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US Business
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Adrift in a Global Marketplace
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helps on that score.
Back in the early nineteenth century, European companies—especially those located in Britain and Erance
—dominated international commerce. Then, a rapidly expanding newcomer in North America (the United States)
elbowed its way into the club of leading world economic
powers. In absolute terms, the economies on both sides
of the Atlantic Ocean continued to expand substantially.
But Europe has never regained its dominant share of the
world market.
In the second half of the twentieth century, Japan
played a role similar to that played by the United States
a century earlier. It became an important member of that
club of economically advanced nations. Japanese companies such as Sony and Toyota became strong global competitors. Major Western industries continued growing,
ofren rapidly, but many lost some market share.
Today, we are in the midst of yet another such fundamental shift in the array of global economic and market
strength. China has rapidly become a powerful force
in the international marketplace. By some measures of
gross domestic product (GDP), it is already number two,
second only to the United States. However we calculate
it, the US lead is rapidly diminishing. The fact that the
United States initiated the most dangerous global credit
crisis since the Great Depression of the 1930s does not
exactly enhance perceptions of US leadership in either
economic or financial matters. Nor can the United States
take much consolation from the sad current experiences
of the Eurozone countries.
Eorecasts are inherently fragile. That is a kind description from this veteran prognosticator. So I will state
the point carefully: there is a reasonable likelihood that,
in the next several decades, China will surpass the United
States as the largest economy in the world. That shift is
surely not inevitable.
Historians remind us that in the middle of the previous
millennium—around 1500—China was the most culturally
advanced and economically powerful nation on the globe.
That is, imtil one misguided emperor decided to reduce
foreign influences by cutting off trade with most of the
rest of the world. China is still trying to recover from this
fundamental blow to the economic prospects of the Middle
Kingdom. In the future, self-inflicted wounds of similar
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he forces of trade protection in the
United States are on the rise—yet again.
The presidential campaign has provided
a new opportunity for some to take a
more isolationist position on issues of
international commerce. However, these interest groups
overlook the many ways in which a global marketplace
generates, directly and indirectly, very positive long-term
effects on American consumers, workers, entrepreneurs,
and on the nation in general.
The international business outlook facing citizens of
the United States is a promising balance, with a combination of serious threats and substantial opportunities both
in the short run, and especially in the longer run. This
warrants further explanation.
At the outset, consider where the United States stands.
Almost every way you measure it, the US business system is
still the largest and most successful in the world. Ear more
ofren than not, US businesses are the trend-setters. In
industry after industry, US-headquartered companies lead
their competitors on a worldwide basis. This is so whether
you examine high-tech aerospace design and production,
where Boeing has been in the lead for decades, low-tech
soap and detergents made by household giant Procter &
Gamble, or companies in between the extremes of the
technological range, such as ExxonMobil, the number one
petroleum company worldwide.
On a more micro level, individual brands and company
names like Coca-Cola, McDonald's, and Microsofr generate instantaneous worldwide recognition. In fact, Cadillac
has nearly become an adjective, denoting a top-of-the-line
product. EedEx is often used as an active verb to indicate
delivering an item as rapidly as you can. Nevertheless, all
this good news does not mean that US-based companies
—or any other firms competing in the global marketplace
—can rest on their laurels. Some historical perspective
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SPOTLIGHT

A woman from Georgia buys Christmas decorations in September at a commercial area in Yiwu, China. Christmas lasts
much of the year there, as the area provides low-cost exports to Europe, the United States, and South America.
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magnitude may come from a very different source in that
huge, and not endrely unified, nadon of 1.3 billion people.
In any event, on a per capita basis, the United States,
for a very long dme and by a very substantial margin, will
remain the wealthiest large country on the globe. The
US domesdc marketplace will remain the most attractive.
US companies will condnue to be worldwide leaders of
many key industries, especially in informadon technology
and other high-tech product areas. But that is precisely
why it is so important to divide our examination of the
changing global marketplace into short-term and the
long-term situadons. The differences will be substandal
and occasionally starding.
In the short run, many countties, certainly including
the United States, are still struggling to recover from
the sharpest economic and financial decline in over 70
years. The recovery is now significant but not very rapid.
Despite the talk from Washington about focusing on
employment, job creation in the United States condnues
to be discouraged by a seemingly endless array of governmental initiadves that—intendonally or otherwise—make
it more difficult and expensive to hire new employees in
the United States or even to maintain the size of exisdng
workforces. The costly compliance procedures generated
by the detailed rules accompanying the stimulus, health
reform, and financial reform legislation have been amply

discussed by business execudves as well as in the ttade press
and professional journals. Surely, the uncertainty generated by quesdons of implementadon of these and other
structural changes in the public policy framework facing
the private sector is a serious dettiment to the expansion
of corporate investments and labor forces.
Erom a more macro viewpoint, US companies are
likely to find it challenging to raise new funds in domesdc capital markets that will be so sttongly influenced by
increasing levels of governmental deficit financing. The
Governmental Accountability Office esdmates that, under
expected laws, the US public debt will rise from the current level of 70 percent of GDP to 100 percent of GDP
in 202 5. That would be double or more than the rado for
any year in the half century 1955-2005, a period covering
years of prosperity as well as recession. The unprecedented
amoimts of Treasury borrowing will inevitably make it
more difficult for private firms to borrow at reasonable
rates. Recent experience shows that the Eederal Reserve
System—rather than foreign nadons—has become the
major purchaser of new Treasury securities. In earlier
periods, this phenomenon was described as monetizing
the public debt, an undesirable infladonary force in the
US economy.
On the bright side—this will be much shorter—we can
andcipate that, sooner or later, US companies will learn
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the reducdon of transportadon and communicadon costs
resulting from technological advance. Just as, over the
years, Canada and Mexico have remained the top trading
partners of the United States (covering both imports and
exports), so the trade pattern of China is now demonstrating similar relationships with Japan and South Korea.
Strong cultural and political des surely exert powerful
influences on patterns of commerce.
Nevertheless, a special and vital factor is underscoring the significance of the continuing regionalizadon of
internadonal trade: by a substandal margin. East Asia, and
especially China, is the major growth area of the globe.
On any comparative basis, the cost structure of the area—
which has only recendy emerged from the low-cost status
of poor and undeveloped nadons—is very competidve.
Therefore, US companies will condnue to face a rough
dme in the years ahead in maintaining their current large
shares of many worldwide markets.
In this regard, fundamental changes in our public
policy—both positive and negative—can be vital in
strengthening (or weakening) the US position in internadonal commerce. In the short run, it is clear that this
country is in the midst of a rapidly growing tendency for
the federal government to directly influence business
decision making. How far this trend will go is anybody's
guess. However, US history tells us that the policy pendulum does not always move in one direcdon. Since the
debates between the Haniiltonians and the Jeffersonians
in the early years of the Republic, that pendulum has been
swinging back and forth and ofren at unexpected dmes.
In that connection, it is important to remind the US
public of the vital importance of enhancing US comped-
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how to overcome the new array of obstacles facing them
in the area of public policy and to resume a path of growth
and penetradon of overseas markets. That may be more
likely as uncertainty is reduced about the nature of future
policy toward business, be it favorable or unfavorable.
However, there is no guarantee that the outcome will be
as successful as it has been in the past.
That is so because, in the longer run, internadonallyoriented businesses will be facing key changes in the
composidon of global markets. Perhaps most fundamental
will be the increasing tendency of East Asian companies to
buy as well as sell in East Asia itself This is not an unusual
or unexpected development. Just examine the experience
of the older parts of the modern industrial world: since
the Creadon of the European Common Market, rising
shares of the "foreign trade" of the member nadons have
been staying in the EU area. Of course, the eliminadon
of trade barriers within the European Union helped move
this process along. However, the tendency of countries to
focus their foreign trade with their neighbors is of a very
long standing.
Closer to home, major shares of the exports and imports of the United States, Canada, and Mexico are staying
in North America. The creadon of the North American
Free Trade Area surely helped encourage that development. Nevertheless, that close economic relationship
reflected the importance of obvious geographic factors
that have always been present.
We are now seeing a similar regionalization of trade
in Asia, and without a formal intergovernmental structure. It is not surprising that the economic importance of
geographic closeness condnues to be substandal, despite
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relatively distant relative of a legal resident of the United
States to come and stay here rather than a highly educated
prospective immigrant, even with an advanced degree from
a US university.
Over the longer run, it also would be helpful if the
US public, and especially governmental decision makers,
would take more enlightened positions on the vital role of
private enterprise, especially companies involved heavily
in international trade and investment. Specifically, officials
in both the legislative and executive branches need to be
better informed about the positive contributions of multinational business to the domestic US economy.
Here are just a few points that participants in the
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tiveness in foreign markets. The United States needs to
focus on fundamental factors that transeend hoth the
politieal and business cycles. One of those key forces is
the continued expansion of science and technology and
especially of the professional workforce that produces the
major advances and breakthroughs. Since the early 1980s,
an important but undramatic crossover has occurred in the
United States. From the end of World War II through
the 1970s, federal government agencies, especially the
Department of Defense, provided the majority of the
funds to perform research and development (R&D). Since
then, however, private industry has become the dominant
funder of R&D in the United States, as well as the major

a

public policy arena should consider before launching yet
another assault on the alleged shortcomings of business:
US factories owned by multinationals (AINCs) tend to be
larger and more efficient than their domestically-oriented
competition. US factories owned byMNCs are less likely
to elose than purely local firms. Over the years, US-based
multinationals create more jobs in the United States than
they do overseas; they export from the United States far
more than they import.
A study by the McKinsey Global Institute shows that,
although US multinational companies comprise far less
than one pereent of US eompanies, they aeeount for about
one-fifth of all private jobs, one-fourth of all private wages,
and about three-fourths of private outiays for researeh and
development. MNCs also are responsible for two-fifrhs
ofthe inerease in private labor productivity since 1990.
More broadly, public policy makers should not ignore
the fundamental strengths of the US economy, notably a
strong entrepreneurial spirit which leads to the willingness
to take risks and to try new approaches if standard practices no longer work. We seem to take for granted some
of our key assets, such as the presence of a "small cap"
stock market available to small and medium-size firms.
The United States is unique in providing this attractive
way of financing new enterprises.
Multinational companies around the globe score
better than purely domestically-oriented firms in various
measures of business performance. US firms, in particular,
are rated as better managed than those in other countries,
including companies in China and India. However, the gap
is not overwhelming. Contrary to widely held opinion,
foreign-based multinationals operating in poor developing
countries usually pay more than loeal employers and their
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sector performing R&D.
The differences are profound. In the earlier period,
the federal government, especially the military establishment, set the key priorities for the nation's efforts to
promote science and new technology. In more recent
years, the great majority of the R&D eondueted in this
eountry has responded to the needs and views of private
enterprise. It is not surprising that reeent deeades have
witnessed unexpeetedly large inereases in the produetivity
of the US eommereial eeonomy. The aeeelerated flow of
new and improved produets and produetion proeesses are
the expeeted results of large and eontinued investments
in industrial R&D. Substantial shares of US exports have
been in high-teeh produets such as aerospace, electronics,
and scientific instruments. A beneficial side-effect is that
the design and production of high-tech products generates a large portion of the demand for highly skilled and
highly paid professional employees. That has been a major
factor in maintaining comparatively high living standards
in the nation.
In that regard, it is sad to see the relatively small
numbers of US-born college students now majoring in
the subjects vital to research and development, notably
science, mathematics, and engineering. By no means is this
a plea to reduce the number of foreign students enrolled in
US universities. As a teacher, I can attest to the fact that a
diversified student body makes for a more stimulating and
effective classroom experience. My point is that it would
be desirable if greater numbers of US native sons and
daughters studied those "difficult" subject areas.
On the other hand, this concern also reflects the
shortcomings of traditional US immigration policies.
At the present time, it seems easier for a low-skilled but
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"Over the years, US-based multinationals create more jobs in
the United States than they do overseas; they export from the
United States far more than they import."
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and their state and locality. Political leaders can not and
do not ignore those concerns. Of course, it is not helpful
that many of them seemingly adopt the fundamentally
inaccurate view that the United States is an island of free
trade in a protectionist world. It can be embarrassing
when well-informed foreigners remind the United States
of its long-standing trade restrictions. There is, however,
another force that comes into play: the consumers who
vote every day of the week as they spend their dollars:
US consumers buy products and services made all over
the world.
Of course, if consumers in general were "protectionist" in their buying patterns, no political restraints on
imports would be necessary. In practice, consumers give
far more consideration to price and quahty than to country
of origin. Thus, consumers have adapted to the global
economy without realizing it. In that spirit, I recall my
favorite bumper sticker, "Save whales, boycott Japanese
products." It was on a Toyota!
I will conclude with a final thought: the most fundamental result of the expansion of international trade and
investment—or to use the common shorthand, globalization—is not economic at all. By enabling more people to
use modern technology to move and communicate across
national boundaries, globalization empowers individuals
in their daily lives and interest groups in their ongoing
activities. Globalization makes possible a far greater exchange of the most powerful of aU our resources—people
with new ideas. IB
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workplace conditions tend to be better. I can underscore
the last point from my own experience as an outside inspector of factories in China producing for US companies such
as Mattel, an S&P 500 toy company. A factory operated
by a US corporation or whose production is dedicated to a
US-based enterprise is more likely to be a more generous
and reliable paymaster and to provide better working conditions than factories whose output is sold to a variety of
companies, none of whom can effectively promote higher
standards than are prevailing in the area. Studies of other
developing nations by scholars at the National Bureau of
Economic Research report similar findings.
An academic, of course, is going to note the presence
of a world-class higher education system in this country.
Leaders of other nadons are less likely to send their young
people to Beijing University or Tokyo University than to
the major US colleges and universities. Closely related
is the fact that US Fnghsh has become the Ladn of our
time, the almost universal language of business, science,
and transportation.
On reflection, the single most important point that
comes out of any comprehensive analysis of the outlook
for US companies heavily engaged in international business is the growing competition from Asia and especially
China. For example, a decade ago, the United States
was the world's leading exporter and China was in ninth
place. Now China is first and we rank third. Fven more
significantly, China's exports grew at a compound annual
growth rate of approximately 20 percent over the decade,
compared to a modest four percent for the United States.
Surely, US citizens love competition. We certainly
pay homage to that powerful force. In that regard, the
rise of China is a positive development. The shift in that
nation's practical focus from communist-style production
patterns to modern capitalistic techniques has been a positive development. So was the opening of that vast nation
to international investment and ttade and thus to Western
culture and ideas. Those changes also provide a striking
reminder to the United States that the specific effects of
greater competition can also be painful.
Companies relying on modestly trained workforces
utilizing relatively low levels of technology are especially
vulnerable. US business in general cannot coast along by
depending on past achievements. Nevertheless, the rise
of East Asian companies, especially those based in China,
can have an overall positive effect on the West in the years
ahead, especially in the expansion of world markets. The
ultimate beneficiaries may be consumers enjoying higher
standards of living—on both sides of the Pacific.
When we talk and write about the global marketplace,
we have to confront the tension in the United States
between domestic political concerns and international
economic developments. Private enterprise is increasingly
global, but government policy tends to be more parochial.
Understandably, voters care especially about their jobs
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US President Barack Obama addresses a rally at Miami
University. Education policy could shape the economic
future of the United States.
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