and three times that of the Asia-Pacific economies surveyed by the ILO.) Indeed, the number of private sector jobs available in the contemporary United States is at best stuck, or more likely now diminishing. Private sector job growth over the full business cycle that ended with the 2008 financial meltdown was virtually zero: with job gains in leading service sectors being more than compensated by job losses in core American manufacturing industries.

· Unemployment, so long the thing that the U.S. avoided more successfully than its Western European equivalents, is now higher in the U.S. than in broad sweeps of continental Europe. American unemployment in the wake of the financial meltdown peaked in October 2009 at 10.2 percent, when the joint under-employment and unemployment rate stood at 17.5%. (Unemployment among African-American men that month touched 34.5 percent, and among young Americans as a whole hovered around 18 percent!) There are no European and Japanese equivalents to figures as appalling as these. As late as the fall of 2010 the official unemployment rate in the United States remained stuck at 9.6%. The equivalent figure for Japan was 5.2%. For the UK it was 7.8% and for Germany 8.2%. Official figures in all cases failed to capture high levels of under-employment and (in the U.S. case, high levels of hidden unemployment among undocumented immigrants, and the softening impact on jobless levels of a uniquely large jail population); but the official figures were still sufficiently robust to demonstrate a U.S. under-performance here in comparative terms of at least one or two percentage points.

· International League Tables, once dominated by the United States, now have new national leaders. The 2009 IMF listing of countries by nominal GDP per head, for example, put the United States in ninth place, behind countries such as Norway, Denmark, Switzerland and even Ireland (though this latter not for long!). The World Economic Forum’s annual review of competitiveness, from the body that sponsors the annual gathering at Davos, ranked the United States fourth overall, behind Switzerland, Sweden and Singapore, and gave the U.S. very low rankings on such things as macroeconomic environment (87th), strength of corporate reporting requirements (55th), cost to business of terrorism and crime (84th) and government budget balance, government debt and national savings rates (all in the 130s). Perhaps most striking of all, on the Department of Labor’s own figures, U.S. hourly wage rates in manufacturing industries in 2007 – at $30.56 – trailed those in both Norway and Germany by more than $20. Long gone are the days when U.S. blue-collar workers were the best paid by far in the entire global system.

· Where the United States does lead these days are on economic indicators that nobody really wants. The U.S., for example, has the dubious honor of being the only no-vacation nation i.e. no legally required paid time off and of course some weeks fewer actual days off per year than our European counterparts enjoy. In 2006, average annual hours worked in the United States numbered 1,804. In Germany, they were 1,436. U.S. performance on maternity and paternity leave is equally unimpressive, and again an outlier. The United States is the only industrial economy that does not provide at least some vestigial paid maternity leave as of right. This is not entirely surprising perhaps, given the weakness of American trade unions relative to their Western European equivalents; and it is surely significant in this regard that in 2010 the ultra-orthodox Freedom House was unable to list the United States as one of the 41 countries in which it could score workers’ rights as “free”. The United States was relegated in the Freedom House survey to the subordinate category of “mostly free”, putting it – in the Americas – in the same group as the Dominican Republic and Costa Rica, and behind the Bahamas, Barbados, Belize, Canada, Chile and Uruguay.

4. The lesson?

That I am more in Prestowitz’s camp than I am in Rubio’s. With Rubio, I believe we are at a hinge of history. With Prestowitz, I fear we are in danger of picking up the ‘British disease” that so accompanied the UK’s retreat from empire after 1950. To avoid that fate, we need – and need as a matter of urgency – a new growth model, and one that looks more like the first than the second, though without its cruel underbelly. We need to get back to the kind of internally sustained growth model of the first kind if we possibly can. We certainly don’t need/and presumably could not recreate, the second debt-based growth model now in tatters around us. We need somehow to do least three critical things. (1) to scale back our global role – we can’t afford it, and the world no longer wants it: bring our soldiers home, to defend us from here and to free us to fight the internal developmental fight we now so desperately need to win; (2) a restoration of our competitive manufacturing base – a repositioning of our economy that will free it of dependence on foreign loans and, if possible, restore our balance of trade surplus; and (3) a return to a lower level of social inequality – one that is functional to generalized prosperity and long-term competitive strength, rather than one that overcompensates the already over-compensated. Hedge fund managers earning a $1 billion a year are a moral outrage and an economic cancer, and ought to be taxed back to some civilized level of moderation.

Strange though, isn’t it, how none of this dominates politics inside the beltway. In Washington, it’s all about tiny tax cuts and immediate budget reductions, as though those things matter a jot in the long term future of a land we all love. I am sure that the cocktails on the Titanic were really delicious the night before the boat sank. The man in the Titanic bar who said “I asked for more ice, but this is ridiculous” drowned with that night with the rest of the passengers. We need to lift our political sights, and begin to deal systematically with fundamental issues of wealth creation, not spend our political capital squabbling over the distribution of a dwindling and increasingly insecure pot of income and resources. We live in serious times, serious times that require serious people and serious conversation. That is a seriousness which, in general, appears to be beyond the capacity of our political class, which is why I believe so strongly we need – more than anything else – an informed and detailed dialogue now between business, labor and academia outside Washington– a dialogue good enough and loud enough to be heard across the boundaries of the beltway, so forcing our politicians to respond appropriately. I would love to be part of that dialogue with you all.
