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WASH.TIMES:04-29-87 

WARREN ~ROOKES 
-- -- ._s'3 ~/$' 

Protectionist hara-kin?· 

T
he turbulent storms rj_pping though world 

. financial and currency markets these last 
few weeks have nothing to do with the mild 
inflation up-tick we have just seen. 

They have everything to do with the 
growing perception that the demagogues 

in Congress have successfully and skillfully lured the 
Reagan administration into a potentially irreversible 
trade war with Japan - a trade war which could easily 
trigger worldwide economic recession, just as it did in 
1929. 

Unfortunately, that perception is bolstered by 
mounting evidence the administration's chief protec-

July have finally seen their exports 
rise again. ·- - · - • 

The hypocrisy of our current 
I trade war with Japan was evident 
i last week as the Commerce Depart· 
ment continued, as part of its "com-

1 petitiveness" package, to ask Con-
1 gress to reform our domestic 
antitnlst laws to abolish, s,mong 
other things, "predatory pricing" as 

I a consideration, all the while raging 
at Japan for '1dumping" computer 
chips, which is exactly the same 
thing. 

tionist, Commerce Secretary Malcolm Baldrige, now . 
has the friendly ear and solid support of White House t·· At the same !iJne, the U.S. 
·chief of Staff Howard Baker. - computer mdus~ry last 

Until Mr. Baker's arrival, Mr. Baldrige was largely _ _ week reported its best 
muzzled or ignored for what he genuinely is: a special ·. . quarter of sales and~-

,pleader for big business. But during the last few weeks ~lngs m three _ years, reflecting, 
, ·Mr. Baldrige's muzzle has been removed and he has been · ~ong oth~r things the lower world 
, sicked on our trading partners. pnce of ch1?s- _ . 

One newspaper headline captured it all, "Baldrige Meanwhlle, on. ~p1tol _Hill, the 
,lands in China," suggesting a suicidal battle the United , . ~mocI_'clts are enJoymg this swamp 
States is sure to lose, as every new sanction v.ill be mto whic~ they have dra~ aw~-

-countered by a retaliatory sanction and world trade as a' ·ened president. Even ·a_s t~s na~on 
whole will decline. outperforms all others (mcluding 

We tend-to forget that the United States now exports _Japan~ in new job and _business cre­
r ,close to $220 billion in goods to world markets, and atton; and even ~s. e:11den~ ~ws 
~l·nearly $30 billion to Japan. As we retaliate against their that ~e trade deficit lS begmrung to 

imports they will stop our exports, in a game of interna- subs1~e, ~~ have ~ged to_ use 
tional chicken, in ·,,hich all economies will crash. and the massive dismformat10n about VlrtU­
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. 

W~nile Howard Baker ~w.s bauught 
great stability and political compe­
tence to 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 
• --<:hief 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 
Rea~an•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. 

S 
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 dread.fully 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 into 

_,,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. H 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 Mt 
suffering from its trade deficit: In 
the last 12 months, ~tal jobs are up 
by a whopping 2,561,000, as the 
United States breaks its own em­
ployment ratio record, month after 
month, while protectionist Japan 
and Europe have both been losing 
jobs. · 

F ven our manufacturing jobs 
are down just an insignifi­
cant 0.3 percent, or 65,000, 

.!L_d far less than in Jaoan and 
Europe, and they remain close to the 
consistent level of 19.2 million of the 
past 1S years. 

Manufacturing as a share of gro~ 
national product is higher today than 
it was 20 years ago. Since 1980, U.S. 
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 
toughest 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. 

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

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

Such a positive approach would 
expand instead of contract world 
trade and at the same time, force 
Japan's responsive attention witboat 
shooting our own nation in its col­
lective foot, or bringing the world 
economy down in flames arowid us. 
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WARREN BROOKES 

Lowering the 
protectionist 
boom 
Gephardt 
pushes all the 
'hot buttons' 

T
he Reagan administra­
tion is 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" (as 
in the Smoot-Hawley tariff that 
11tarted the Great Depression) Gep­
hardt, presidential candidate and 
full-time boy demogogue who has 
~een flitting opportunistically from 
one political "hot button" tci 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 editors last Wednesday he 
had the votes, including 22 Repub­
licans, to force his own draconian 
trade-retaliation amendment 
through the House. 

His .1mendment would force the 
president to "take whatever steps 
arc necessary lo reduce trade sur­
pluses" with Japan and others by 10 
percent a year, including the imposi­
tion of quotas and tariffs, not just on 
a few items, but across the board. 

Aside from the fact that this mea­
sure violates the Genera l 
Agreement on 'Thriffs and .lrade, it 

Warren T Brookes is u nationullv 
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.S.-Japan 
total trade could spook the stock 
market by 90 points, think what a 
full fledged "Smoot" Gephunlt-stylc 
trade wur could do. 

This is why Mr. Gephardt 's 
dreadful bill is opposed by every re­
sponsible Democrat, not only hy 
presidentiul front-runner (;ary Hurt 
but by most key Democrats on the 
Hill, including both House Majority 
Leader 'lorn Foley, and Ways and 
Means Chairman Dan Hostenkow­
ski. The big exception, of course, is 
"Speaker Wrong" (Bouse Speaker 
James Wright) who seems never to 
have seen any tariff, suhsic..ly, tax or 
special interest he didn't love. 

W
hat is really shockin~. 
though, is thul Mr. Gcp· 
hunll's bi ll is uls11 se­
cretly supported hy top 

leadership in Presideul Hcagan 's 
own Commerce Department. 

This surprising fact was inadver­
tently signaled during CNN's "Cross 
Fire" show last Thursday, when 
Commen:e Secretary Malcolm Bal­
drige's former assistant secretary 
for intenrntional deve lopment, 
Clyde Prestowitz, was asked by Rob· 
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ert Novak: "How do you feel about 
the Gephardt amendment?" 

Mr. Prestowitz said quickly, "It's 
all right as far as it goes:' and then 
quickly added that "it doesn't go far 
enouah." Under further questioning, 
it was clear that Mr. Prestowitz fa­
YOred broad-scale measures "to cor­
rect the imbal­
ance of trade." 

I I 

lar by 40 percent in world currency 
markets. 

The fact that in spite of all this, 
our trade deficit continues high is 
proof that protectionism is not only 
dangerous, it is counterproductive to 
real world economic growth, be­
cause it only depresses total trade, 

Yet this will not 
really surprise 
anyone who has 
watched Mr. Pres­
towi tz 's former 
boss, Mr. Bal­
drige, who along 
with two succes­
sive Commerce 
trade honchos, 
Lionel Oil mer and 
Bruce Smart , 
have been big 
business's chief 
advocates for pro­
tection. 

:s France 3.0 - 2.0 - 1.1 - 2.4 

I' 
. r . 

economic~ (Ullli thus import de· 
mand) are now weaker in job growth, 
industrial growth, and unemploy­
ment than they were a year ago. 

- Germany, for example, is running 
a trade surplus with us of more than 
$14 billion. Yet its unemployment is 
now 9 percent - in U.S. terms more 

'6.6%•f · · 61, 1 % 
· 3.0 60.5 

} 

. 9.0 , 
11.0 

50.5 
52. 7 

54.6 

than 20 percent -
while both its em­
ployment growth 
and production 
growth are a frac­
tion of ours. The 
same holds for 
France and even, 
currently, for Ja­
pan. Indeed, the 
last time the 
United States ran 
a trade surplus 
was during the 
deep recession 
year of 1975. 

Unfortunately, 
they have been re­
mark ab I y suc­
cessful, because 
the Reagan ad-

· ,11,astllve mohthsannuallzed: .'· :~
1 

• • •• • • • '• 
1

" 
Soor(,tl: Ec~tt .. u:s. Census oi F.i · r 1hk,e • 8u,..aU'of Labor St1Usb.-t 

Ironically, dur­
ing 1986, when 
our total trade 
deficit was sup­
po s c d to have 
been $166 billion, 
~he U.S. man­
ufacturing econ­ministration, by 

its own proud admission, has 
granted more "trade relief" to indus­
try than any other in recent history, 
from new quotas on textiles and ap­
parel against the Pacific Rim, to 
tougher "target prices" for the steel 
industry, to "voluntary export re­
straints" for the U.S. auto industry, 
not to mention trashing the U.S. do!-

Chari by Dolores Mot,cllka, The Washington Timas 

imports and jobs. 
The best proof of this is to look at 

the dreadful relative economic per­
formance of the protectionist Euro­
pean nations and Japan, who have 
been the main targets of our "dollar 
attack." 

In every case, their surpluses 
with u~ are now larger, and their 

omy lost only 65,000 jobs - 0.3 
percent-by far the smallest loss of 
any major industrial nation. 

This should be a reminder to the 
Commerce protectionists that the 
main reason for the U.S. trade deficit 
today is not soaring imports, whose 
percentage of our gross national 
product has actually declined, from 

9.2 percent 111 1980 to 8.6 pcn.:cnt in 
1986, but the falling imports by both 
the developed, and developing na­
tions of the world, who have either 
been assaulted by the plunging dol­
lar, or squeezed into austerity by the 
International Monetary Fund. 

Since a trade war will only exac­
erbate this situation, the net effect 
will be to make our whole economy 
worse, not bette r. We expect "Smoot" 
Gephardt not to understand this, but 
Mr. Baldrige and his Commerce De­
partment should know better. · 

U
nfortunately, they don't, 
judging by the fact that 
they routinely "hype"' the 
trade-deficit figure, only 

to correct it downward some months 
later. Indeed, within 24 hours of the 
delayed publication of February's 
$15 billion figure, Mr. Baldrige was 
forced to issue a revised figure of 
$13.8 billion, because Congress in 
1980 decided to force Commerce to 
release, first, the inflated deficit be­
tween the full cost includingfreight 
(CIFJ of imports and yie "free 
alongside ship" (FAS) value of ex­
ports, not counting overseas ship­
ment costs. 

This automatically hypes the 
trade deficit by about $1.2 billion 
each month over real value ex­
change. 

In addition to this built-in bias, 
over the last 13 months, eight 
monthly trade deficits have since 
been revised downward an average 
of nearly $2 billion " month, while 
those in five mcmths have lil!Cll re­
vised upward an average of $1.5 bil­
lion, for a net 13-month duwnwanl 
revision of nearly $8.4 billion. At the 
s;ime time as the s upposedly 
shocking $IS billion numlwr came 
out, the January figure· was revised 
down by more than $2.S billion. 

While this may not seen1 like 
much, it demonstrates a clear statis­
tical bias in the Commerce Depart­
ment to make the trade deficit seem 
even worse than it is, a bias which 
may reflect the bureaucracy's will· 
in~ncss to he lp M1: Baldrige wa~c 
war for rnorc protectionism against 
u<lrni11islra1io11 l'rcc-t rmlers . 

'J'hc1r cause ha~ also lleci! .-lw1 tell 
by Allen Lenz, the economist re­
sponsible for U.S. trade data, who 
has argued repL•atcdly that the only 
thin(,! that matters in trade is man­
ufacturing - and that the huge 
$20-30 billion surplus in U.S. service­
sector exports is inconsequential. 
For a nation whose service sector is 
expanding rapidly ( even as our man­
ufacturing share of UNI' continues 
stcm.ly and strong), thb deliberately 
dis~~~~~l!f:;I;~P/ trade picture . 

Last winter the Office of Tedi· 
nolof:o(y Asscssnwnt in Con· 

. grcss ar~ued tlwt Commerce 
also fuils to measure as much as 
$,!0-60 billion of exports of all kinds 
of U.S. services, from financial, ac­
counting, management, con ­
struction, education, research and 
technology, consult ing, medical 
care.and so forth, further hyping the 
deficit. 

The Commerce Department hotly 
denied this cl1,trge, hut within a 
week of its deniHI the CanadiHn gov­
ernment published a report which 
showed thut its trade surplus with 
the lJllllL•d States W.tS not lhc $22 
billion Commt.:rcc reported, but only 
$11 billion, in par l bcause of Com­
merce's failure to account fully for 
service export s. 

Since the monthly mcn:handise 
tnidc deficit report hy definition ex­
cludes the service sector, it dclih­
erutcly overstates that de ficit by as 
much as $2 billion as a device to sel l 
protection for U.S. industry to con· 
~rcssional crazies. 

It is time for l\tr. Baldrige's de· 
partmcnt either to MCI on board with 
a supposedly !'rel' trade admi nistra· 
tion, or simply publish it~ true colors 
as "Smoot"< ;q,hardt's hi1.rncst fans 
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Titne Out in the Chip War 
Pushing Japan Further Could Turn Into Reciprocal Ugliness 
By ROBERT J. SAMUEi.SON 

Japan -bashing has now taken on the 
aura of official lJ.S. policy. It's a p1.:rilous 
gambit, an invitation to biller ancl mutually 
harmful conflicts. 

· Om illusion is that we can somehow 
compel the Japanese to do what is 1 ight 
for the111 and for us. We ra tionalize the 
stridency of our rhetoric and aclinn:; as 
necessary evils for a greater good. The 
Japanese, we say, react only to pn:ssnre. 
This is true up to a point. But hecause they 
believe- sometimes correctly, sometimes 
not-that our demands arc sclfbh and 
unreasonable, they may miss the larger 
message. Change is mainly necessary for 
their own good, not ours. 

The occasion of this policy change illus­
trates the dangers. Semiconductor ·'chips" 
are the tiny components of cornp11Lcrs, 
communications eqlli(Jmcnt, tclcvi~iCJn sels 
and must electronics. In 1986 the l lnilcrl 
States ancl .Jnpan agreed that Japan wo1dd 
enc:omage more impurls of tJ.S. chi1,s '-'<hill: 
also s toppi11g the "dumping·• of J,,pJrH:se 
chips al unfair pri ces aroutHI the w,,dd. 
Now the United States says that .lap,rn h..is 
nol complied with lhc agreement. There­
fore w1.:'re threalening to slap a 100',~ t..iriff 
on $300 million worth of Japanese cltc­
tro11ic imports. 

In the chip war, almost everything is 
the 01,po:site of what it seems. We sec our­
sci vu, as the wronged victim of a Lrokcn 
agrecrncnl. In fact, Japan was forced lo 

sign a bad agreement that probably was 
unenforceable and doomed to fail. We view 
our chip irn.lt1st ry as being strangled by 
Japan's. In facl, the American industry is 
still the world's largest, and ils problems 
stem mainly from overcapacity. Japan's 
h igh-technology industries, inc luding 
semiconductors, could be badly hurl by the 
rising yen. 

Nor did .Japan alone cause its large trade 
s11rplus. Much of the recent increase 
stemmed from fast U.S. economic growth, 
which spurred our imports. But none of this 
exonerates the Japanese. Their illusion is 
the minor image of ours: They blame their 
growing economic problems on a deliberate 
U.S. policy to raise the value of the yen. It's 
up allot1l 40% against the dollar since early 
1985, making Japanese exports less com­
petitive and threatening the export- led 
growth of the Japanese economy. Since 
early 1986 the physical volume of Japan's 
exports has fJllcu. 

'l'hl! .Japanese theory is fantasy. It's tnic 
that on any given day an offhand comment 
l.iy, say, Treasury Secretary .lames A. 
B-1ker l1I may drive up the yen. B11t the 
b.1sic pressure propelling it upward has 
been Japan's huge t rade surplus, $83 billion 
in IG8G. Its traders earn so many dollars, 
which must then be sold for yen, that the 
dollar is ine\'ilably pushed down a nd the 
yen up. Higher Japanese demand for dol­
lars to make overseas investments only 
partly offsets the upward pressures. 

!<'or Janan, th e mechanics of exchange 
rates pos~s a merciless choice, Either J apan 
narrows its trade s urplus by increasiHg 
imports and ccu11omic growth ( higher 
growth also would raise imports), or the 
yen automatical ly climbs further and cuts 
the trade surplus through lower exports. 
Irnnica lly, high-technology exports, led by 
computers, might suffer the must. In these 
markets, Japanese companies have little if 
any advantage over U.S. companies. Hy 
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 
fas ter economic growth and more openness 
to imports. Out we cannot dictate to Japan 
how to change its economy and society. 
Our exports lo Jupan (and those of other 
countries, too) are held down by trade 
barriers that often involve custom as much 
as official policy. The amount of our ex­
port loss 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 

complicated; any agreements easily fOUld 
be frustrated by the Japanese. ' 

The barriers will fall only when the'Jap­
anese 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 .Jupancse will spur greatrr economic 
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 
engage national sovereignty, and can't be 
settled diplomatically. 

It is said that we can force Japan lo 
change by being tough on vital trade mat­
ters, such as chips. Well, maybe. The 
danger, though, is that these individual 
con[licts will ol>scurc the larger issues. The 
talks develop their own momentum anti 
emotions. In chips, for example, U.S. com­
panies had legitimate complaints about fair 
arcpss to Japan's market. But they us<·d 
this problem lo coerce .Japan into a global 
price-fixing agreement, which is dt'scribl!tl 
deceptively as a rcmccty to "dumping." 

Low chip prices mainly reflect _vast 
global excess production capacity. Chip 
demand ( mostly for com(Jutcrs) fell far 
short of forecasts. In 1986 the U.S. industry 
utiliicd only 57% of its capacity. When 
supply exceeds demand, prices foll. · In 
Japan, chip prices arc lower than in the 
United States. But we insist on higher 
Japanese export prices- to all countries, 
not just to us. We say that prices 5hould 
equal full prod11clion costs. True, that's 
one defin ition of dumping. Uut the artificial 
gap between Japan's low domestic prires 
and higher export prices inspir es cheating 
that the government says can't casil:y lJc 
policed. 

The complaint rings true. Price cohtrols 
rarely work. So both countries reel that 
they have been had, and in a sense they 
have. Our best policy is to be patient while 
the rising yen elucidates 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 arc "doing some­
thing." It implies a series of narrow <lis­
agrccmcnts, with both sides believipg that 
the other is making unreasonable demands 
and acting in bad faith. Japan offers grudg ­
ing c:onc:cs5ions, but there are few basic 
changes and much ill will. 

Our Japan-bashing may become thei r 
America-bashing. ,, 

Robert J . Samurlson writes on economic 
issues from H'ashington. 



WARREN BROOKES 

Last 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 industry." 

But, just a week after South Caro­
lina Sens. Strom Thurmond, a Re­
publican, and Ernest "Fritz" Hol­
lings, a Democrat, teamed upon this 
"modified quota bill," The Wall 
Street Journal told us just how 
·'hard-pressed .. this industry really 
is: 

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 540.3 million in the like quarter 
the pre\;ous year. One-time union­
buster J .P Stevens led the way with 
a 204 percent increase, from 56. 7 
million to S20.S million. 

And why not? Sales were up sol­
idlv in an industry that now runs at 
almost 94 percent of capacity, 14 
points above the nation, in which em­
ployment actually rose from 705,000 
to 725.000. With producti\;ty rising 
in this industry at a nearly 4 percent 
annual clip, this means 1986 real out­
put rose about 5-o percent. 

As a matter of fact, the industry 
raised its wages from $274.S7 a week 
to $296.49, a very strong 8 percent 
increase. This is more than triple the 
2.6 riercent national weekly wage in­
crease for all industrial workers, as 
the index of total hours worked rose 
sharply from 77.3 to 83.9, a 7.5 
percent increase year over year. 
compared with only 1.1 percent for 
all manufacturing industries. 

1\vo reasons for these happy re­
sults are tough new quotas against 
Korea, Hong Kong, and Thiwan ar­
ranged by U.S. 'Irade Representati\'e 
Clayton Yuetter last July; and a mas­
sive rise in the Japanese yen which 
has helped push down imports sub­
stantially. 

Warren Brookes is a nationally 
syndicated economics columnist. 

Shifting 
gears on 
textiles 

last summer. clothing imports 
were running nearly 52 billion a 
month. Bu~ o,·er the last four months 
they ha·,e dropped back to S1.6 bil­
lion. according to the Commerce De­
partment. 

Text:le imports ha\'e fallen from 
S8-i5 m:iiion a month last summer to 
around s-oo million a month now. so 
the trends in imports on both 
clothing and apparel are no longer 
up. 

Compare this with the bleatings 
from Dewey 'Irogdon. 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 
pre\·ent a takeo\·er 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 to set a global textile 
import quota allowing imports to 
grow no more than 1 percent a year 
- and compensating foreign pro­
ducers who comply \\;th lower tar­
iffs. 

This approach. attacking a ll for­
eign producers. not just those of the 
Pacific Rim who were the targets of 
last ,·ear's aborted Jenkins bill 
(which failed to sunive the 

president's veto J. 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 is 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 
percen1 a year ago to plus 3 percent 
this \'ear. stimulated b\· 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. I 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 
payroll employment rose nearly 3 
percent last year, and it currently 
sports an unemployment rate of 5.1 
percent, well below the national 
a\'erage. And South Carolina ·s unem­
plorment iell frorrr6.4 to 5.6 percent 
last year, while its total payroll em­
ployment rose SO percent/aster 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-quarter net income in millions of dollars 

4th Otr. 4th Otr. % 
1985 1986 CHANGE 

Burlington Mills $ 8.444 $10.037 UP 18.9% 

Fieldcrest Cannon 6.874 10.700 UP 55.7% 

J.P. Stevens 6 .732 20.461 UP203.9% 

West Point Pepperell 11.460 20.949 UP 82.8% 

Springs Industries 6.762 15.822 UP 134.0-.4 

TOTALS 40.272 TT.969 UP 93.6% 

S..-vt:e Wall Street Jourr.al Dow Jones 

The Was.'l1ng1on Times 
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ROBERT J. SAMUELSON 

Uncle Sam's 
Supermoney 

The worldwide 
supremacy of 
the dollar is 
a symbol of 
strength and a 
source of grief 

Y 
ou 've probably never heard of it. It's called CHIPS, , 
for Cleanng House Interbank Payments System. 
On a typical day. CHIPS's computers help transfer 
S425 billion among banks around the world. Dol­
lars become data entries moving between New 

York, London, Tokyo and dozens of other cities. The dollars 
pay trade bills, finance foreign investments and settle inter­
national debts. The dollar remains, as CHIPS vividly dem­
onstrates, the world's supercurrency. 

stability give dollar investments special appeal. In 1986 
Japanese investors bought at least $65 billion worth of 
dollar bonds. according to Salomon Brothers. 

But our supercurrency doesn't a l ways work to our advan­
tage. It inflicts our economic policies on the rest of the world 
and, in the process. often causes undesirable side effects. If 
Italy runs intlationary policies. they affect mainly Italy. 
Our in0ationary policies in the 1970s fostered a worldwide 
inflationary boom. Dollars were cheap. because U.S. inter­
est rates \after inflation) were low. Developing countries 
borrowed heavily. Our exporters did well. helped by high 
demand and-because there were so many of them-a de­
preciating dollar. The boom inevitably collapsed. leaving 
behind the Third World debt crisis. 

The problem today is the opposite. Reducing inflation in 
the 1980s meant higher interest rates !again, after infla­
tion l. Dollar securities became more appealing. and the 
dollar appreciated. But t he resulting distorted global recov­
ery. burdened by our trade deficits and others' surpluses. is 
as shaky as the 1970s' inflationary boom. Other countries 
cannot export an ever-rising part of their production. while 
our trade deficit cannot perpetually expand. Nor will for­
eigners accept an infinite number of dollars for their prod­
ucts. The dollar has had to drop, but even its 37 percent 
decline since early 1985 leaves it higher than in 1980. 

Recession worry: The threats to the global reCO\'ery are 
obvious. By itself, a dollar depreciation might help the 
United States. but only at the expense of other countries' 
exports. lf falling exports then tip them into recession. 
everyone would be worse off. Germany and Japan tell us to 

It's fashionable to blame the decline of U.S. technological 
and business superiority for our foreign economic problems. 
Actually, the dollar's supercurrency status is far more im­
portant. It lies at the core of huge U.S. trade deficits, today's 
lopsided (and wobbly) global economic recovery and the 
Third World debt crisis. Our supercurrency is a mixed 
blessing. It allows us to buy imports with our own money, but 
a strong world demand for the dollar props up its value and 
hurts our exports. Paradoxically, our problems reflect U.S. 
economic strength as much as weakness. 

, avert a downturn by stopping-somehow-the sliding dol­
lar. We tell them to stimulate their economies. After meet­
ing in Par is, the world's major finance ministers recently 
pledged to do both. Only time will tell whether they can. 

Consider what's happened. Since 1982 the United States 
has spent abroad-mainly by importing and traveling over­
seas- about $4201:lillion more than we've sold. Our dollars 
were accepted by foreigners and reinvested in high-yielding 
dollar securities. Would an equivalent surplus of French 
francs, British pounds or Japanese yen have been similarly 
reinvested? It's doubtful. Foreigners' dollar holdings are the 
simplest cause of the unbalanced world recovery. The ex­
port earnings of our trading partners didn't automatically 
increase their imports. Japan, West Germany and Taiwan 
run h uge trade surpluses while we run a massive deficit. 

This vote of confidence in the dollar confounds longstand­
ing obituaries of its supercurrency status. Someday the 
forecasts may be proven correct. Our economic superiority 
has declined, and other currencies-the German mark, the 
Japanese yen, the Swiss franc-matter. But they still pale 
beside the dollar. It is used to price most internationally 
traded raw materials and to pay for many of them, most 
importantly oil. It comprises about two-thirds of countries' 
foreign-exchange reserves. Half or more of all international 
bank and bond loans are in dollars. 

Indeed, its importance may have increased. The dollar 
has accommodated itself easily to an era of electronic fund 
transfer and increasing cross-border investments. Since 
CHIPS's start in 1970, its average daily volume has multi­
plied more than 140 times. The dollar's versatile uses, the 

..size of our economy (more than twice as large as Japan's and 
fo4_r times larger than West Germany's) and our political 
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To understand these problems is to grasp our dollar di­
lemma. In the early postwar years, our economic superiority 
eased the conflict between our export competitiveness and 
our currency's world role. Other countries were hungry for 
our products. Unfortunately, this superiority had to slip as 
other nations rebuilt and assimilated modern technology 
and management. Meanwhile, the dollar's overseas uses 
multiplied. The dollar developed a split personality-part 
domestic money, part international-and the tension 
between these roles is an unsettling force in the world. 
Creating too many dollars risks igniting inflation. while too 
few may cause trade oistortions. It's difficult, perhaps im­
possible, to get the balance right. 

Of course, no one should think the dollar causes all the 
world's woes. It doesn't. In fact, its importance is used by 
other nations to make us a scapegoat for their problems. 
Developing countries that borrowed dollars cheaply a dec­
ade ago might have used these loans productively. Those 
that did are faring well, while those that didn't <Mexico, 
Brazill are suffering. Germany and Japan preferred a high 
dollar for parochial reasons. Export-led growth spared them 
from difficult domestic political decisions to increase 
growth at home. 

But the dollar's global role does place our international 
problems in a different perspective. We take the dollar's 
pre-eminence as a point of national pride and attribute our 
trade troubles to other problems. We deplore "unfair" 
foreign trade practices that, though real, aren't the main 
cause of our trade deficit. We fret over a loss of competitive­
ness that, though genuine, is exaggerated by the dollar's 
high exchange rate. The more awkward truth is that our 
supercurrency often frustrates U.S. national interests. We 
have had a "weak" dollar and a "strong" dollar, and 
neither has quite suited. 
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Deficits: the Connection That Isn't 
Theory of Budget-Trade Link Is Grossly Mislead~g 
By ROBERT J. SAMUEi.SON \ .l, Z, / ) ) 

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
sion. 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 theory. 
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 to 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 problems. We tolerated creeping 
inflation for nearly two decaa~, ignoring 
warnings that it one _,.day #ht get out 
of hand It did. and oniy--'the wre>1,ching 

austerity of the early 1980s stopped the fleet the government's fiscal year, from 
inflationary spiral. ., October to September; the trade figures are 

So, too, large budget deficits can be for the calendar year.) 
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 economists and others 
to advance more dramatic theories tying 
the deficits to 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. It's being used by 
Japan and West Germany to resist U.S. 
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. W~ 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-

1981 
1982 
1983 
1984 
1985 
1986 

Budget !Hficlt 
in billions 

$78.9 
$127.9 
$208.9 
$185.3 
$212.3 
$220.7 

Trade Defidt in....,.. 
$39.7 
$42.6 
$69.3 

$123.3 
$148.5 
$170.0" . 
•estimate 

But this argument's flaw is simple: We 
could produce much more here. Between 
1981 and 1983, our trade deficit rose 75%; 
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 79.5%. 

A more sophisticated theory connects 
the trade and budget deficits via the dol­
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 lhey 
would continue-pushed up U.S. interest 
rates in the early 1980s, attracting inter­
national investors into dollar securities. As 
investors sold other currencies and bougbt -
dollars, the dollar's exchange rate rose 
more than 60% between 1980 and 1985. 

The trouble with this theory is that the 
budeet deficits were not the main cause of 
high U.S. interest rates. Most or the h.:il: h.au 
occurred by 1982, 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 aft.er 1982 and contributed to the 
trade deficits. But budget deficits are only 
one of many causes. Others include lhe 
Third World debt crisis and slow growth 
abroad Both cut demand for U.S. expo_rts. 

Being more precise about the budget 
deficits' effects usually is intell~tual arro­
gance: "Economists often pretend to know 
more than they do. The truth is that as the -
U.S. economy has become more integrated 
into the world economy it has become· 
harder to understand. There are new 
uncertainties and complications. ·.Although 
economists may grasp general tendencies, 
detailed predictions are difficult. · 

In the future the connection between the 
two deficits may become more important. 
As the dollar's exchange rate falls, US. 
goods become more competitive and o~ 
trade deficit also should fall Satisfying 
the spending demands of consumers, bush 

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

That is only one reason for reducing bjg 
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 
out private investment and big deficits may 
frustnte spending on vital new needs. Tbt 
case for cutting the budget deficits does not 
require sophisticated economic analysis. 
It's common genre. 
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Corporate 
Socialism 

Those who beg 
for government 
protection are 
also inviting 
government 
control 

Y
ou might not ever have to think about Delaware 
except for this: although its citizens represent only 
0.3 percent of the nation's shareholders, more com­
panies are incorporated there than in any other 
state. There are 179,000 of them, including 56 

percent of the Fortune 500. Delaware may soon enact an 
antitakeover law, which-given the state's pre-eminent po­
sition-would amount to a national antitakeover law. 

This is a ghastly idea. Its only purpose is to shield well­
paid executives against hostile takeovers. Corporate leaders 
like to project themselves as defenders of the productive 
economy against sinister financiers and "raiders." In fact, 
hostile takeovers promote greater efficiency and productivi­
ty. The whole antitakeover exercise smacks of corporate 
socialism: the marshaling of government powers to protect 
established businesses against change and challenge. 

Executives want to sleep easier at night, and Delaware is 
eager to please. The corporate franchise tax and other fees 
provide 16 percent of state revenues. A Supreme Court 
decision last spring seemed to permit tougher state anti­
takeover laws. Since then, 13 states have passed new laws, 
bringing to 27 the number with antitakeover statutes. 
Delaware officials fear that companies will reincorporate 
elsewhere if the state doesn't offer greater protection. The 
local bar association is drafting a proposal, which the legis­
lature may approve in early 1988. 

The speed with which these antitakeover laws have 
passed represents a political triumph for big corporations. 
They've largely succeeded in portraying hostile takeovers 
as an economic pestilence. By now, the indictment is famil­
iar. The takeover threat (it's said) forces companies to focus 
on short-term profits and sacrifice long-term investment or 
research. Corporate raiders cheat small shareholders by 
coercing them to sell their stock at low prices. 

There's just enough truth to the indictment to make it 
seem compelling. Ivan Boesky was just sentenced last week. 
Some takeover bids are phantom, intended mainly to create 
speculative opportunities in the stock market. Outlandish 
trading profits are made. Not surprisingly, corporate raid­
ers and investment bankers are the new villains of popular 
culture-reviled in novels (Tom Wolfe's "The Bonfire of the 
Vanities") and movies (Oliver Stone's "Wall Street"). But 
beyond the imagery, the indictment against hostile take­
overs is essentially false. Consider: 

■ They aren't rampant. In 1986 only 40- a record- were 
attempted, according to W.T. Grimm & Co.; a mere 15 
succeeded. What is rampant is executive anxiety about 
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takeovers. In one survey of 200 large companies, 57 percent 
said they'd been subject to takeover rumors. 

■ Hostile takeovers haven't cut totai investment or re­
search. Between 1979 and 1986, corporate-financed re­
search and development rose 51 percent, after adjusting for 
inflation. The increase between 1969 and 1976-when hos­
tile takeovers barely existed-was only 12 percent. Invest­
ment, as a share of gross national product, is higher now 
than in the 1970s. 

■ There's no evidence that shareholders fare worse in 
hostile takeovers than in friendly ones-those negotiated by 
the managers of merging companies. Typically, investors 
get 25 to 40 percent more than the previous market price. 

Still, the corporate rhetoric continues. Listen to H. B. 
Atwater Jr., chairman of General Mills. He deplores finan­
cial "manipulations" and bad "bust-ups." He says hostile 
takeovers create "no new wealth." He's probably right. But 
they can improve use of the existing wealth by redirecting 
wasteful corporate investment. Ironically, General Mills 
proves the point. 

Useful threat: General Mills has an "extremely profitable 
base [business] that subsidized poor diversification," as Mi­
chael Porter of the Harvard Business School writes. The 
company is the second largest cereal maker (Wheaties, 
Cheerios) and the leader in cake mixes (Betty Crocker). Food 
profits financed diversification in everything from toys to 
fashion to furniture. In 1985 Atwater overhauled the com­
pany. He sold poorly performing businesses and turned the 
toy and fashion operations into separate companies, whose 
stock was distributed to General Mills's shareholders. 

The results have been dazzling. The toy and fashion busi­
nesses have done better as independent companies. Focus­
ing on fewer businesses, General Mills improved its return 
on shareholders' equity from 19 to 31 percent. Since 1984 its 
stock price (including the value of the spun-off companies) 
has risen about 150 percent.' That's more than three times 
greater than the overall market rise. But suppose Atwater 
hadn't acted and a raider had? In 1985 someone could have 
bought General Mills for 50 percent more than its market 
price and, by doing what the company itself did, profited 
enormously. Would that be a financial "manipulation" or 
undesirable "bust-up"? 

The economic value of hostile takeovers doesn't lie in the 
few that occur. It lies in the mere threat, which motivates 
managers to stay efficient. Just because the pressure oper­
ates through the stock market doesn't make it illegitimate. 
The Delaware antitakeover proposal aims to reduce the 
threat. Management-approved mergers are exempted. For 
others, the proposal would make it difficult for investor 
groups to borrow the money to finance hostile takeovers. 
Notably, many public pension funds-large stockholders 
representing millions of retirees-oppose the plan. 

What Delaware and shortsighted executives are jeopard­
izing is a division of labor that's worked well for decades. 
Congress has left the details of corporate law to the states, as 
long as states don't use it to settle major issues of national . 
policy. Once that happens-as it is happening here- the 
question arises: why should Delaware have such power? The 
logical response is to abolish state corporate charters and 

. replace them with a federal charter. 
This step has long been advocated by social activists, but 

it's fraught with dangers. It would represent a huge politici­
zation of the economy. Through federal charters, corpora­
tions could become the target of every passing political and 
social fad. It would be an economic nightmare. But if busi­
ness leaders want corporate socialism, that's what they're 
risking. Those who beg for government protection are also 
inviting government control. 



issue would "look too official" -upstaging 
the real official magazine company of the 
Games, Time Inc. Although one set of or­
ganizers dropped that suit last month, an­
other has filed a separate lawsuit seeking 
$1 million in damages. "Sponsors pay a lot 
of money," said a spokesman for the Olym­
pic organizers. "We're just trying to protect 
their rights." 

The run for the money has produced 
some twists and turns that would do Ameri­
can figure skater Debi Thomas proud. The 
Calgary Games have two official beers, for 
example: Budweiser for the United States, 
and Labatt's for Canada. Labatt's sold in 
Canada is permitted to display the Olympic 
rings, but not Labatt's sold in the United 
States. Bud can display the Olympic rings 
in the States but not up north. Gossip alone 
can throw businesses into turmoil. Rumors 
began to spread that General Motors cars 
would get preferential parking at Olympic 
events after GM anted up for its official 
status. Some Calgary auto-rental agencies 
responded by shuffling their fleets and re­
placed many Fords with GM cars. "What 
else was I going to do?" one rental manager 
muttered. "I was getting calls for nothing 
but GM cars." 

Corporate games: Early returns show that 
the official Olympic stamp of approval will 
be just as profitable this time as it was 
in 1984. Visa's sales volume rose 17 percent 
in the third quarter of 1987-in part, says 
one senior vice president, because of ca­
chet gained from the Olympic association. 
Eastman Kodak thought enough of Fuji's 
success at the 1984 Games to outbid the 
J apanese firm for rights this time. Mean­
while, the donations have already topped 
$58 million, virtually assuring that the 
Winter Games will show a profit. With that 
kind of success, the corporate games seem 
sure to go on for as long as the Olympics do. 

RI CH ARD MA NN I N G in Calgary 

ROBERT R. McELROY- NEWSWEEK 
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