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Protectionist hara-kiri?

July have finally seen their exports
he turbulent storms ripping though world Tsesgam. -~ - =
financial and currencfpuﬁkets these last , The hypocrisy of our current
few weeks have nothing to do with the mild | trede war with Japan was evident
inflation up-tick we have just seen. 'last week as the Commerce Depart-
They have everything to do with the mMent continued, as part of its “com-
growing perception that the demagogues | Petiiveness” package, to ask Con-
in Congress have successfully and skilifully lured the (£ress to reform our domestic
Reagan administration into a potentially irreversible @entitrust laws o abolish, among
trade war with Japan — a trade war which could easily ~ Other things, “predatory pricing” as
trigger worldwide economic recession, just as it did in |2 consideration, all the while raging
1929, at Japan for “dumping™ computer
Unfortunately, that perception is bolstered by ¢hiPs. which is exactly the same
mounting evidence the administration’s chief protec- Hing.
tionist, Commerce Secretary Malcolm Baldrige, now
has the friendly ear and solid support of White House |
"Chief of Staff Howard Baker. -~
Until Mr. Baker’s arrival, Mr. Baldrige was largely
muzzled or ignored for what he genuinely is: a special

t the same time, the U.S.
computer industry last
week reported its best
quarter of sales and earn-

> . : 21 in three years, reflecting
. pleader for big business. But during the last few weeks fz-1N8S 1D hi H
.-Mr. Baldrige's muzzle has been removed and he has been ' 208 other gs the lower world

; sicked on our trading pariners.

|

price of chips.

One newspaper headline captured it all, “Baldrige Meanwhile, on Capitol Hill, the
Jdands in China,” suggesting a suicidal battle the Dnited . . Democrats are enjoying this swamp
States is sure to lose, as every new sanction will be into which they have drawn a weak-
_countered by a retaliatory sanction and world trade asa * “éned president. Even-as this nation
whole will decline. outperforms all others (including

We tend to forget that the United States now exports .Japan) in new job and business cre-
»close to $220 billion in goods to world markets, and 8tion; and even as evidence grows
‘nearly $30 billion to Japan. As we retaliate against their that the trade deficit is beginning to
imports they will stop our exports, in a game of interna-  Stbside, they have managed to use
tional chicken, in » hich all economies will crash, and the ~Mmassive disinformation about virtu-
first to suffer will be the American farmers, who since  ally every sector of the economy to

stampede the increasingly timid at
1600 Pennsylvania Avenue.

While Howard Baker has brought
great stability and political compe-
tence o the White House, he has also
carried with him the traditional Re-
publican baggage of protectionism
and defensive thinking, along with
his own doubts of the president’s
policies.

He has also brought along the

- —chief architect of the Republicans’
no-issues, don't-make-any-waves
campaign to lose the Senate last fall,
Tom Griscom, who is Mr. Baker's

" new White House communications

+director. This reflects a new willing-
ness to respond to every feint and jab
from Capitol Hill, as well as a lack of
! confidence in the high ground of
‘ Reagan's free market thinking.
’ Last week, one of the last solid
* free market economists in the ad-
. ministration, Budget Director
_ James Miller, was publicly rebuked
when he suggested, quite rightly,
! that the Federal Reserve should not
overreact to premature inflation
fears at a time when the greatest
danger is worldwide deflation.

ensing all this disarray, Rep.

Richard Gephardt, the politi-

cal ambulance-chaser, rides

high on the Hill as the archi-

tect of one of the worst pieces of

trade legislation ever, and as co-

sponsor of the most dreadfully fas-
cist farm bill in U.S. history.

Mr. Gephardt is orchestrating a
nationwide “fear-in” for his own po-

Warren T. Brookes is a nationally
syndicated economics columnist.

litical purposes, namely to scare

both Congress and the president intn
doing dumb things so he can win

radical caucus support in Iowa.

‘But when and if the dirty deeds
are done, the Republicans will have
. become the main scapegoats for the
economic disaster that will surely
follow. If they don't understand that
this is exactly what the politically
astute, but otherwise intellectually
defunct, Democrats have in mind as
their surest route back to permanent
national power, they deserve the out-
come. But, for what?

By almost every measure you
want, this nation’s economy is not
suffering from its trade deficit: In
the last 12 months, total jobs are up
by a whopping 2,561,000, as the
United States breaks its own em-
ployment ratio recqrd, month after
month, while protectionist Japan
and Europe have both been losing
jobs. :

ven our manufacturing jobs

are down just an insignifi-

cant 0.3 percent, or 65,000,

far lece than in Japan and

Europe, and they remain close 1o the

consistent level of 19.2 million of the
past 15 vears.

Manufacturing as a share of gross
national product is higher today than
it was 20 years ago. Since 1980, US.
manufacturing productivity has
been rising at the fastest rate since
the 1960s, and because of a lower
dollar, our worldwide labor costs are
now level with our biggest and
mughest competitors, including Ja-
pan.

Even imports, as a share of GNP,
are no higher now than they were in
1980 (9 percent). And, most of our
decline in exports is with the debtor
nations, for whom a trade war would
be disaster.

f Ronald Reagan wants a place
in history other than that
accorded to Herbert Hoover,
he will wake up this moming,

smell the coffee, call off his yapping
protectionist puppies, and tell them
the way to bring Japan into line is In
start making bilateral free-trade
deals with all of Japan's key cornpeti-
tors, especially Scouth Korea, -
wan, Singapore, and Hong Kong.
building further on the Kemp-
Gramm plan for a Western Hemi-
spherz Common Market with
Canada, Mexico, and the Caribbean.

Such a positive approach would
expand instead of contract worid
trade and at the same time, force
Japan’s responsive attention withoot
shooting our own nation in its col-
lective foot, or bringing the world
economy down in flames around us.
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Lowering the
protectionist

boom

Gephardt
pushes all the
‘hot buttons’

he Reagan administra-

tionis about to discover

the real danger of their

phony trade war with

Japan: The Nippon-

bashing jingos in Con-

gress are going to escalate it into a

real kamikaze attack in reverse, and

in the process risk worldwide de-
pression.

The leader of this protectionist
frenzy is Rep. Richard “Smoot” (us
in the Smoot-Hawley tariff that
started the Great Depression) Gep-
hardt, presidential candidate and
futl-time boy demogogue who has
been flitting opportunistically from
one political “hot button” to another,
searching for a way to fan the wispy
smoke of discontent into a full-
fledged prairie fire of support.

Mr. Gephardt told The Wall Street
Journal ediwors last Wednesday he
had the votes, including 22 Repub-
licans, to force his own draconian
trade-retaliation amendment
through the House.

His amendment would force the
president to “take whatever steps
are necessary to reduce trade sur-
pluses” with Japan and others by 10
percent a year, including the imposi-
tion of quotas and tariffs, not just on
8 few items, but across the board.

Aside from the fact that this mea-
sure vivlates the General
Agreement on Tariffs and Trade, it

Warren T Brookes is a nationally
syndicated economics columnist.

would immediately start a disas-
trous international trade war which
could cost 25-30 percent of
Americans their jobs, easily, just the
way his foolish Harkin-Gephardt
farm bill could cost more than 2 mil-
lion agricultural jobs.

If the administration's tiny tariff
action affecting less than $300 mil-
lion or 0.3 of 1 percent of U.8.-Japan
total trade could spook the stock
market by 90 points, think what a
full fledged “Smoot” Gephardt-style
trade war could do.

This is why Mr. Gephardl's
dreadfut bill is opposed by every re-
sponsible Democrat, not only by
presidential front-runner Gary Hart
but by most key Democrats on the
Hill, including both House Majority
Leader Tom Foley, and Ways and
Means Chairman Dan Rostenkow-
ski, The big exception, of course, is
“Speaker Wrong” (House Speaker
James Wright) who secms never to
have seen any tariff, subsidy, tax or
special interest he didn't love.

hat is really shocking,

though, is that Mr Gep-

hardt’s bill is also se-

cretly supported by top
leadership in President Reagan's
own Commuerce Department.

This surprising fact was inadver-
tently signaled during CNN's “Cross
Fire” show last Thursday, when
Commerce Secretary Malcolm Bal-
drige’s former assistant sccretary
for internstional development,
Clyde Prestowitz, was asked by Rob-
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Time Out m 'the Chip War

Aprll 8, 1987

Pushing Japan Further Could Turn Into Reciprocal Ugliness

By ROBERT J. SAMUELSON

Japan-bashing has now taken on the
aura of official U.S. policy. It's a purilous
gambit, an invilation to bitter and iutually
harmiul conflicts.

Our iltusion is that we can somchow
compel the Japanesc to do what is 1ight
for thewn and for us. We rationalize the
stridency of our rhetoric and aclions as
necessary evils for a greater good. The
Japanese, we say, react only to pressure.,
This is true up to a point. But beeanse they
believe—somelimes correctly, sometimes
not—that our demands are selfish and
unreasonable, they may miss the larger
message, Change is mainly necessary for
their own good, not ours.

The oecasion of this policy ehange illus-
trates the dangers. Semnieonductor “chips”
are the tiny componcints of compulers,
commmunications equipment, television sets
and most elcetronics. In 1986 the Uniled
Stales and Japan agreed that Japin would
cheourage more imports of LS. chips while
also stopping the “dumping” of Jupancse
chips at unfair prices around the world,
Nuw the United States says that Japan hus
not complied with the agreement, There-
fore we're threatening to slap a 100%¢ tariff
on $300 million worth of Japancse elve-
trouic inports.

In the chip war, almost everything is
the opposite of what it seems. We sce our-
selves as the wronged victim of o broken
agrecnient. In fact, Japan was forced Lo

sign a bad agreement that prohably was
unenforceable and doomed to fail. We view
our chip industry as being strangled by
Japan's. in fact, the American industry is
still the world's largest, and its problems
stein mainly from overcapacity. Japan's
high-technology industries, including
semiconductors, could he badly hurt by the
rising yen.

Nar did Japan alone causc its large trade
surplus. Much of the recent increase
stemmed from fast U.S. economic growth,
which spurred our imports. But none of this
exonerates the Japanese. Their itlusion is
the mirror image of ours; They blame their
growing economic problems on a deliberate
11.5. policy to raise the value of the yen. It's
up about 4055 apainst the dollar since carly
1945, making Japanese exports less com-
petitive and threatening ihe export-led
growth of the Japanese economy. Since
carly 1986 the physical volume of Japan's
exports has fallea.

The Japanese theory is fantasy. It's true
that on any given day an offhand comment
by, say, Treasury Secretary James A.
Baker 11 muy drive up the yen., But the
busic pressure propelling it upward has
been Japan's huge trade surplus, $83 biliton
in 1986. Its wraders earn so many dollars,
which must then be sold for yen, that the
dellar ig inevitably pushed down and the
yen up. Higher Japanese demand for dol-
lurs to make overseas investments only
partly offsets the upward pressures.

For Japan, the wechanics of exchange
rates poses a merciless choice: Either Japan
narrows its trade surplus by increasing
imporls and econemic growth (higher
growth also would raise imports}), or the
yen automatically climbs further and cuts
ihe trade surplus ithrough lower exports.
Ironically, high-technology exports, led by
commputers, might suffer the most. In these
markets, Japanese companies have little if
any advantage over U.S. companics. By
contrast, their hold on the car market is
stronger. In 1986 nearly 40% of Japan's
$59-billion trade surplus with the United
States stemmed from automobiles, trucks
and parts.

The best policy for both countries is
faster economic growth and more cpenness
to imports. Bul we cannot dictate to Japan
how to change its economy and society,
Qur exports to Jupan (and those of other
countries, too) are held down by trade
barricrs that often involve custom as much
as official policy, The amount of our ex-
purt 1oss is unclear: Estimates range from
a few billion dollars to nearly $20 billion.
But these restrictions cannot be ended by
negotiation, They are too numerous and

'3

complicated; any agrcements easily could
be frustrated by the Japanese.

‘The barriers wilk fall only when the'Jap-
ancse decide that it's in their interests to
make them fall. Many changes would be
wrenching. For example, ending the huge
protection afforded to Japan’s farmers
would expand food imports. Similarly,
the Japanese will spur greater cconomic
growth only when they decide that their
interests require it. They resent foreign
suggestions about how to alter their tax and
spending policies. So do we. These matters
cngage national sovercignty, and can't be
seitled diplomatically,

It is satd that we can force Japhn to
change by being tough on vital {rade mat-
ters, such as chips. Well, maybe. 'The
danger, though, is that these individual
conflicts will obscure the larger issues. The
taliks develop their own momenturn and
emutions In chips, for example, TS, com-
panics had legitimate complainds about fair
access to Japan's market, But they used
this problem to coerce Japan into a global
price-fixing agreement, which is described
deceptively as a remedy to "dunping.”

l.ow chip prices mainly reflect vast
global excess production capacity. Chip
demand (mostly for computers) fell far
short of foreeasts. In 1986 the U.S. indusiry
utilized only 57% of ils capacity. When
supply cxceeds demand, prices fall In
Japan, chip prices are lower than in the
United States. But we insist on higher
Japunesc export prices—to all countries,
not just to us. We say that prices should
cqual full production costs. Trvue, thal's
one definition of dumping. But the artificial
gap between Japan's low domestic prifes
and higher export prices inspires cheating
that the government says can't easily be
policed.

The complaint rings true. Price controls
rarely work. So both countries feel that
they have been had, and in a sense they
have. Qur best policy is to be patient while
the rising yen clucidates Japan's predica-
ment to the Japanese. Instead, the chip
dispute may become a prototype. It vents
our nationalistic frustrations and makes it
appear that politicians are “doing some-
thing.” It implics a series of narrow dis-
agrecments, with both sides believing that
the other is making unreasonable demands
and acting in bad faith, Japan offers grudg -
ing concessions, but there are few basw
changes and much itk will,

Qur Japan-bashing may become their
America-bashing.

[

Rebert J. Samuelson writes on economic
issurs from Washington. .
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ast month, the Southeast tex-

tile barons once again
snapped their fingers and

their congressional min-

ions of both parties jumped to atten-
tion and introduced still another tex-
tile quota bill aimed at protecting the
supposedly “hard-pressed industn™

But, just a week after South Caro-
lina Sens. Strom Thurmond, a Re-
publican, and Ernest “Fritz” Hol-
lings.a Democrat, teamed up on this
“modified guota bill" The Wall
Street Journal told us just how
“hard-pressed” this industry really
15:

The five major textile companies
increased their net profits on con-
tinuing operations in the fourth
quarter of 1986 by a whopping 116
percent over 1985, and their net in-
come was up 94 percent. (See table.)
Small wonder their stock rose more
than 30 percent last year, one of the
best performances.

The five companies split up net
income of almost $78 million, up
from $40.3 million in the like quarter
the previous year One-time union-
buster J.E Stevens led the way with
a 204 percent increase, from $6.7
million o $20.5 million.

And wi ot? Sales were up sol-
idly in an wnaustry that now runs at
almost %1 percent of capacity, 14
poinis above the nation, in which cm-
plovment actually rose from 705,000
10 723.000. With productivity rising
in this industry at a nearly 4 percent
annual clip, this means 1986 real out-
put rose about §-6 percent.

As a matter of fact, the industry
raised its wages from $274.57 a week
to $296.49, a very strong B percent
increase. This is more than triple the
2.6 nercent national weekly wage in-
crease for all industrial workers, as
the index of total hours worked rose
sharply from 773 to 839, a 7.5
percent increase year over year,
compared with only 1.1 percent for
alt manufacturing industries.

Two reasons for these happy re-
sults are tough new quotas against
Korea, Hong Kong, and Taiwan ar-

ped by U.5. Trade Representative

wton Yuetier last July, and a mas-
¢ rise in the Japanese ven which

5 helped push dewn imports sub-
__antialiv.

Warren Brookes is g nationally
syndicated economics columnist.

Shifting
gears on
textiles

Last summer, clothing imports
were running nearly 32 billion a
moniki. But over the last four months
they have dropped back 1o 51.6 bil-
lion, according to the Commerce De-
partmeni.

Textile imports have fallen from
2245 miliion 2 month last summer to
around 5700 million a month now, so
the trends in imports on both
clothing and appare! are no longer
up.
Compare this with the bleatings
from Dewey Trogdon. president of
the American Textile Man-
ufacturers Institute. who claims
“textile imports grew 19 percent last
year while the domestic market ex-
panded by only 1 percent,” and who
argues that “only legislation can
prevent a takeover of the domestic
textile and apparel market by for-
eign producers”

To help pad these already sumptu-
ous profits, their friends in Con-
gress propose 1o set a global extile
import quota allowing imports to
grow no more than 1 percent a year
— and compensanng foreign pro-
ducers who comply with lower tar-
iffs.

This approach. attacking all for-
eign producers, not just those of the
Pacific Rim who were the 1argets of
last vear's aborted Jenkins bill
(which failed to survive the

president’s veto), is supposed to be
“less protectionist” But Ambassa-
dor Yuetter has already signaled his
opposition to further concessions to
this industry, saying: “There is no
way we will agree to import levels
that are squeezed to that degree™
The sole purpose of such a
squeeze i$ not to save or promote
U.S. jobs, but to allow U.S. producers
to push up their prices and profits.
The best proof of this is that clothing
inflation has shot up from minus 2
percent a year ago to plus 3 percent
this vear, stimulated by the combina-

tion of the new quotas and the.

weaker dollar, showing up in a 116
percent surge in profits.

Fortunately, House Energy and
Commerce Chairman John Dingell
Jr.. Democrat of Michigan, a key
“gatekeeper” for trade legislation in
the House, told us recently: *'I don’t
plan to move a textile bill this year,
at least not until after we complete
work on an overall trade bill. 1 just
don't see much support for another
fight this year on this issue”

One reason may be the fact that
the three major textile states are
still showing such solid economic
performances. North Carolina’s total
pavroll employment rose nearly 3
percent last year, and it currently
sports an unemptoyment rate of 5.1
percent, well below the national
average. And South Carolina's unem-
ployment feli frorr6.4 o 5.6 percent
last year, while its total payroll em-
ployment rose 50 percent faster than
the nation, as did Georgia's, with 5.7
percent unemployment.

So Mr. Dingell is right on putting
off a textile bill. There is not the
slightest reason to add to the already
massive $25 billion a year which con-
sumers now pay for import "‘protec-
tion” of this industry.

' Our ‘Depressed’ Textile Industry?

Fourth-quarier net income in milicns of dollars

4th Cir. 4th Qtr. %
1985 1986 CHANGE
Burlington Milis % 8.444 $10.037 UP 18.9%
Fieldcrest Cannon 6.874 10.700 Up 55.7%
J.P Stevens 6.732 20.461 UP 203.8%
West Point Pepperell 11.460 20.949 uUp 82.8%
Springs Industries 6.762 15.822 UP 134.0%
TOTALS 40.272 77.969 UP 93.6%

Soume Wed Street sonenal Dow Jones

The Washinaion Times







Deficits: the Connection That Isn’t

Theory of Budget-Trade Link Is Grossly Misleading

By ROBERT J.SAMUELSON \b %[5

Ever since enormous federal budget
deficits became a reality, the public has
been bombarded with false theories about
the consequences.

We were initially told that by causing
high interest rates the deficits would pre-
vent a recovery from the 1981-82 reces-
gsion. That was false. Then we were told
that they would intensify inflation. That
was false. Now we are told that they have
caused our large trade deficits. This thecry,
if not entirely false, is so misleading that it
is almost worthless.

The economists who concoct these sto-
ries exaggerate what they know, thinking
that they have embarked on a vital cru-
sade: deficit reduction. Congress is sup-
posed to be scared into action. But the
result is just the opposite. As the budget
deficits’ adverse effects are discredited,
political pressure to deal with them evapo-
rates. Congress doesn’t want 1o cut spend-
ing or raise taxes for no apparent gain.

The budget deficits need to be treated
candidly —neither sensationalized nor ig-
nored. In many respects the politics of big
budget deficits resembles the politics of
inflation in the 1960s and "70s. Controlling
both involves making difficult short-term
choices to avoid larger but ill-defined
future -—*"-—-
inflatio
warnin
of bar

TEAT- 2.0 dad e mdemss

austerity of the early 1980s stopped the
inflationary spiral.

So, too, large budget deficils can be
temporarily tolerated. But the longer they
last, the greater the danger that they will
snowball into a bigger crisis. No one can
say precisely what or when. It’s this am-
biguity that tempts economistls and others
to advance more dramatic theories tying
the deficits 10 some concrete economic
problem. The connection between the
budget deficits and the trade deficits is
simply the latest example.

The argument is oversimplified, and has
perverse side effects. 1t’s being used by
Japan and West Germany to resist US.
pleas to stimulate their economies. The
Reagan Administration correctly contends
that these countries are draining demand
from the world economy with their huge
trade surpluses. Faster economic growth
and higher imports would help sustain the
global recovery. West Germany and Japan
wrongly dismiss this view, attributing their
trade surpluses mainly to our huge trade
and budget deficits.

The U.S. trade deficits mean that as a
nation we are spending more than we are
producing, and are relying on imports to
fill the gap. Blaming this excess national
spending on the budget deficits is super-
ficially plausible because, as the following
table shows, the two deficits have roughly
grown together. (The budget figures re-

flect the government's fiscal year, from

» October to September; the trade figures are

for the calendar year.}

Budget Deficit Trade Deficit

n bilsons in bilons
1981 $789 $39.7
1982 $1279 $426
1983 $208.9 $69.3
1984 $185.3 $1233
1985 $212.3 $1485

1986 $220.7 $170.0°

*astimsate

But this argument's flaw is simple: We
could produce much more here. Between
1981 and 1983, our trade deficil rose 70%:;
meanwhile, civilian unemployment aver-
aged 8.8% and factories operated at 75.6%
of capacity. Even now there is room for
more production. In 1986 unemployment
was 7% and factory utilization was 73.5%.

A more sophisticated theory connects
the trade and budget deficits via the doi-
lar’s high exchange rate, which has made
U.S. exports less competitive and imports
cheaper, By this logic the big budget
deficits—and the expectation that they
would continue—pushed up US. interest
rates in the early 1980s, attracting inter-
national investors into dollar securities. As

investors sold other currencies and bought -

doltars, the dollar’s exchange rate rose
more than 60% between 1980 and 1985
The trouble with this theory is that the
budget deficits were not the main cause of
high U.S. interest rates. Most of {is€ Foe i
occurred by 1882, before big budget defi-
cits, and reflected the Federal Reserve's
policy of crushing inflation with tighter
credit. The budget deficits may have kept
rates up after 1982 and contribuled to the
trade deficits, But budget deficits are only
one of many causes. Olhers include the
Thir orld debt crisis and siow growth
abro  loth cut demand for U.S. exports.
Being more precise about the budget
deficits’ effects usually is intelleclual arro-
gance, Economists often pretend to know
more than they do. The truth is that as the
U.S. economy has become more inlegraled
into the world economy it has beconie
harder to understand. There are npew
uncertainties and complications. Although
economists may grasp general tendencies,
detailed predictions are difficult. '
In the future the connection between the
iwo deficits may become more important.
As the dellar's exchange rate falls, US.
goods become more competitive and our
trade deficit also should fall Satisfying
the spending demands of consumers, busi;

"nesses and government will be tougher,

More of our production will be exported,
and imports will siow. Higher production
can help, but, if unemployment drops and
factory utilization rises, spending pressures
could increase inflation or interegt rates
Cutting the budget deficit is one obvious
way to ease those spending pressures. -

That is only one reason for reducing big
budget deficits. A government that spends
far more than it collects is courting trouble.
Potential problems abound: Government
may inflate away its debt by printing
money, government borrowing may crowd
outl privale investment and big deficits may
frustrate spending on vital new needs. The
case for cutting the budget deficits does ndt
require sophisticated economic analysis.
It's common genre.












