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INTRODUCTION

The three-day White Housc Conference on the
Industrial World Ahead, convened in carly Febru-
ary 1972 in Washington, D.C., was unique in that
it was the first Conference exclusively concerncd
with business and the first one on the futurc. Never
before in the history of our Nation had an asscm-
bly of approximately 1500 key decision makcrs
met to consider the issues, challenges, and oppor-
tunitics confronting the American business system
in the coming two decadcs.

In calling the Conference, President Nixon
statcd that “we must become the managers of
change. The privatc enterprise system is facing
new challenges on every front, Corporations are
being called upon increasingly to help provide solu-
tions to complex national, social and economic
problems. Business, labor and government must
work in partnership for the public good.” The
President stressed that *“plans must bec made now
to make the utmost of opportunities ahead. 1 fcel
it is time for key Icaders with an intesest in our
industrial socicty to takc a long-range look and
devclop policies that will help shape that future.”

The Nation now stands at a critical crossroad—
possibly on the threshhold of a new era. New dis-
coveries and inventions have mushroomed; knowl-
edge has been increasing exponeatially; communi-
cations have become practically instantaneous;
and efficiency in many sectors has risen beyond
the widest expectations. An assiduous application
of new knowledge and technological advances to
pressing issucs could enable us to become more
cffective architects of our destiny, and timely
adaptation to change would enhance our capacity
to realize a grand future never beforc possible.

The private enterprise system has been cn-
countering some buffeting and turbulence in recent
times. Its basic structure, howevcr, is sound, flex-
ible, and viable, and it has been a powerful
instrument of economic and social progress. The
system has also been responsive to change. It is
not inviolable, however. Its continued existcnce
and vitality will depend increasingly on private
enterprise’s ability to adapt effectively to the
rapid cross currents of change, to mounting de-
mands and challenges, and above all providing
timely solutions to troublesome social and cco-
nomic priorities. Operating within the framework
of change and in cooperation with society, wc are
hopeful that the private enterprise system will
emerge stronger than ever in mceting the chal-

lenges and demands of the futurc.

{n planning for thc Conference, ninc regional
meetings were held with key decision makers and
long-range planners from business, labor, univer-
sities, and government. From these mcetings across
the country came valuable suggestions on issues,
potential speakers and participants. Later, as the
Confercnce program unfolded, planning mectings
were held with thc Conference overview authors,
themc speakers, pancl chairmen and panclists to
coordinate their approaches to Conference themes.
Throughout the Conference prcparations, mem-
bers of the Conferencc Advisory Committce re-
spondcd with timely counscl.

One immediate result of the Conference, as
noted by Secretary Stans in his summary address,
has bcen a commitment by the United States
Chamber of Commerce “to take the concept of
this White House Conference out to the grass
roots of America.”

The Conference themes covered five areas: The
Social Responsibility of Business; Technology and
Resources for Business; The Human Side of
Enterprise, The Structure of the Privatc Enter-
prise System; and Business and the World Econ-
omy of 1990. The Conference was organized to
treat each theme area critically, to provide an
overview of the forces at work, and to examine
specific issues related to the theme areas. The
recommendation of immediate solutions to major
problems confronting the American business sys-
tem was not a mandate of the Conference.

President Nixon, in addressing the Confercnce,
spoke of thc spirit of America, that intangible
quantity which has shaped this Nation. It is this
spirit which will supply the creative solutions to
problems, as they become identificd, and which
will enable our Nation to benefit. Qur task is to
lcarn how to maximize the benefits of change,
while minimizing the negative consequences of
such changc. We can begin that process by looking
into the future, and by seeking solutions to socictal
problems and needs through cooperation, educa-
tion, communication and a clcar understanding of
the alternatives and their implications for us all.

Robert W. Miller
Executive Director
White House Conference
on the Industrial World Ahead
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A CONFERENCE OVERVIEW / 3

Remarks by the President

The Honorable Richard Nixon

world ot the future, it is well to remember

that there is something to be said for enjcy-
ing lifc; the power of prayer is very important; but
that as we face the future, we must also get ready
to live in it.

There has rcally never been a time when a hard
searching look ahcad has been more essential for
America than it is today.

We cannot really plan for the industrial
world ahcad without considering the total picture
of the world of the future. We have to ask our-
sclves which way the world is heading; what we,
as a Nation, must do to influence the course of
history toward more freedom, toward a gencration
of peace; and what kind of people we will have to
be to make a difference in our children’s lives and
in the world of tomorrow.,

These are profound questions and the kind that
all too many people consider themselves just too
busy to deal with. But the American dream is too
important to be lcft to the dreamers. Practical men
have to examine their ideals and shape the future in
the image of their hopes.

The people of the United States of America, as
we all know, makc up approximately 6 percent of
the population of the world. Let’s consider what
that figurc means.

First, it means that we have a great deal to be
proud of. When 6 percent of the people of the

N OW, AS we look ahead to the industrial

Excerpts of the President's remarks to Conference
participants on February 7, 1972,

world produce one-fifth of the world’s steel, one-
third of its electric power, onc-third of all auto-
mobiles, then even our most severe critics will have
to admit that the American economic system must
be doing something right.

The fact that we number only 6 out of every 100
people in the world mcans something else that must
give us pausc, however. It means that we, who
believe in majority rule, arc a minority group in
the world. If we are to lead, we cannot lead by
force of arms or by weight of numbers; we can icad
only by the force of our example and the quality of
our vision.

What is it that has brought this 6 percent,
this minority of the world that calls itself
America, to the highest standard of living, the
highest expression of human freedom?

What is it that will propel this Nation for-
ward in thec coming generation to lead mankind
in its search for a better life in a world of
peace?

I am convinced that the answer lies in a real but
intangible quality called the American spirit.

In today’s world, that spirit is being tested.
America is being tested.

We have got to learn once again to compete
in the world—and the only way we can com-
pete is on the basis of our own productivity.

In the past, America has been able to pay
the highest wages in the world, to enjoy the
highest standard of living in the world, and still
compete in the world’s markets because we had
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4 A LOOK AT BUSINESS IN 1990

the best technology and the highest produc-
tivity. e

But in recent years, while other nations
have been modernizing, while others have been
spurting ahead in productivity, in America we
have let productivity slip; we have neglected
capital investment; we have fallen behind other
nations in the attention and support we give to

applied science and to advances in technology.

We can be proud, as Americans, of our rec-
ord of generosity in the 25 years since World
War 11. With your help, the help of business and
labor, this great, productive American economy
made it possible. Old enemies as well as old friends
have gotten back on their feet, and new nations
have been started on the long road to prosperity.

This help has been good, certainly, for other
nations. It has been good for the world, and in
the long run 1 believe it has been good for
America.

But let us see where we arc now. During the
decade of the ’60s, exports of American man-
ufactured goods increased by 110 percent.

During the same 10 years, cxports of Ger-
man manufactured goods rose by 200 percent,
Canada’s by 285 percent, Japan—now the scc-
ond greatest producer in thc noncommunist
world—increased her exports of manufactured
goods in the past 10 ycars by 400 percent.

Now, this is just one measure of the compe-
tition we face. It is one of the reasons why last
year, for the first time since 1888, we had our
first unfavorable trade deficit.

Nations never stand still. They go forward
or they fall backward.

Other nations in the world today are going
forward—some of them rapidly forward. And
America has to exert itsclf, we have to be at
our very best, if we arc to remain competitive
in the world.

In business and in life, there is a time when
tough decisions have to be made. In this Ad-
ministration, we made some tough decisions in
order to help get the economy back on its feet
in the transition from war to peace, to get it
back on a stable basis, with full employment,
moving forward in a sustainable way.

I believe in discussing these tough decisions.
I am going to talk about my philosophy and
some of the things, very candidiy, that I nave
had to do.

I belicve in economic freedom. 1 believe the
best economy for America is a free market

cconomy. But faced with the choice of temporary
wage and price controls or continued inflation, I
chose temporary controls to curb inflation.

I believe in balanced budgets, but faced with
the choice between budget deficits and unem-
ployment, 1 chose deficits to help create more
jobs.

In the long run, our goal is to remove the
controls, get rid of the deficits—once we have

What enables each worker to get more
out of his work, each investor to get
more out of his investment, and the
Nation to get more out of iits economy?
The answer is productivity.

brought about price stability and full cmploy-ﬂ

ment.

But in the short run, there is going to be a
lot of complaining, and 1 understand that. 1
am prepared to take the heat because I believe
that in the position I hold, I have to put first
things first, and full employment without infla-
tion in a period of peacc must come first for
America.

Now, I talked about some of my hard dcci-
sions. Let me talk about some of yours. Are
you going to crawl into a shell and demand
protection from world competition; or are You
going to roll up your sleeves and increase pro-
ductivity?

Arc you going to expend your energy com-
plaining about controls; or arc you going to
adopt wage and price policies that will remove
the pressure of inflation and the nced for con-
trols? .

Now, I'm convinced 1 made the right de-
cisions. I'm convinced you will make the right
decisions as well-—~right for yourselves and
right for our country,

I recognize that there are many people
around who are uncertain about whether we
can really cut the rate of inflation. Well, there
are two answers to these doubts. First, the rec-
ord: Consumer prices rose 3.4 pcrcent in 1971,
too much; but that is compared to 5.5 the year
before. That is the right direction—down. That
shows that it can be donec.

And second, we are determined to keep push-
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ing down the rate of inflation. We have made
a commitment; we have proved the lengths we
are prepared to go to keep our commitments.
We will sce this fight against rising prices
through to stability.

Just as controls and our other policics, we
belicve, are going to work to stop inflation, our
policies to creatc more jobs arc going to work.

You all know that in the past 6 months, civil-
ian cmployment has increased by over a million
jobs. Yet that surge has not made nearly enough
of a dent in the unemployment figures. This we
all agree. In the most recent quarter, real output
rosc at a ratc double that of the preceding two
quarters. Now, that is a basis for real confidence—
the confidence that should gencrate further expan-
ston and more jobs. Nobody says the road to full
cmployment is quick and casy; but [ believe, based
on the record, tuat we arc on that road.

Now we come to the key to it all. What en-
ables cach worker to get more out of his work,
cach investor to get more out of his investment,
and the Nation to get more out of its cconomy?
The unswer is oroductivity.

You as businessmen, as labor leaders, all
have said this. For a long time in America we
were able to take productivity incrcases for
granted. We just assumed it was going to hap-
pen, and it did. We rather imagined a sort of
technological crrnucopia that promised in-
creasing abundance cvery year without any
extra cffort on our part—and this made us
somewhat complacent. We tended to imagine
that more was our due—regardless of what we
did; whether we did more, there was going to
be more.

But now the new situation in the world has
changed all that.

Even if we were content just to fight with
one another for a bigger slicc of the same old
pic, instead of making the pie bigger, this would
no longer be enough. Our markets would dis-
appear; and not only would we no longer sell
abroad, but we could no longer afford to buy
from abroad; and America would stagnate.

But we are not going to stagnate. We still
have the American spirit; But having the spirit
is not enough; we have to usc it

If we are to maintain our leadership in the
world of the future, it will not be by force of
arms. It will be by the strength of our spirit,
backed by the vigor of our economy—which
is the greatest asset we have in world affairs
today. If we slip back as an economic power,
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then we will slip also as a moral force in the
world, for it will have been because we ceased
to try, because we ceased to compete, because
we gave up on oursclves and the world.

I do not believe that America has given up,
that it will give up. Nor do I believe that we
in America, becausc of the competition we
face, will try to build a wall around oursclves.

If we were ever to permit this Nation to turn
isolationist in its foreign policy, we would be
inviting another war or the destruction of our
freedom.

If we were to let this Nation turn protection-
ist in its economic policy, we would be inviting
a trade war—and like the other kind of war,
every nation on this planet would losc.

We are not going to let either of these things
happen. We are not going to become isolation-
ist in our forcign policy and we are not going
to become protectionist in our economic policy.
We arc not about to forget the sccret of the
world’s highest standard of living—a competi-
tive spirit that results in rising productivity.

That is what America has stood for for al-
most 200 years. It is what “as made us the eco-
nomic wonder of the world today.

After years of lagging productivity, which 1
just referred to, we made a comeback last year—
back to a 3.6 percent rise. Now we have momen-
tum-—and we must never again forget the secret of
American success.

For too long, I think, we have to recognize
that too many of us in this country, too many
businessmen, too many workingmen, thought of
thc American cconomy as a kind of giant
turtle. It may have been fat and lazy, but it had
a protective shell that seemed impregnable.

But let me point out to you thzat naturc played

In the position that you have, as busi-
ness leaders and labor leaders, you will
determine whether the America in that
new world with all those new com-
petitors is going to slide back and let
the others who are stronger, have a
greater spirit, a greater sense of des-
tiny, pass us by, or whether that spirit
that has made this country as great
as it is, still exists in the hearts and
minds of our people.
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a trick on the turtle. The only way he can move
forward is to stick his neck out.

Well, the time has come for that turtle, this
great, giant American economy which you rep-
resent, the leadership of which is in this room
tonight, the time has comec for this turtle to
stick its neck out and get moving.

As it does, it will show that America’s com-
petitive spirit is alive and healthy, ready to
lead the world into the new prosperity.

Let’s look at the world again. Look at it in
terms of where we are and what the competi-
tion will be. Twenty-five years ago the United
States, economically, as everybody in this room
knows, had no competitors whatever. We were
only competing against ourselves. Because of
the destruction in Europe-and in ‘Asia, because
nonc of the other nations in the world were in
our league, we were, in effect, able to lead the
work! just as fast as we wanted to. No one
clse was pressing us.

Let me use a favorite example from the world
of sports. Many of you have been watching the

The future of the American economy
is determined not by a jew government
officials, but by the decisions of a
million decision makers throughout this
country in business and in labor.

Winter Olympics. I remember the first Olym-
pics that I read about, in the year 1928, The
great miler of the Twenties was Paavo Nurmi
of Finland. He was probably the greatest miler
who cver lived. He never broke 4 minutes, how-
ever.

You also remember that when he ran, he ran
with a wristwatch and he timed himself on each
lap because t+ re was no one¢ who could com-
pete with him :nd press him. In order even to
get as close to + minutes as he did, he had to
run against the clock.

Twenty-five years ago, economically, Amer-
ica was running a¢ 'nst the clock. That is not
truc today. We  ve the new Europe with
Britain in th¢c Common Market. We have the
Soviet Union now the second power economi-
cally in the world. We have Mainland China
with all of its potential in the future, We have

Japan, the second most productive noncom-
munist economy in the world, We have also
the future possibilities in Latin America, and
Asia, the Mideast, and Africa.

So, here we see America looking forward to
that target date of ours and of this conference,
the year 1990. We sce an America no longer
running against the clock, an America still
ahead, but an America having to do its best in
order to maintain its leadership.

In the position that I hold I want to do every-
thing that I can to seize the moment to make
the world safer, to make it a more pcaceful
world, to make it a more open world.

In the position that you have, as business
leaders and labor leaders, you will determine
whether the America in that new world with
all those new competitors is going to slide
back and let the others who are stronger, have
a greater spirit, a greater sense of destiny, pass
us by, or whether that spirit that has made this
country as great as it is, still exists in the hearts
and minds of our people.

Among those who compete with us, a gov-
crnment edict, a pronouncement by one leader
or a bureaucracy can whip a people into some
kind of productivity. That is not true in this
country. The future of the American economy can
be affected by government, and I say thank God
for this, however: The future of the American
cconomy is determined not by a few government
officials, but by the decisions of a million decision-
makers throughout this country in business and
in labor,

As we look down toward the end of the century,
let us hope and pray it will be a more peaceful
world; that it will be a more open world, and let us
do everything that we can, each in our individuzi
ways, to sce that America remains competitive eco-
nomically by not running, as we had to after
World War I1, only against the clock, but doing our
best. And our best will be good enough. ]
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The World of Work in the World Ahead

The Honorable J. D. Hodgson

HE INDUSTRIAL world tends to bc a

T “here and now” world. The bottom line

is totaled each month. Dividend decisions

are made quarterly. Corporate reports are issued

annually. Problem; of this month, this quarter,
and this year gobble up executive time.

Yet the destinies of corporations, their work
forces. customers and investors are being inex-
orably shaped by forces and ideas that seemingly
have little current impact. Clearly these emerg-
ing phenomena are worthy of serious attention
by those affected.

It may be surprising to some that an admin-
istration should hold a conference on anything
as remote in time as 1990, For, as the late C.
P. Snow has observed, “It is in the nature of
politics that short-term interests come first.”
Because this is an election year there may be
skeptics among us looking for the pea under the
walnut—for a political angle. To such skeptics 1
would cxpress doubt that their search will be
rewarded. I would rather suggest that a Presi-
dent capable of framing a foreign-policy objec-
tive as far-sceing as “a generation of peace” has
no difficulty in discerning merit in an objective
of two decades of orderly economic and social

Address by The Honorable J. D. Hodgson, Secretary
of Labor. Conference Co-Chairman.

progress at home. And that. of course, was a
prime objective of the White House Conference
on the Industrial World Ahead.

Let us ask: How much of the future can we
know? Man has always sought such insight. For
thousands of yecars he has pursued this knowl-
edge through divine revelation, through oracles,
through dreams and holy tablets and ancestral
voices speaking in the night. The record of suc-
cess, on the whole, has not been good.

But now we have new tools that may prove
better—tools such as statistical forecasts of the
future based on extrapolation of the past. Such
tools, however, depend on a sort of ordered pro-
gression of events. Events are not always or-
dered. So we have learned to use the new tools
cautiously.

More important perhaps than trend projec-
tions is the growth of ideas. More than 20 years
ago the distinguished economist Sumner Slichter
observed that “the course of history is guided in
large measure by ideas . . .” When he spoke
he pointed to several ideas he then found gain-
ing acceptance. The first was that government
must be an instrument of economic policy, in-
tervening at many points in the economy. Sec-
ond was the idea that there must be an oppor-
tunity for all to find employment. And the last
was that the good life must be enjoyed here and
now.
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As a prophet, Slichter gets pretty good marks
on all counts. He surely comes closer than any-
one | know in prefiguring today’s concern with
equal employment opportunity and the philo-
sophical cast of the *now’ generation.,

Public demand, not the wishes of labor
or management, is the force that will
shape future changes in collective bar-
gaining.

I have cited the views of Slichter because I
think, in spite of the refinements and the un-
doubted successes of statistical forecasting, we
must not neglect the powerful impact of ideas.
We must search to identify those ideas likely
to seize the nation’s imagination and influence
our future.

Here, of course, arises thc vexing question
of just what it is we want from the future. Liv-
ing as we do in a time of changing values, much
is said about the quality of life, about individual
freedom as opposed to mass conformism,
about human as opposed to institutional values.
And yet there is little agreement on what we
mean by such words as “quality,” “human,” and
“freedom,” let alone how we can attain them in
a society that is increasingly complex and must
almost necessarily be systematized and insti-
tutionalized.

Finally, perhaps the great challenge of our
time is reconciling economic progress with hu-
man happiness—a fragile condition of the spirit
that often eludes us in spite of our best inten-
tions. Unless an economic system is responsive to
ever-changing human nceds, tensions of great mag-
nitude disturb the society.,

I wish to comment on two problem arcas I
foresee in the next 20 years that have special inter-
est to me because they affect labor.

Collective Bargaining

In less than half a century collective bargaining
has become one of the nation’s key economic insti-
tutions. Today that institution is seriously threat-
ened, for two reasons, The first is the big, crippling
strike with its increasingly adverse public conse-

quences. At one time a strike hurt mainly the par-
ticipants. They fought it out with little damage to
other than themselves. But, over the years, two
things have happened. Participants have learned
ways to minimize strike effects on themselves. And
because of a more intermeshed economy and the
increasing scope of bargaining contracts, strikes to-
day cause widespread inconveniences and disloca-
tions among the public. The result is that today the
public, not the participants, takes the brunt of the
big strike.

Collective bargaiiring isunder the gun for a sec-
ond reason—its role in cost-push inflation. When
wage-settlement levels soar beyond productivity
improvement, as they have done in recent years,
the fires of inflation are stoked. So we try wage con-
trols to cool things off. But controls are only a
temporary measure.

In the next decade T think we can look for
changes that will deal with each of these two prob-
lem areas—the big crippling strike and inflation-
inducing wage settlements. Some of these changes
will be worked out by the bargainers themselves,
but some will be accomplished through legislation.

I spoke of the need for identifying ideas that will
shape the future. What, then, is the key idea re-
garding the future of collective bargaining? Simply
this: Public demand, not the wishes of labor or
management, is the force that will shape future
changes in collective bargaining. Public interest,
not private influence, will prevail.

The World of Work

As we consider the world of work, almost end-
less questions arise. I will focus on five. The an-
swers will make 1990 a markedly different working
world for Americans.

The first question: What shall be an American’s
right to have work? Today, some are suggesting a
guarantee of jobs for all. But while nearly all accept
the desirability of expanded employment oppor-
tunity, the disincentive and cost features of guaran-
teeing a job are still questioned by many of us.

The next 20 years must produce better
bridges between the world of education
and the world of work.




Though much of the rhetoric in this sphere still
centers on rights, most of the responsive action
centers on expanding opportunity. Certainly the
federal government is pursuing an ever more active
role in cconomic affairs with employment stimu-
lation as one of its main goals. Keeping employ-
ment levels high is surely becoming an ever higher
priority issue in the national consciousness.

The second question is not about rights but
about obligations: What shall be a person’s obli-
gation to work? A rising tide of demand exists
throughout the nation that one who receives the re-
wards of our economy shall contribute to it through
his work. Today the “obligation to work” question
is being asked with special emphasis with regard to
those who receive government welfare payments.
Clearly what is now called “work relief” will be
one of the contentious issues of the next decade.
The ~ontroversy may center less on whether to
adopt it in principle than on how to make it work in
practice. And that, it must be said, will be far from
simple.

in spite of the refinements and the
undoubted successes of statistical fore-
casting, we must not neglect the power-
ful impact of ideas. We must search to
identify those ideas likely to seize the
nation’s imagination and influence the
future.

Now for our third question: What do we mean
by equal opportunity for work? As a nation, we
have adopted the principle but we have yet to de-
fine it fully or implement it effectively. We have
made great strides, yet few are satisfied with the re-
sults. For instance, the level of unemployment
among minorities is still highly disproportionate;
the range of occupational opportunities for women
is entirely too narrow. Until we remedy these kinds
of deficiencies the American labor market will be
marked by ferment. The hopeful sign here is that
much goodwill exists in seeking remedies. But only
through diligence in both the private and public
sectors can we devise suitable answers to the many
remaining questions about equal employment op-
portunity for all.

This brings us to a fourth question; What should
we do about education and training for work?
Technological advance and industry shifts have
wiped out a whole spectrum of jobs that once could
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be performed without training. Meanwhile, our ed-
ucational system has concentrated on what is called
a general curriculum. So today millions of young
people leave the classrooms and enter the workmg
world without suitable preparation. The result is
a scandalously high youth unemployment rate.

At one time a strike hurt mainly the
participants—today the public, not the
participants, takes the brunt of the big
strike.

In addition, the dynamics of today’s enterprise
often produce a rapid obsolesence of talent. Sec-
ond, and often third, careers are needed. So ed-
ucation and training for work are continuing as
well as preparatory requisites.

Above all, the next 20 years must produce better
bridges between the world of education and the
world of work—both before and after entry by
the individual into the labor force.

Now we ask our final question: How about the
role of work in human fulfillment? Behavorial
scientists increasingly equate good mental health
with mterestmg work. This is reflected in emerging
changes in the work ethic.

1 question those who contend the work ethic is
no longer strong in America. It remains strong but
its motivational underpinning is changing. In a
nation increasingly dedicated to improving its qual-
ity of life, self-realization through useful and inter-
esting work becomes a credible goal. Everyone in
the working world will have to contend with this
phenomenon in the years to come.

Now that 1 have briefly recited five key ques-
tions, can we identify a basic idea in these cross-
curients that will mark future changes in the world
of work? I think we can. It is this. Decisions on
work and employment will increasingly be influ-
enced by social and human need rather than just
private purpose.

This nation has leaned heavily on private busi-
ness and industry to help solve many of its social
and environmental problems in recent years. I have
great faith in the ingenuity and problem-solving
ability of private industry, and I am confident that
once the problems are perceived the capacity to
deal with them is there.

We must remember, it is in today’s industrial
world—in its corporate staffs and its union officials
~—that our greatest reservoir of talent for dealing
with the problems of man and his work exists. B
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The Role of Government in the

Industrial World

The Honorable John B. Connally, Jr.

T IS FOOLISH for me to speculate about the

relation government will have to the economy

in 1990. Prophesies too often go astray. But I
can relate what attitude government ought to take
toward the cconomy then. I believe American gov-
ernment must continue to provide a scaffolding of
ordered freedom. Within that frame, each Ameri-
can should have the right to develop himself as
far as he can. The role of the government is to pro-
vide an atmosphere in which the American people
can flourish.

It is that purposc that led the President to set
in motion the price- and wage-control actions of
August 15 of last year. Those were attempts to
meet the problems of the American economy and
to renew its ability to lead the world.

The role of government was to recognize the
changing conditions of the world. Only a few years
ago, we had the unbeatable advantage of superior
technology and hurtling innovation. We were the
world’s preeminent cconomic power, But suddenly
we have companions. Now the world has at least
three great economic powers: the United States,
Japan, and Western Europe. In the not distant

Address by The Honorable John B. Connally, Jr., Sec-
retary of the Treasury ar the time of the White House
Conference on the Industrial World Ahead.

future, we can expect Russia and China to join the
list.

In these circumstances the role of the govern-
ment is to discern the conditions that have weak-
cned us, and to act to clear them away. The na-
tion expects that of us. The President has taken
several actions to right the economy in the last half
year. We are making every effort to insure that
American labor and industry are not at a disad-
vantage in competing in the world economy.,
= ® We have been able to obtain fair and reason-

able exchange rates.

e We are attempting to change the rules of
trade to obtain fair trcatment for American
products throughout the world.

e We will halt the inflationary spiral so that
price increases will no longer occur at such
a rapid pace that American products cannot
compete at home or abroad.

¢ We have provided incentives to create more
jobs by encouraging American businesses to
invest in more modern plants and equipment,

® We have provided tax incentives to encourage
American companies using American labor
to export American products throughout the
world.

® We will provide funds to stimulate research
and the development of new products and
new technology.
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e We will continue to act to insure fair treat-
ment for American products and American
businesses.

e When we found our policy toward expropri-
ating nations had failed to insure fair treat-
ment of American companies, we produced
a new policy.

e We are studying our antitrust laws to decide
whether they are so restrictive as to restrain
American companies from competing effec-
tively abroad. If they are, we will try to
change them.

The place thai government policy occupies in
our economic system and in the life of the nation
is restricted. The power of government is limited.
And, hopefully, will remain so.

In the first place, government policies must be
founded on a clear insight into our problems. We
cannot, for example, solve our economic problems
by passing legislation to build a wall of protection
around America. Nor can the government alone
make American produ:ts more competitive.

Secondly, it is American work and enterprise
that have led this nation so far. We will continue to
succeed only if the American people want to carry
on with the task. Innovation must flow from the
people themselves; organizations must be built by
the people; productive work must be the people’s
ambition.

Only people have dreams and ideals and inspira-
tions. Government is a vehicle through which they
have expressed them. If people have no dreams, if
people have no faith, if people have no inspiration,
then government ean only become a parasitic in-
strument of stagnation.

I cannot, with honesty, say what form this na-
tion will take by 1990. We are discussing the future
at onc of those moments in history when a great
many critics question the future character of the
nation. We are passing through a time of feverish
action and criticism. All are aware of the profour:d
doubts that a few have attempted to cast on the
future.

Many of our institutions are in upheaval. The
school system i< wracked by problems of busing
and decisions about property taxes. Reapportion-
ment problems have statc governments in an up-
roar. The relations of management and labor— es-
pecially in the public sector—Ilurch from crisis to
crisis. Qn the West Coast, shipping was long erip-
pled by a dispute that was difficult to settle, but it
was only the latest round.

We are alarmed over the environment., Almost
cvery day we get 2 report of another species of
plant or animal nearing extinction. Can we build
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pipelines with safety? Can we drive our cars with-
out befouling the air we breathe? The automobile
industry is beset with problems of safety, pollution,
and Japanese ingenuity.

People have expressed grave uncertainty about
many aspects of the future:

e About our ability to hve peacefully in a
changing world.

¢ About our ability to remain productive with-
out ravaging our natural resources.

e About our ability to manufacture products
that are safe.

® About our ability to educate our children.

e About our ability to compete effectively in a
dynamic world economy.

e About our ability to cnable all our citizens to
to lhive without poverty and with human
dignity.

® About our ability to govern ourselves.

Unquestionably we have problems—and always
will. But they are no more severe than those society
has always faced. We have faced up to our prob-
lems in the past; we will meet them in the future.

We have become so sophisticated, primarily be-
cause of television and radio, that problems are
communicated to the nation instantancousiy. Ob-
servers and commentators can provide instant an-
alysis. But we have never been able to resolve
problems instantancously, and we should not ex-
pect to be able to. Solutions to difficult problems
must be worked out.

The resolution of difficulties in a nation of more

We must welcome honest criticism
. . . Out of the struggle of opinions
we can decide for ourselves the best
way.

than 200 million can take place only through
thousands and even millions of changes over time.
Our policies must be allowed to work in the dimen-
sion of time as well as those of space.

It is far casicr to dramatize problems than to
solve them. The people of this nation have come to
expect drama. In many cases they react only to
drama. As society has become more mobile and
methods of communication more rapid, even
drama has had to be exaggerated to have an im-
pact. Thus we have had violence in the cities, and

e
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in the schools, and on the streets to dramatize cer-
tain conditions. During recent years, we seem to
have recognized the futility of this course of action;
these disruptions have subsided. But all too often
we have reached for symbols rather than for
progress.

I can offer one example of an issue the full im-
piications of which deserve to be worked out in the
public mind. That is the notion of Zero Net
Growth. Simply stated, the idea is to stop the
growth of the Gross National Product. It has an
increasing number of devotees. They insist that
ending growth would help save the environment
and turn us away from materialism. When you fol-
low out the implications of this prescription, you
will find it a misguided remedy. Never has growth
been more important., You can never feed the poor
or case the lives of thc wage-earning families,
amelioratc the problems of race, or solve the
problems of pollution without real growth.

We can choose to turn away from growth. Other
socicties have, They lack heating and plumbing.
They lack child care and education. They arc
static; pleasant for a few, perhaps, but choked and
miserable for most of their people. Recently, 1
traveled to a beautiful island to talk about mone-
tary affairs. I saw magnificent beauty—an artist’s
dream of a landscape. Pastures rimmed with rock
walls, put there lovingly by hand without mortar,
free-standing rock walls. That island people has
been in existence for 400 years—with 76 inches of
rainfall a year, wildflowers growing in abundance.

I looked at these beautiful white stucco houses
with the red tile roofs and I thought how wonderful
it was, As 1 ‘rove through the villages, I asked
questions. I learned that of all the islands and of all
the villages, only two have modern conveniences.
The rest have no indoor plumbing—no bathroom
facilities. They have no electricity. They have no
running water; water is obtained from a central
fountain in the village. These people live on $160
a ycar annual income. Yet their development, their
fourding, predates the United States of America.

Why should we be apologetic for what we have
done? Name anybody, anywhere, any place that
has done as much. Why should we turn our backs
on those accomplishments? Sure, we admit frailty.
Sure, we admit weakness. Yes, we have a lot to do,
and we ought to set about doing it. But we have
done much.

What should be done about the plethora of ideas
and programs like Zero Net Growth that swirl
around us?

First, we must welcome honest criticism. Faults

-

should be remedied. Out of the struggle of opin-
ions, we can decide for ourselves the best way. The
idea of full—cven overfull—debate on public
1ssues is part of the rich heritage of this system.

Second, we need to join these debates. Too
many of those who represent the highest achieve-
ments of this nation duck their heads and concern
themsclves with their own narrow problems. We
must reject such popular dogmas as those that call
for a halt in American economic advancement. We
must not allow our expanded lcisure time to lull
us into becoming smug and complacent. We must
not become slothful in our work. We must not
allow a spirit of greed to dominate our national life.
We must not relax and expect government to cure
the ills. Each of us must rededicate himself to strive
for national greatness through practical methods.
We must turn to this task with resolution and with-
out hesistation.

If the millions of pecople of this nation will put
some of their vigor into the daily duties of the citi-
zen, I will have no uncertainty about the future.
This nation was founded nearly 200 years ago, in a
period of turmoil, with great energy and with great
optimism. Nearly a century later we dissolved in
civil war. But we were reknit and went on to great-
ness. During this century we have fought two world
wars and survived a depression. We have produced
great literature and great art. We have had
soldiers, philosophers, and leaders who will com-
pare well with those of any civilization. This is our
heritage.

Today, of all the nations in the free world, we
alone have had the capacity and the ability to pro-
vide military leadership. We alone have had the
capacity and the ability to provide political leader-
ship. We alone have had the capacity and the
ability to provide economic leadership. This, too,
is our heritage.

We can never stand still. We must adjust to
changing circumstances, to new complexities, and
to new challenges. To shrink from this obligation
would be to fail not only as a system of govern-
ment but even as a nation. It would be to lose the
foundation for the liberty and security of this gen-
eration—and those that follow.

The government of 1990, as much as the gov-
crnment of today, can only mirror its people—
their dreams, their aspirations, their dedication,
their soaring ideals, their spirit. Without these
dreams, without this spirit, we can expect nothing
but a government of oppression, a government of
mediocrity, a government of stagnation. Have the
sands of time drained us of our greatness? I do not
believe it. I will never belicve it. n
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A View of the Economic World of 1990

Herman Kahn

HE UNITED STATES in 1990 will still

be the world’s greatest economy. But, in-

stead of being the overwhelmingly dominant
economy it was in the immediate post-World War
11 years, it will simply be the largest among many
large economies. It will have only about one-quart-
er of the Gross World Product (GWP), or but
one-half of that in the immediate post-war years.
The comparative GNPs of principal areas of the
world will, in 1989, be about as shown in Table 1.
We are a big economy and will remain a big econ-
omy, although we are smaller relative to the re-
mainder of the world than we used to be.

By 1980 the Japanese economy should be about
one-third the size of the U.S. economy (up from
one-fifth today). By 1990 the Japanese economy
should be about one-half our size. It is likely to be
more highly internationalized than the U.S. econ-
omy. Thus, even by 1980 it begins to have an
offect on the remainder of the world about equal
to that of the United States. From the viewpoint of
Asia and most of the remainder of the world,
Japan’s economy might seem equal to or larger
than that of the United States over the whole dec-
ade of 1930-1990.

In other words, an economy about the size of

Address by Herman Kahn, Director, Hudson Insti-
tute, Croton-on-Hudson, New Yok,

the present European Economic Community
(EEC) will suddenly have been created off the
coast of Asia by 1980. Further, this economy
will tend to grow during the ensuing ten years
at almost twice the rate of EEC. This will have
all kinds of consequences for the world in gen-
eral and for American business in particular,

I believe that the rapid growth of Japan will
contribute enormously to the creation of dynamic
and prosperous cconomies cverywhere, particu-
larly in Asia and in North and South America.
Despite the recent criticism of Japan, 1 believe that,
in fact, even in the past, its huge growth rate has
contributed helpfully to the U.S. growth rate and
is likely to do so even more in the future.

Incidentally, although Mainland China and
'ndia have about one-half of the world’s popula-
tion, neither is likely to play a major role in the
world economy in the 1990 period, but it will be
greater than at present.

Character of the Work Force Changes

The character of the U.S. work force has
changed enormously over the last 20 years, and
will continue to change. In 1950 the United States
had almost 60 million workers, about equally divid-
ed between goods-producing industries and serv-
ice industries. About another 20 million has been
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TABLE 1—-LIKELY GNP OF MAJOR WORLD AREAS
IN 1980
(1n trnithons of 1970 dollars)

Area GNP
United States 1.5
U.SS.R. 0.9
Japan 0.5
France and West Germany 0.25
China, United Kingdom, ltaly, 0.1-0.2
Canada, India
—Brazit; -Australta;- East Germany, 0.05-0.1

Mexico, Sweden, Poland, Argentina,
Indcnesia

added since—aimost all in the service sector. Be-
tween 1947 and 1980 the workers in service-pro-
ducing industries (transportation, public utilities,
finance, insurance, real cstate, government, serv-
ices, and trade) will have risen from about 24
million to some 60 million, while thosc in goods-
producing industries will be showing a rise from
about 27 million to only a little over 30 million. In
some ways thes’ numbers underestimate the rate
of change, because even in the goods-producing
industries, people, increasingly, are white-collar
workers. While the service industries have large
numbers of blue-collar workers, their percentage
is decreasing. And, the white-collar workers
are less likely to be relatively unskilled women
workers than highly trained professional and tech-
nical workers. This, in the most literal ierms, is
what we mean by the postindustrial culture: the
relative number of blue-collar workers declines; the
construction and manufacturing industries become
a smaller and smaller part of the nation’s activity,
and, relative to the total national effort, become
easier and easier to do; and the technical and pro-
fessional labor force increases enormously (an in-
creasc by a factor of 1.5 in the decade of the '60s).

The situation in agriculture is similar. In 1850,
half of all Americans worked in agriculture. To-
day, less than three percent of the American work
force produces more than 95 percent of the foods
and fibers we need. It could probably increase pro-
duction by half or more without particularly in-
creasing the number of people engaged in agricul-
ture. Thus, we in the United States live in a *post-
agricultural culture.” It is not that the product is
unimportant; it is that the national effort in pro-
ducing the product is small relative to other efforts

in the economy. Most of the growth of the U.S.

cconomy teday is in the service sector-—at least in
terms of additions to the work force.

One of the present problems of the United
States iy that we may not be making these addi-
tions to the work force wisely. In New York City
in the last five years 100,000 city government em-
ployees have been added while the population of
the city was declining by about the same number.
The cost of city services has increased by about
50 percent, yet it is difficult to find service much
improved as a result of these additional city em-
ployees and city costs.

In general, service industrics have the unfortu-
nate characteristic that output is difficult to mcas-
ure quantitatively—and quality even more so.
As a result of this, both governments and com-
panies have a tendency to add service personnel
who do not increase productivity significantly.
They may produce something measured by the in-
stitution itself, but this may be a part of the process
of “institutionalizing”—when the institution starts
to serve its own interests instead of those of
the general community. In any case, one of the
standard characteristics of an institution in the
process of institutionalizing is a large increase in
service personnel and a relative decrease in the
number of people who directly turn out useful
products.

The World of 1990

Some revival, some evolutionary develop-
ment. A general but irregular movement toward
a multipolar but economically unified half of
world that participates intensely 1n the world
economy* but with countervailing tendencies
toward anarchy as well as order. The nation-
state system is largely maintained with about 15
large nations and more than 100 small nations.

This politicatly increasingly multipolar world
should see in the "70's the end of the post-World
War II era (including an effective political
settlement of that war )and the following con-
sequences:

o Rise of Japan as an economic, financial, and
technological superstate (and possibly polit-
ical and/or military superpower).

® Risc of France to the largest national econ-
omy (at least nominally in terms of GNP) in
Western Europe.

® Almost full reeraergence of both Gera sinies
(but some political disabilitics are likely (o
remain).

® An emergenee of new regional and/or large
powers. .

® United States-Soviet strategic equality—or
possibly even Soviet superiority—accom-
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panicd by a relative decline of both super-
powers in power, prestige, and influence.

o An enlarged EEC with perhaps a new role for
France as the leading nation of the com-
munity—also possibility of a breakup of the
current enlarged EEC.

o Possible creatton of an Eastern European
EEC.

o At feast ad hoc creation and perhaps sclf-
conscious advancement of a dynamic (eco-
nomically) Pacific Hemisphere trading/in-
vestment area (PAHTIA).

e Many other new possibilities: e.g., new alli-
ances, new arms races, pohtically unified
Europe, intensely isolationist United States,
clc.

Some acceleration, some continuation but
also some seclective topping off of multifold
trend (and perhaps some temporary reversals)

e Further intensification of many 1ssues associ-
ated with a 1985 technological crisis; grow-
g nced for worldwide (but probably ad
hoc) zoning ordinances and other forms of
self-restraint involving environmental, social,
and perhaps knowledge controls.

e Other problems 1n coping with sheer num-
bers, size, and bigness of almost cverything.

e With important exceptions, erosion of 12
tiaditional sacictal levers; a search for mean-
mg and purpose, some cultural confusion,
ideological  pofarization, social  conflict,
growth of discretionary behavior, etc.

e Increasingly revisionist communism, capital-
ism, and Christianity in Europe and the
Western hemisphere; perhaps a crisis of liber-
alism—some persistence and even cruption
of the counterculture.

e Populist, conservative backlash, and/or coun-
ter-reformation movements.

e Increasing problem (worldwide) of cducated
incapacity and/or illusioned, irrelevant, or
idcological argumentation—greater explicit
emphasis on feeling and emotion.

Emergence of various styles of postindustrial
culture for nations with about 20 percent of
world's population and in enclaves elscwhere
and possibly also by:

e New political milicus; rise of “humanist left"-
“responsible center” confrontation in at lcast
high culture of developed nations (but in par-
ticular in the United States and northwest tier
of Europe).

o Emergence of mosaic cultures (at least in the
United States) incorporating esoteric, devi-
ant, communal and/or experimental life
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styles. Some increase 1n anarchistic behavior
movements—ideological and political devel-
opment of the counterculture.

e Possible successful synthesis between old and
new in France. Japan, Scandinavia, north-
west ticr., or clsewhere.

Above sets context for further development
of a unified but multipolar and (partially)
competitive (half) global economy.

e A general understanding of the process and
techniques for sustained economic develop-
ment.

o A worldwide green revolution; also a world-
wide capability for modern industry and
technology.

e Growing importance of TNC's as innovators
of economic activity and engines of rapid
growth.

e High (3-15 percent) GNP growth almost
cverywheie—five especially dynamic areas.

e Sustained growth in trade, communications,
travel.

e Increasing unity from technology, private in-
dustry, commercial and financial institutions,
but relatively little by international legal and
political institutions.

e Some development of year 2000 (and/or
compound interest) ideologics.

e Little or no long-term overall catastrophic
difficulties with environment, pollution, or
scarcity of resources though there will be
many temporary crises and doubtless some
limited catastrophies.

Thus, a relatively anarchic but also relatively
orderly and unified world, but with new issues
of international control:

e Continuing growth in discretionary behavior,
corresponding worldwide (foreign and do-
mestic) law-and-ord.. issues. Some growth
in violent, deviant, or criminal behavior-—
possible irreverent use of terror, violence,
subversion, unilateral changes of interna-
tional rules, etc.

e Some bizarre issues may arise.
® Some ad hoc countermeasures may be taken.

® Some important but nonsignificant surprises
and perhaps some significant ones as well.

“ About half of the world's population lives in
two relatively isolated cultures—a fourth in
Communist Asia (a relatively isolated Sinic cul-
ture) and a fourth in a relatively isoiated Indian
culture (India, Bangladesh, Ceylon, Burma, and
perhaps West Pakistan) ..
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Service industries are, of course, important and
valuable. One characteristic of a successful large
company or a successfully developed nation is an
emphasis on the service sector—on managers, en-
gineers, designers, marketers, financial experts, the
people who deal with other kinds of knowledge,
administration, etc. The wave of the future is serv-
ice, not production. It is easier to be incompetent
in service industries than in any other: sometimes
the very concept of competence does not have any
clear-cut application,

Two Major Changes in History—
A Third Is Imminent

What ] am suggesting is that whereas today we
no longer have an agricultural state, but a post-
agricultural state, we will, in the future, have a
postindustrial state—not a new industrial state. All
manner of changes and innovations will ensue from
this. T shall first emphasize the changes; later, the
continuities.

In a review of the history of man, two incidents
of first-order magnitude stand out.

The first incident was the agricultural revolu-
tion about 10,000 years ago, which laid the foun-
dation of civilization. Civilization means civic cul-
ture or living in cities. But not many lived in cities.
Roughly only about one in twenty did so. Rather
surprisingly the average per capita income did not
change much during this prolonged agricultural
cra. This era survived until about 200 years ago,
as basically characterized by an income in the
range of $50-$250 per capita, or roughly $100
per capita average. China, India, and Indonesia
are still in this category.

The next big change was initiated about 200
years ago in England. It was the so-called Indus-
trial Revolution. For the first time man achieved
sustained growth rates. Medium-term British
growth rates have been remarkably constant—
averaging between 2-2'2 percent per year for the
last 200 years or so. Tnis is impressive. An aver-
age of 2.3 percent per year means that every 100
years change is by a factor of 10, or an increase
of 900 percent. From a historical point of view,
that is a big change. In fact, a change of this mag-
nitude, particularly if it is in GNP per capita
rather than total GNP, changes the character of a
culture enormously. Just as the preindustrial cul-
ture is roughly $50-$250 per capita, industrial cul-
ture is a factor of 10 higher, or $500-32500 per
capita.

Many people, including myself, believe that in
the next 10, 20, or 30 years we will seec another

A Surprise free Projection: Relative Impor-
tance of World Trade and Transnational
Companies
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factor-of-10 change: the attainment in many coun-
tries of GNP per capita will be in the range $5000
to $20,000 (in 1970 dollars). This will induce
as great a transition in society—or at least initiate
the early phase of such a transition—as these first
two great historical transitions did some 200 and
some 10,000 years ago.

The Skyrocket Rise of Transnational Companies

Another phenomenon on the industrial scene is
the recent rapid rise and even greater future
growth of multinational companies, or transnation-
al companies as 1 prefer to call them. By this I
mean any corporation doing significant business,
other than simple import/export operations, in

many sovereignties. This is shown in Figure 1.

Already, for the United States, such corporations
sell about $5 for every dollar we export. The dy-
namism of the transnational companies (TNC) is
suggested by the following. Basically, Gross World
Product—or the total amount of goods and serv-
ices produced around the world—grows by about
5 percent per year. Today, talk about gross prod-
uct brings ideas of pollution, or overcrowding, or
traffic. However, we are simply trying to measure
the amount of goods and services produced,
whether or not these are useful, healthful, or
wholesome.

The United States grows at a slightly lower rate
than the world as a whole and hence we have a




declining portion of GWP. World trade, including
that of the United States, grows about 50 percent
faster than GWP, as Fig. 1 makes clear. Business
has developed an increasingly internationalized
world economy. Rather interestingly—and mostly
overlooked by economists heretofore—the true in-
ternationalization of the world economy is now
beginning to derive less from the movement of
the products of industry from one country to an-
other than from the movement of actual resources
and national ownership and management. The
transnational corporation now grows at a rate al-
most double that of GWP.

Despite many difficuaies it is likely to con-
tinue—for a while—to grow at that rate. Thus the
world is being increasingly internationalized, but
less by world trade than by the operations of trans-
national corporations. These themselves are in-
creasingly becoming raultinational in the simple
sense of multinational operation, multinational de-
cision making, and multinational ownership. The
transnational company is becoming the major en-
gine of rapid economic development in both the
Third World and in the rapidly developing world.
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Shifting National Positions in GNP Growth

The economic performance of the seven largest
countries is set forth in Fig. 2. Two of these are
superpowers—the United States and the U.S.S.R.
—which we expect to grow in GNP by about 4 to
6 percent 4 year—or about the same as the world
average. Gross World Product has grown by about
5 percent a year for about 15 years and seems
likely to continue doing so—at least on the aver-
age. Many believe that in something between 20
and a 100 years we will run out of one or another
kind of resource, causing these curves to turn
down. The resource may be pollution-typc re-
sources—that is, reservoirs or space in which to
dump things—or it may be actual raw materials.
My own strong belief is that this view is not cor-
rect. That is, 1 believe that the next 100 years or
50 should not see any particular slowdown ir
overall growth rates because of resource con-
straints. Eventually all curves rising exponentially
have to top out—even including economic growth
rates—but actually, as we go into a postindustrial
culture, even this statement may turn out to be
wrong.

Postwar Economic Growth and Medium Projection

For the Superpowers and ““Large” Powers
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An interesting point is illustrated by the three
basic kinds of economies. The British economy,
the largest of the five “large” powers in 1950, is
probably surpassed by China today—or is close to
China. The British ¢conomy has grown by a steady
2.3 percent or so rate for about 100 years, which
markedly affects the quality of an economic so-
ciety. The differences between a traditional econ-
omy, an industrial economy, and a postindustrial
economy are just this factor-of-10 change in per-
capita income. Gross World Product grows by
about 5 percent per year, and that is just about
twice as fast as traditional British growth. That
means a factor of 10 in 50 years. In one sense,
from a historical point of view. what does it matter
if you get a factor-of-10 change in 50 or 100
years? But these are competitive issues and it
makes a big difference to the countries involved—
at least during the transitional period. In other
words, it is an important fact to Britain that most
of the world’s economies are growing almost twice
as fast as Britain’s.

Also, it is noted that the Japanese economy
grows by about 10 percent per year. If sustained
the economy would double in seven years. The
Japanese culture, while quite different from that
of the Chinese, is still Sinic. It seems that wherever
members of the Chinese culture have gone they
have reached the top—except in China. Today, if
an economy is dominated by people raised in the
Chinese culture, whether it is in the diluted Thai-
land form or in the more or less modernized feudal
form as in Japan, or in a diluted British framework
as in Hong Kong or Singapore, the result is eco-
nomic growth rates of about 10 percent. This is
likely to mean some big changes for the world.

As Fig. 2 indicates, from 1975 or so France
rises above Germany. I would not take that 1975
figure too seriously, but I believe that some time
in the late 70’s the French economy is likely to pass
the West German economy, sad become the largest
cconomy in Western Europe.

One of the most interesting happenings in Eu-
rope right now is the enlargement of the EEC, ac-
companied at the same time by an emerging emin-
ence or preeminence of France in GNP. I wish to
emphasize that this slight, new edge of France in
GNP over West Germany is in itself insignificant.

But it is not the actual economic “heft” of
France that counts here. It is the fact that if France
has the largest economy in Europe it is impossible
to take France lightly. It also means that the tra-
ditional problem of Europe since 1870—of an
automatic domination by Germany because of the

German economy and military power—is no long-
er a problem. When one discusses this issue with
Frenchmen, they always raise the real possibility
that the French will experience political problems
that will prevent their economy from growing in
this way. This is certainly a reasonable fear. I be-
lieve that the actual success of France itself in-
creases the possibility of French stability.

All this can casily mean a fairly large change in
Europe—these two events together, the enlarge-
ment of the EEC and the emergence of France as
leader of the EEC. One of the main reasons why
such countries as The Netherlands wan. England
in the EEC is to dilute both the German-French
rivalry and to dilute the French leadership.

By 1980 even Communist Asia ought to reach
a fevel of about 200 billion dollars, as Table 2 indi-
cates. This assumes that—as now seems likely—
Mainland China spends the next decade in what
can be called reconstruction and consolidation., If
they do this their growth rates should be at least
» percent or so. Indeed, this estimate may be, if
anything, low. If they indulge in more *“‘great leaps
forward,” or cultural revolutions, the figure is
probably high.

TABLE 2-THE ECONOMIC CONTEXT OF 1970 AND A
SIMILAR PROJECTION FOR 1980 (an approximation)

GNP GNP/CAP
(in Tnllions (Thousands
of 1970 Population of 1970
Dollars) (in Billions) Dollars)

1970 1980 1970 1980 1970 1980

United States 1.5 0. 2 0. 22 5.0 6.7
Remainder of

OECD 1.2 2.0 0.5 0.54 2.4 3.8
Communist

Europe 0.7 1.2 0.350.38 2.0 3.2
Developed

Countries

Subtotal 29 4.7 105114 2.8 4.1

Non Communlst

Less Developed

Countries 0.4 0.7 1.6520 0.24 0.35
Communist

Asia 0.1 0.2 0.8 1.0 0.120.20
Less Developed
Countries

Subtotal 05 0.9 24530 022030

Totalor
Average 3.4 5.6 3.5 4.2 0.97 1.36
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Growing Internationalization

The 1980 global cconomy, Table 3, gives a feel-
ing of the increasing internationalization of the
world economy. As stated before, GWP grows by
around 5 percent per year, world trade by 7% or 8

TABLE 3—THE INCREASING INTERNATIONALIZATION
OF THE WORLD ECONOMY
1970 to 1980
(Using mostly rough estimates)

" InBillons  Percent of
of 1970 Gross World

Dollars Product

100
300to 600 8.7to10.7

GWP
World Exports *
Total Sales of

MNC's = 500 to 1200 14.5t021.4
Total Foreign Sales
of MNC's * 350101900 10.2t0 16.1

Total Foreign Sales

of U.S. MNC's * 200to 450 5.7t 8.0
Total U.S. Exports 40to 75 1.6to 1.3
World Tourism 15t0 50 0.5to 0.9

* All these numbers include a good deal of double
counting, e.g., when a country exports items that are
in part made of imports or when the output of the one
MNC 1s part of the input of another MNC.

sercent per year, the multinational concerns by
something like 10 percent per year. Then we have
an approximation for tourism growth, some 12 to
124 percent per year.

This figure takes into account the inerease in
. South American, Japanese, und Asian tourism.
Usually the figures coneentrate on Europe and the
United States, As a result of all this an increasing
proportion of the world’s transactions takes place
interirationally. There is a limit to internationaliza-
tion of course, 100 percent, which means that at
some point all of these curves that are rising faster
than GWP have to turn downward. This is particu-
larly true of growth of the transnational concern,
and to many of us this implies a kind of collision
batween the transnational eoncern and something
in the system. 1 emphasize the belief held, at least
among some of us at Hudson, in contrast to the
belief of many goverrments, that the transnational
concern is a weak organization politically—as
compared to national governments. While it has
great strength in its ability to withhold or reallocate
resourees, this is its main strength, and it is not
the strongest weapon in the world.
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A sccond factor worth noticing about Tabie 3
is that we probably still have not rcached past
levels of internationalization as measurcd, say. by
the ratio of world trade to GWP. Probably we have
not reached levels of internationalization achieved
before 1914 or before 1929. This observation may
be important because it indicates—probably cor-
icctly—that this kind of internationalization is a
delicate growth. If the process is interrupted it is
diffieult to restore rapidly. Indeed, it may literally
take a generation or two to restore current trends
of internationalization if there were to be cata-
strophic breakdown in the system. So a serious de-
pression or a serious trade war could really make
a difference to our future.

The central role of the transnational corporation
as an instrument and engine of worldwide and
rapid development is to again be noted. If the
transnational concern becomes self-conscious
about this role, it will perform even better and pre-
sumably will also make more profits. So it could be
both self-serving and altruistic for them consciously
to understand and improve their performance in
this funetion.

Hostility to the transnational company has been
common throughout the world, outside the United
States. In our own country we are seeing increasing
hostility toward the American TNC—on both the
liberal and conservative sides of the house. In par-
ticular, American labor and many in the American
Congress are now angry at a move by American
automobile manufacturers to tie in with the Jap-
anese. This tendency in the United States to criti-
cize the transnational companies is mostly new.
You will soon be able to say with reasonable accu-
racy that of the 120 sovereignties in the world, all
120 are hostile to the American multinational cor-
poration. Indeed there may be few government
officials anywhere in the world who are really
friendly to the American—or even their own—
transnational companies. Nevertheless the odds are
still in favor of the transnational companies des-
pite hostility. Factors that encourage TNC growth
are given in the box on page 20.

Cusiency Status of the World

A rough assessment of the currency status of
the world is given in Table 4. It essentially ignores
short-term movements. Almost all countries want
reserves equal to about three to six months' im-
ports. This is considered important to national
safely and flexibility, If foreign reserves drop to
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less than three months, generally something is done
to increase them. If reserves increase to more than
six months—unless it is West Germany or the
United States—the country generally feels uncom-
fortable since it is wasting capital by keeping it in
the bank. The country starts investing it. One of
the reasons, I believe, for West Germany’s rela-
tively slow growth rate in recent years is that the
Germans have held foreign reserves that are too
large. They should have becn investing.

All this means that to run world trade under
present conditions, world foreign-currency reserves
should about equal one-third the volume of world
trade. World trade runs at 330 billion dollars a
year of imports or exports, and, in fact, world
foreign reserves are about 120 billion. World for-
eign reserves are at about the right point to finance
world trade.

Arguments can be made that as world trade
increases a smaller percentage of reserves is ac-
ceptable. Whether these arguments are right or
wrong, governments still do not believe them; they
act as if the arguments are wrong. The one-third
rule is a kind of sacred rule because it is the way
many countries actually behave. That means four
months of imports—scarcely too much. It means
that if world reserves do not grow at about 10 per-
cent per year, world trade will suffer. The 10 per-
cent per year consists of some 7Y% percent to take
account of real growth, and 2% percent, or so for
inflation. Obviously, if inflation is more than that,
world reserves have to grow even faster.

How can world reserves grow? One can add
more gold to the system, but that is a slow process
and there is no sense relying on it. The only con-
venient way for world 1eserves to grow today is for
dollars to go into the system. There is literally no
other way.

Gold reserves are about 40 billion dollars, or
about 40 percent of the total. Many people talk
about a smaller role for gold. I am convinced that
the role of gold does not go down much—and may
g0 up. Or at least world reserves of monetary gold
will hold their own or increasé over time rather
than decrease despite the fact that today the free
market price of gold is one-third or so higher than
the officizz) price paid by central banks.

The best means to finance world trade would be,
in my opinion, to accept the suggestion put forth
by the French some years ago (which they no
longer advocate) and increase the price of gold
some two and one-half times. That would raise the
40 billion dollars to 100 billion, which is about
right to finance world trade. The increase in the

Ten Aspects of the World Context That
Encourage MNC Growth

¢ Continuation of world peace, relative
political stability, and worldwide cco-
nomic growth.

¢ Dispersion of resources and markets—
disparities in labor costs.

¢ New or emerging technologies, sources
of resources, markets, and methods of
rationalizing the cconomies of vari-
ous industries.

¢ Increasing “similarity” or standardiza-
tion of markets.

® In some cases continued protectionist
policies, but in others decreasing pro-
tectionism..

¢ Increasing importance of economics of
scale—requirements for large amounts
of capital, competent management.
and advanced or new technology to
accomplish desired or required tasks.

* Proportionate decrease in transporta-
tion and communication costs.

¢ Pressures to maintain a competitive
market share.

e “Momentum” from current investment
and experience.

® No pervasive and/or effective interfer-
ence from political authorities.

price of gold would draw gold back into the inter-
national system at, I would guess, about the right
rate for financing the increase in world trade. Just
the same, the possibility of going back to gold as
the main international reserve is, I think, under
existing conditions, zero. Even the French gave up
this position. So I am not arguing for gold. But a
substitute must be found. This raises intrinsically
difficult problems.

If gold is not a base, what can be used as a
base? One of the main purposes of currency is to
act as what economists call a store of value. If it is
kept in gold, it does not deteriorate and is always
marketable. It has the beautiful characteristic that
during hard and difficult times—civil war, world
war, insurrection—the price tends to go up not
down. Every other commodity is less reliable—
many have a tendency to go down during troubled
times. But gold has a tendency to go up. In fact, in
much of the world, the actual local “free market”




price for gold tends to be well over $50. For this
reason Frenchmen have three and a half billion
dollars in gold in hiding (that is the more-or-less
official estimate—but it may be five or six billion).
Many people simply do not trust scraps of paper
as a store of value.

Many, however, are willing to trust the U.S.
dollar as a store of value. They have the fecling
that, whatever else happens in the world, the
United States is not likely to repudiate its currency
completely—and in the meantime their savings
earn interest, which normally cannot be done with
gold holdings. That belief, however, is not univer-
sal. When I was in Germany in September of last
year I found some bankers were worried that the
United States would, in effect, repudiate its over-
seas funds—at least for the time being. But many
Germans tend to have a slightly hysterical attitude
towards inflation becausc of the historical experi-
ence of that country.

Some major parts of the world would be willing
to accept special drawing rights issued by the IMF,
Most likely the Scandinavian countries, Atlantic
Germany, The Netherlands, the Flemish part of
Belgium, Switzerland, the United States, Canada,
Australia, and New Zealand would. Japan prob-
ably would. But, most likely France, Italy, and the
remainder of Germany would not.

Major Role for the Dollar

I believe that SDR’s will not be the answer to the
international monetary reserve problem within the
the next decade or two—and perhaps even longer.
What then is the answer? 1 believe the long-term
answer is probably a combination of currencies—
that is, the yen, the dollar, the ECOR (which is
the European currency unit to be launched).
SDR’s, and gold. Gold will not pay interest. Mon-
cy in one of these other four will earn, say, five-
percent interest. People who have held gold have
not made money on it because over time the five-
percent interest lost was not made up by the gain
in the value of gold. Nevertheless there will be
enough lack of faith in these picces of paper that
there will be no lack of people willing to hold gold.

Surprisingly, most countries still prefer to hold
large amounts of gold, despite the fact that they
lose five-percent or more interest by doing so. It
shows a basic distrust of these pieces of paper. Tt is
also difficult to imagine the West Germans or the
Japanese running the large balance-of-payments
deficits necessary if the mark or yen were to play
appreciatle roles as world-reserve currencies.
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World trade in 1980 can be assumed to be at
least 600 billion dollars in real terms. Assume « 20-
or 25-percent inflation, so it would be around 750
billion in 1970 dollars. That means the world will
need 250 billion dollars or so of reserves, which is
about 150 billion more than is currently available.
This has to be supplied under existing operating
conditions. I think the only big supply can be the
U.S. dollar. The others, the SDR, the possible
ECOR, the yen, the mark, will provide relatively
small contributions. If this is so, then the current
idea that the U.S. dollar will play a much smaller
role in world reserves is, I think, incorrect. It also
means that the dollar deficit must continue, be-
cause this is how you get the currency in wide
supply.

This is understood in the United States, and it is
probably why Secretary Connally, when he talked
about reversing thc deficit, said that we want to
reverse it only for a few years so as to restore con-
fidence in the dollar. He did not talk about a per-
manent reversal. I think it is a bad thing for the
United States to have this dollar deficit because it
leads to bad habits. In effect, we send pieces of
paper overseas and exchange them for hard goods
and property. The second problem is that thc world
banker must accept a certain responsibility for its
internal conduct—which the United States may or
may not wish to do.

The U.S. balance-of-payments situation is, I be-
lieve, about right. It supplies about five to ten bil-
lion dollars or so a year to the system. (Sce the
lower portion of Table 4). When the Europeans
and the IMF pecople meet with the Americans, the
first thing they look at is U.S. direct investment
abroad ($6 billion). They say, “Why don’'t you cut
out that direct investment? This would almost im-
mediately eliminate the dollar deficit.” The answer
is that such direct investment is the wave of the
future., It happens to be perhaps the most valuable
money we spend. It also happens to be one of the
hardest things in the world to cut because it in-
volves extremely large firms that can raise money
anyway. Therefore, the chance is small, if any, that
interference with this investment will do much
more than is already being done. We already have
some interference with this direct investment, and |
doubt we can expect much more effective inter-
ference.

How Overcome the Deficit?

If you are opposed to American military poli-
cies, you observe the military contributions to the
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TABLE 4—FINANCIAL COMNTEXT OF WORLD
MONETARY ISSUES
(in billions of dollars; 1971, annuahized)

World Monetary Reserrvres

Gold (Countries’ Holdings) 36
International Agency Gold 5
Total Gold T oa
Foreign Exchange
Dollars 46
Sterling 7
Difference (Other) 16
Total ’ 69
SDR’s 6
IMF Position 6
Total 122
Total World Imports 3_30

i U.S. Currency HOW

Imports (Goods and Services) —68. 4
Exports (Goods and Services) +68.9

Net +0.5
Selected Components -

U.S. Tounism In 4- 3
U.S. Tounism Out

Net Tcurism -2

U.S. Military Ad —5.

(Direct Diefense Expenditures)
Other Government Expenditures -2.
U.S. Direct Investment Abroad —6.
Reinvested Earnings -3.
U.S. Investment in Foreign

Securities —1.
Direct Foreign Investment in U.S. -0.
Foreign Investment in U.S.

Securities 4-1.7
Repatriated from Overseas

Investments +8.4

ocoN o b

L\

Net Balance (approx.) -10

deficit (five billion) arc almost equal to the deficit
(in 1970 almost exactly equal). Why not cut that
out? And again the answer is that if these military
cxpenditures are desirable, they are probably
among the highest priority items on the list. If they
are undesirable we should cut them out whether or
not we want to reduce the balance-of-payments
deficit. In other words, military policy should be
trecated outside of financial considerations. To
achieve a payments balance, obviously you look
at the imports and exports of goods and services,
which is roughly 68 billion both ways. 1 belicve,

but some disagree, that it is (clatively casy to in-
creasc the plus 68 to a plus 75 or so, or to decrease
the 68 of imports to 60 or so, or even easier to
work on both sides of the ledger simultancously.
How do we decrease imports? One way is by
such measures as a 10-percent surtax. Or you
could do it with something like a serious export
substitute program—or even a serious “Buy Amer-
ican” campaign.

Or onc could work on the other side of the
equation. The United States has never gone on an
all-out export drive. If we did, I suspect we could
—-at present prices—ecasily increase exports by 10
to 20 billion—at least if the potential markets did
not take counteractions. Thus, despite much con-
cern, normally the balance-of-payments problem
is not really as serious as usually pictured. Now
this was not truc in 1971. So it may be well to ask
what happened in 1971,

If a trade balance is to be maintained year after
year, a basic equation must be satisfied, i.c., the
productivity increase (approximately averaged)
minus inflation (wholesale inflation, not consumer
inflation) must equal the productivity increase of
the other country minus its inflation. United States
consumer inflation is quite low—Ilower than the
Japanese, lower than the German. But in the
last two ycars our wholesale inflation got out of
control—it went to about 10 percent. 1t happens
that the Japancse have kept this equation balanced
since 1949 by tinkering with their inflation. That is
one of the reasons why the yen ratio, which was sct
at 360 to the dollar in 1949, was satisfactory for
the next 21 years. It got out of balance in
1969 and 1970.

Normally international trade is not sensitive to
this equation. That is, when a nation changes its
currency value, it normally takes two or three years
for international trade to react. But in addition to
letting the cquation get out of line we had a ship-
ping strike and a steel strike in America. As a re-
sult, every businessman had to reconsider who his
supplicrs were. The normal inertia of the estab-
lished pattern did not exist. For this and other
reasons we had a large imbalance that soon result-
cd in betting against the dollar. This quickly pro-
vided a 20-billion dollar deficit, resulting in the
President’s August 15th speech. If this equation is
not maintained, something must be adjusted. The
currency rate can be adjusted, or the country that
is more competitive can start exporting currency—
through tourism, in loans, in dircct portfolio, or in-
vestments in foreign aid, and so on. But some
action is necessary.
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Governments today will not stand for one nation
taking five billion dollars a year in reserves out of
the system. The Japanese have done almost ex-
actly this in the last three years. Whether this is
done because of accident, or productivity increase,
or inflation, it must be put back via currency ad-
justment, direct investment, portfolio buying,
loans, credits, or anything else, so that the multi-
national trading system creates as much purchasing
power as it destroys. This seems to me to be an
absolute obligation for a nation such as Japan—
which, after all, benefits enormously from this sys-
tem. As far as business in 1990 is concerned, all
of these issucs will probably have been worked
out and today’s ills will have been largely replaced
by ills associated with the cures to the existing
problems. But this cannot be discussed here.

Protectionism or Free Trade?

The United States will not, in my view, go pro-
tectionist despite recent changes. While the attitude
in the United States will change—it will probably
not change as much as many now believe. From
1934 to 1967 every major initiative for free trade
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came from the United States. This will not happen
in the future—that is my guess. To have free trade,
somebody clse will be needed to fight for it. Who
will take the initiative in the future? Rather inter-
estingly, the Council of Ministers of the European
Economic Commission issued a statement in late
1971 that went completely unnoticed in the world
press. It said that it was willing to discuss, with the
United States and others, all issues of free trade,
including things like agriculture policy. Previously
the Commission had absolutely refused to con-
sider this kind of issue. If this is a straw in the
wind, it indicates that the Commission may be
willing to take the initiative in frec trade. My own
reading of the European mind is that this is un-
likely. It is hard for me to believe that even an
expanded EEC will take any serious new initiatives
on lowering external tariff barriers. Let us hope I
am wrong.

Flight-and-Return of Products

Let us examine what has been happening to
stecl production, for example. Raw-steel produc-
tion appears in the curves of Fig. 3. For the first
decade after the war, the United States produced
60 to 80 percent of the steel in the world. Nothing
that happened in steel could bother the United
States. This can be called the U.S. hegemonial
period. Right after the war we had more than half
of the world’s gross product. The United States was
the main world actor.

During the period 1955 to 1965—the period of
U.S. economic dominance—we still were the main
steel producer in the world, but others had begun
catching up. Particularly the EEC. Today, in what
I term the period of U.S. parity, at least three inter-
national actors produce about as much steel as we
do.

Several things are happening. Compare the
curves for the steel industry with those for the
automobile industry, Fig. 4. In the carly "50s the
United States produced 75 percent of the world’s
automobiles and trucks. Once again our industry
was largely immune from what was happening in
the remainder of the world. Today we produce
about 30 percent. This represents a big proportion-
al decrease. But another 20 to 30 percent (depend-
ing on how the counting is done) is produced by
American firms outside the United States. In other
words, U.S. business has suffered a relatively small
loss in its market share while the United States as
a country has suffered a large loss in market
shares.
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This is quite different from the steel industry.
Part of the difference reflects the nature of the in-
dustries. Everybody knows how to make steel, and
much national emotion is attached to the existence
and ownership of so basic an industry in a nation.
It is difficult for a transnational company to get
into the steel business abroad. I also think there
were big differences in management. In this con-
text (but not in all others) people in American
steel management were relatively unentrepreneur-
ial—at least compared to other parts of the Ameri-
can system. The automobile industry was more en-
trepreneurial-—much more global, more cosmopol-
itan, more willing to take chances in international
investment.

Many industrial production shifts take place
among nations. They cannot always be well pre-
dicted. For example, considcr steel reinforcing
bars. In 1960 it seemed that this product would no
longer be made in the United States. Prcduction
was moving overseas. That scemed irreversible.
But continuous-casting steel mills came into exist-
ence, representing both high technology and high
capital investment. Reinforcing-bar manufacture
came back to the United States. Technology is un-
predictable.

The movement of a product out of the United
States can occur suddenly. In 1960 the largest
home-entertainment tape-recorder industry in the
world was in the United States. In 1970, except
for some expensive high-fidelity tapes, not a single
magnetic tape was manufactured in the United
States for home entertainment. Almost the entire
industry had been lost.

Also, the United States once had a large radio
industry. By 1970, four-fifths of our radios were
manufactured abroad. Of the one-fifth remaining
still made in the United States, 90 percent had for-
cign parts.

During these departures almost no eflective
complaint from American industry was heard.
Many protested, but in the existing milieu their
complaints and recommendations went unheeded.
This probably would not happen today—or at least
not go as smoothly—and there might cven be limits
set to the operation of the market forces. Other
manufacturers—some after finding that their prod-
ucts were incflective—were willing to accept
the movement as part of an inevitable comparative
advantage process, in part because they them-
selves did the importing.

We can all cite examples of products whose
manufacture has taken flight abroad, usually be-
cause of lower labor rates. Conceivably the United

WORLD MOTOR VEHICLE PRODUCTION
(thousands of M. V. s}

10,000 /'A'\

..,A""s'\.\/‘ v

1,000

100 R / .
0 45 50 5% 60 65 70
United Kingdom __, France s ltaly ...
Germany —-~  Canada — Japan ==

US o
Source Automobile Manufacturers Assn. Inc, 1971 Worid
Motor Vehicle Data

Figure 4

States could change its technologies or reorganize
the manufacturing system to become more produc-
tive, or somehow just encourage the workers and
managers to be more productive. It is also clear
that if our currency is out of line, then it will not
be e~onomically efficient to do a number of things
in the United States, not because of real compara-
tive advantage problems but simply because of
misaligned currency. But the currency is not likely
to be off by more than 20 or 30 percent. Anything
that is noncompetitive by much more than that
will, in the long run, present issues of protection or
subsidy on the cne hand, or on the other, of allow-
ing untrammeled—and sometimes undesirable—
market forces to work freely.

Many American manufacturers fear that this
kind of thing can happen for all of American in-
dustry, so that in effect the Far East could, in prin-
ciple, underprice us almost across the board. Actu-
ally, if we have a reasonably priced currency, this
is impossible no matter how efficient or incfficient
the two trading partners are. That is, one can
always set the currency ratio so that it pays each
country to buy as much as it sells from each other.
If one does set the currency ratio this way, both
sides will gain from trading. In fact, this is exactly
what is meant by the concept of comparative ad-
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vantage. No country can be at comparative advan-
tage (or disadvantage) in cverything.

An important set of issucs relates to our willing-
ness to have the shape of our economy determined
by purely market forces of this sort. No U.S. gov-
crnment would be willing to see 100 percent of any
really important or basic manufacturing enterprise
leave this country. This is particularly true of man-
ufacturing enterprises that involve a lot of encour-
agement of research and development, because
here such cautions as hedging against future
changes, sccurity, flexibility, dependability, and so
on become important.

By 1990 we may be, for example, importing
about 100 million tons of stecl a year and manu-
facturing about 50 million tons—but I cannot im-
agine dropping much below 50 million tons a year.
I could also imagine that if the technology of steel
production changed, the United States could be-
come a major exporter again. In fact, in some
ways, the worst case would involve both major ex-
portation and major importation. This last is even
more possible in the automobile industry. How-
cver, one could also easily imagine, as one extreme,
importing about 10 million cars a year and pro-
ducing about § million; and at the other, that the
manufacture of automobiles might become so auto-
mated and take so much capital investment that the
United States could achieve a commanding position
once more. Or, the in-between situation where the
United States concentrates on things like large, ex-
pensive cars, mass produced, while overseas in-
dustries concentrated on smaller, less expensive
cars or specially made cars.

To give a feel for some of the issues that arise
I will discuss briefly factors affecting the rate of
change. It should be first of all understood that in
some places—Japan might be a typical example—
the other side can decide where to put its resources
and in effect determine where its comparative ad-
vantage will exist. I cannot imagine, for example,
allowing Japanese industry, which is more or less
coordinated, to make a conscious decision to be
competitive in certain kinds of computers and not
in other kinds, thus causing the U.S. computer in-
dustry to adjust rapidly to the Japanese decision.
In some scnse, we have a right to votc on that de-
cision, particularly if the United States is being
asked to make a rapid transition. This kind of issue
is likely to come up in the near future.

In any case, the United States has some obliga-
tion to its manufacturers—they should not havc
to ammortize expensive plants overnight—and has
an vqual obligation to its workers that they should
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not. on a large scale, be askcd to pick up new skills
and become apprentices again. I repeat, therc will
be forced ammortization of American capital, and
there will be forced retraining or retirement of
American workers. The question is ** =+ scalc and
rapidity with which these processes occur, and how
far they are allowed to go before the entire industry
vanishes—or whether cutback will simply be large
and orderly.

A Trade/ Development/investment
Policy Is Essential

One thing, however, is certain. Before much can
be dore about any of these policies, an overall
trade/development/investment policy is required.
This policy must take into account the fact that, for
the advanced countries of the world, much of the
wave of the future lies in the more technologically
advanced products. If such countries try to main-
tain too large or strong a position with the some-
what simpler, conventional lines—unless of course
the fundamental issues are also changed—they will
run into serious trouble. On the other hand, it is
not likely that many of these emerging postindus-
trial economies will be willing to allow untram-
meled market forces to work out their destiny, cer-
tainly not in the short or medium run, and possibly
not even in the long run.

Most of the income of advanced economies to-
day still comes from the more traditional product
lines, but if they stay in that category too long
they will be in serious trouble. The United States,
so I believe, is more likely to pursue reasonable
policies here than Canada is. Further, the United
States and Canada are more likely to bc reasonablc
than the Europeans in the sens¢ that European
countries are likely to try to maintain the status
quo too long and too vigorously. On the othcr
hand, only the United States is likely to make
the mistake of going too far. Qurs is practically
the only country that has the ability to control
cvents to some degree, but large biases of an
ideological sort favor letting our market forces
work out the solution almost independent of gov-
ernment interference.

One of the real points of superiority of the
Japanese has been 1 extreme willingness to
move from relativel' .ow-technology industries to
higher technology industries. Despite all the cur-
rent intense complaints about the textile industry,
the Japanese are trying to gct out of the manufac-
ture of simple textiles as fast as possiblc. The gov-
ernm=nt has already bought up about one-third of
the textile looms in the country and put them out
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of business, and plans to continue. To some degree
Japan is rapidly getting out of some of the simpler
forms of the consumer-clectronics business. At
Icast one company is moving its entire business to
South Korea, Taiwan, and elsewhere. Even a coun-
try such as Singapore today has a tendency to dis-
courage simpler kinds of consumer-clectronics
plants. It tends to think of simple transistor radios
as being too primitive for Singapore, and might
better belong in Hong Kong. This could be an in-
telligent policy. Almost any city in the United
States with an unemployment problem would be
pleased if somecone opencd exactly this kind of
clectronics plant, even though in the long run it
will not compete with overscas manufacture.

It is just such a sense of having a specific, clear
public policy, designed towards the medium-or
long-term future that is very keen and strong in
Japan and Singapo-e, but largely absent in Europe
and America. In fact, in some sense we have never
really had a trade policy of this sort in the United
States. Many peoplc believe that the political sys-
tem of the United States is such that a trade policy
is not possible in the s~me way, for example, that
we have a national . curity policy.

Before World War 11 we usually did not have a
national security p2lic cither, We just drifted from
cvent to event. We have in the United States a
group called the Peterson Committee, whose ob-
jective is to try to sct up a trade policy for the
United States. This is not likely to be completely
successful because no federal official is likely to be
willing to say that any particular product should be
abandoncd to a foreign competitor. Nor can I im-
agine many Europcan government officials saying
that—although the Swedes, 1 am told, have donc
$0.

In some Europcan countrics this is being done
in agriculture. I do not believe we have a plan for
this in America. We now have four million agricul-
tural workers, which is a million or so too many,
but no President will admit that we would like to
move these surplus workers off the 1.nd. The sys-
tem eventually does do this, but no admitted gov-
ernment policy exists for facilitating it.

Much of the shift we are postulating from the
industrial to the postindustrial-type activities is
something that is likcly to be incvitable, but the
rate at which the shift occurs could still be under
national control. If a nation stretches out the shift
too long it is likcly to sharply decreasc its growth
rates; if too fast, it may also decreasc growth rates.
Whether or not it decreases growth rates, it will at
least increase human suffering.

I emphasize that foreigners should not be allow-
¢d to disrupt capriciously, or excessively rapidly,
orderly transitions in the United States or to deter-
mine, by themselves, which U.S. industrics shall
survive and which shall not.

Rise of Pacific Basin Trade

Another important trend in world trade is the
movement of trade from the Atlantic to the Pacific
i much the same way that it once moved from
the Mediterranean to the Atlantic. We are accus-
tomed to the idea that the great volume of world
trade is conducted among the nations bordering
the North Atlantic. Several developments of the
last few years suggest that the next decade will see
the development of a new trading and investment
arca, the business and economic reality of which
may in turn underlie important political and cven-
tually perhaps military possibilitics.

Consider some likely magnitudes. By 1980 each
of thc major nations of the Pacific hemisphere will
probably be conducting morc than half of their
trade and making (or recciving) morc than half
of their investments with other countries in the
Pacific hemisphere. The principal components of
this Pacific hemisphere trading and investment
community (PAHTIA) are Japan, the Sinic cul-
turc areas on the border of Asia (South Korca,
Taiwan, Hong Kong, Singapore, Thailard, South
Victnam), Indonesia, Philippines, Australia, New
Zealand, Brazil, Colombia, Venezuela, Mexico, the
United States, Canada, and perhaps Argentina and
Chile.

The principal cconomic forces operating today,
which we expect will continue to operate strongly
through the *7s that will create this PAHTIA are
thesc:

® The continued economic growth of Japan at
a much greater than world rates and the
growth of Japanese international trade at at
least the rate of world trade in general.

® The continued rapid growth of the Sinic cul-
ture arcas and their increased share of world
trade.

® The expanding need of the developed coun-
tries, particularly the United States and
Japan, to export manufacturing operations to
areas of low labor cost, such as the Sinic cul-
ture areas of Asia, and increasingly by the
end of the decade to such areas as Malaysia,
the Philippines, and Indonesia as well.

® A shifting orientation of Australia and New
Zcaland away from Europe and toward
Japan, the Pacific, and the United States.

-
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This will come 1n pait from England’s move
into the Common Market and in part from
the increased availlabihity of Jupanese capital
and Japanese markets, and other factors as
well.

¢ Increased japanese vestment and marhet-
ing interest in South America, and especially
in Brazil, the only other major country In
addition to the United States where Japan-
ese have gone in large numbers to settle as
immigrants. (There are now about 750,000
Brazilians of Japanese descent, and, on the
whole, they have tended—unlike the United
States—to back up ties with Japan.)

Inasmuch as the Americas face both across
the Atlantic and across the Pacific, it is possible
for an Atlantic hemisphere trading and investment
arca and a Pacific trading and investment area to
exist simultaneously, and for the members of both
to trade at least 50 percent with each other. The
Pacific hemisphere trading arca deserves special
attention of the two because it is the newer devel-
opment in cconomic and business life and during
the ’70s (and quite possibly the '80s) the more
dynamic. Important business cvents are often gen-
crated by changes in the underlying economic fac-
tors, so it is important to focus on that which is
most rapidly changing—particularly as those new
constellations of trade and investment may require
changing business orientations clsewhere as well.

PAHTIA can be thought of as the merger of
the area that has been dominated by the United
States with the area that Japan seeims to be in a
position potentially to dominate in a similar way.
(Japanese dominance is not likely to be like that
of the United States for several reasons; it comes a
century later; Japan has a smaller percent of the
total population of the arca; distances are larger;
and other countries in the area were developed be-
fore Japan.) The merger of these two areas means
that in the natural struggle between small countries
and large ones, small countries will have two large
countrics to play off against cach other. Both the
struggle and the playing off of one country against
the other can be, and well may be, a relatively be-
nign process,

It is better for a small country to be in an area
containing two large countries than onc. To some
extent the United States (and Japan) also benefits
from being part of an arca of two large powers.
The other large power, in effect, will rake off some
of the heat. Today, in much of the world, modern-
ization tends to be synonymous in people’s minds
with Americanization. While almost everybody in
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the world wants to be modern, this is a painful pro-
cess with many ugly and evil by-products. It Japan
catches up with the United States as the most ad-
vanced nation, and the one most present in g par-
ticular country, then it may become true that mod-
ernization is as much identified with Japanization
as it is with Americanizaton. To the cxtent that
this becomes true—and it isn't elear whether this is
a possibility for the '80s, for the '90s, or for the
next century—many of the political, psychological
overtones of international affairs can be expected
to change, partly to our detriment, but perhaps
even nore to the benefit of the United States.

Orec of the real advantages of having a double
leadership of some group over a single leadership
is not just that it dilutes the hostility toward the
single leader, but that it really changes the rela-
tionship almost completely. The smaller members
of the group can find a considerable self-assertion
and sclf-actualization and independence in the fact
that the leadership is divided, and that the whole
relationship then changes extensively. Power that
is divided is simply much smaller than power that
is unified. This can make for a much more whole-
some relationship for all concerned. a
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Key Choices of the Next Two Decades

Willis W. Harman

is: Will the private enterprise corporate

business system have proven, by 1990, to
have been inadequate to the challenges presented
to it?

New cvidence and accusations arc presented
daily that what is scemingly good business policy
frequently turns out to be poor social policy. Ra-
tional business decisions too often turn out to have
resulted in irrational squandering of natural re-
sourccs, fouling of the environment, technological
disemployment, dcbasing of persons, and—in
some dimensions at least—lowered quality of life.
National policies attuned to requirements of the
domestic economy and of intcrnational trade have
led to an interminable and morally questionable
war. Present trends and present business strategics
extrapolated to 1990 lead to projected states of
socicty that arc undesirable if not intolerable.

Many in the business community have become
convinced, by the abundance of sober forecasts
and doomsday descriptions, that some fairly fun-
damental change is required. Others are not so
convinced. But the nagging question remains, Why
should not recally good business policy also be
good social policy?

Thosc who scc an inherent and insuperable

q KEY QUESTION facing men of business

Address by Dr. WiII-is“P—l_’T"I-_lA(_z;man, Director, Educa-
tional Policy Research Center, Stanford Research
Institute, Menlo Park, California.

discrepancy between good business policy and
good social policy often assume the need for more
and bigger governmental structures. Government
is called on to provide jobs for all who can work;
doles for those who cannot: policing of the en-
vironment; regulation of the impact of new tech-
nology; salvation for failing cities; financial aid
for failing railroads and aerospace corporations;
water and air cleanup; public housing for the
poor; higher cducation for all—the list grows
interminably. Wherever private enterprise, work-
ing through the market mechanism, fails to satisfy
social needs, or where the associated profit
margins would be fow com:pared with alternative
investment opportunities—haad the problem to
the government.

Is there another way? Are there new, vital roles
the private and voluntary sectors can play? Can the
system be adjusted so that good business policy is
congruent with good social policy? These are
among the questions to be viewed against a back-
ground of alternative futures.

Alternative Paths to 1990

Few informed persons now doubt that tech-
nically advanced socicties like the United States
are undergoing a major historical transformation
to some sort of postindustrial age. This is char-
acterized by diminishing dominance of industrial
production as a social function, by increasing




prominence of service activities, and by increasing
concern with valuc questions related to quality of
life. The differences among opinions lic on how
rapid and extreme this change will be in values,
perceptions, and institutions. I forecast that the
shift is likely to be rapid, extreme, and hazardous.*

This forecast is in distinct contrast to the view
that the available alternative futures comprise
modest deviations from a “long-term multifold
trend,”* with slow changes in social institutions
and cultural values. It is not possible now to dem-
onstrate which view is the more correct. Five years
hence the situation may be clearer. Today both
views are held by groups of reasonable men.

Rapid, Drastic Changes Ahead

I propose to examine the arguments suggesting
that forces toward an abrupt and drastic modifica-
tion of the long-term multifold trend may lead to
a revolutionary social change within the next two
decades. Further, this revolutionary change may
free up the system so that satisfactory answers to
the questions raised above can be found.

I say this soberly. History gives us little reason
to take comfort in the prospect of fundamental and
rapid social change—little reason to think we can
escape without the accompanying threat of eco-
nomic decline and disruption of social processes
considerably greater than anything we have ex-
perienced or care to imagine. If indeed a funda-
mental and rapid change in basic perceptions and
values occurs. st:ch a chaotic pzriod seems inevit-
able as the powertul momentum of the industrial
erais turned in a new direction, and as the different
members and institutions of the socicty respond
with different speeds.

Present trends and present business
strategies extrapolated to 1990 lead to
projected states of society that are
undesirable if not unacceptable.

Accurate interpretation of this disorder is cru-
cial. The form—and the success—nf the nation’s
policies will depend a great deal on whether the
disruption is scen as accompaniment to a change
toward a more workable system, or is perceived as
essentially destructive. Or, alternatively, whether it
is seen as a rather bothersome episode as a result of
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which things will be ncither particularly better nor
worsc, just different.

Indicators of Revolutionary Change

Several clues indicate that the industrialized
world may be experiencing the beginning phase of
a sociocultural revolution as profound and per-
vasive in its effects on all segiments of the society
as the Industrial Revolution, the Reformation, or
the Fall of Rome. I am not speaking of The Green-
ing of America,® or of the achieving of any of the
popularly promoted Utopias. The shape of the fu-
ture will no more be patterned after the hippie
movement and the youth revolution than the indus-
trial age could have been inferred from the *“new-
age” values of the Anabaptists*

The transformation that we call the Protestant
Reformation affected all aspects of the socicty,
from the nascent science to the new capitalist com-
mercial structure. Similarly, in the present casc,
we should expect impacts on the economic system,
on science, on government, and on community and
work life. As we look back at the Reformation, the
most fundamental change appears to be in those
tacitly agreed on, largely unquestioned basic prem-
ises on which every culture is based. Only a half
dozen or so times in the history of Western civiliza-
tion did this basic paradigm* undergo revolutionary
change.* The Reformation was the most recent of
these. It was characterized by a shift from the
otherworldly, inner-directed, teleological paradigm
of the Middle Ages to this-worldly, outer-directed,
relatively nontelelogical paradigm of the industrial
age. These characteristics are summarized as
follows:

¢ Development and application of scientific
method; wedding of scientific and techno-
logical advance

¢ Industrialization through organization and
division of labor; machine replacement of
human labor

® Acquisitive materialism; work ethic; eco-
nomic-man image; belief in unlimited ma-
terial progress and in technological and
economic growth

¢ Man secking control over nature; positivistic
theory of knowledge; manipulative rational-
ity as a dominant theme

¢ Individpal responsibility for own destiny;
freedom and equality as fundamental rights;
nihilistic value perspective, individual deter-
mination of the “good”; socicty as an aggre-
gate of individuals pursuing their own
interests ~4
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Thus we are talking about an event that is his-
torically improbable because of its rarity. It is a
transformation that has not yet occurred; there-
fore, we can make only an informed guess at the
main characteristics of the substitute paradigm. If
this interpretation begins to appear more or less
correct, the consequences for cconomic and polit-
ical decision making arc profound. Hence we can
ill afford not to take the possibility scriously.

The Reformation period lasted about a century.
Earlier major transformations, such as the agri-
cultural revolution, were far more dispersed in
both space and time. How can such a profound
shift as we are contemplating take place in the
space of a decade or two? One reason is the gen-
cral speedup of change. Another, of course, is the
impact of modern communication media. Still an-
other reason may lie, as we shall see, in the accept-
ability of the paradigm that may be replacing the
beliefs and values of the industrial age.

This impending revolutionary-change view is
plausible for threc major reasons. 1—The com-
plex of social problems confronting the developed
world appears to require changes in cultural values
for their satisfactory resolution; 2—a competitor
to the industrial-state paradigm, embodying the
requisite kinds of value shifts, may be arising
spontancously; and 3—various “lead indicators”
that have preceded historic cultural-change peri-
ods have been prominent during the past decade.

New values required. It is almost a truism that
most of our severe social problems are essentially
the consequence of our technological and indus-
trial successes. For example, success in reducing
infant mortality has contributed to excessive popu-
lation growth. Technology-created affluence poses
resource-depletion problems. New materials (e.g.,
plastics, detergents, aluminum) have interfered
with natural recycling processes. Machine replace-
ment of manual and routine labor has exacerbated
unemployment and poverty problems. Develop-
ment of nuclear, biological, and chemical weapons
has led to the potential worldwide decimation.
And so on.

The nature of these problems is such that many
analysts have scriously questioned whether those
basic values and premises that have served to
build up our present technological and industrial
capabilitics arc now suitable for the humane appli-
cation or cven rational control of those Faustian
powers." As long as this remains a question, values
that appear more suitable will be able to mobilize
social power. We will return to this point later.

Emerving paradigm. Several signs visible here
and in other industrialized nations point to the
possiblc emergence of a new dominant paradigm:

¢ Surveys and polls indicate significant value
shifts among certain elite groups, such as
students and corporate executives. Increased
emphasis is placed on humanistic and sprrit-
ual values, quality of i'fe, community person-
centered society, and so forth. Emphasis on
materialistic values, status goals, and un-
qualified economic growth 7 is diminished.

¢ Numerous cultural indicators (c.g., books
read, voluntary associations, rock lyrics,
themes of plays and motion pictures, content
of magazine articles, “Ncw Age” subculture)
show greatly increased interest 1in and toler-
ance for the transcendental, religious, eso-
teric, occult, suprarational, mystical, and
spiritual.

e New scientific interest in exploring subjective
states, altered consciousness, partly as a con-
sequence of new tools relating inner experi-
ence to physical and physiological correlates,
(e.g., galvanic skin response, body electric
fields, EEG components, biofeedback sig-
nals),* is resulting in a new legitimation of
studies of religious beliefs, psychic phe-
nomena, mystical experiences, and medita-
tive states.

From these indicators, particularly the last, we
can infer something about the dircction in which
values, and the dominant vision of man-in-the-uni-
verse, arc likely to shift. Wherever the nature of
man has becn probed deeply, the paramount fact
emerging is the duality of his expericnce. He is
found to be both physical and spiritual, both sides
being real, and neither describable in terms of the
other. At various times and places the spiritual
or the material has been temporarily dominant.
A fundamental characteristic of the candidate
paradigm is the rclationship of complementarity
in which it places such troublesome opposites as
spirit/body, science/religion or determinism/frec
will, in much the same way as modern physics
reconciles the previously opposing wave and par-
ticle theories of light. Suggested characteristics of
the ecmergent paradigm are:

It is almost a truism that most of our
severe social problems are essentially
the consequence of our technological
and industrial successes.

. .

.
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e Complementarity of physical and spiritual
experience; recognition of all “explanation™
as only metaphor; use of different non-
contradicting “levels of ecxplanation” for
physical, biological, mental, and spiritual
reality.

o Teleological sense of life and evolution hav-
ing dircction/ purpose; ultimate reality per-
ceived as unitary, with transcendent order.

o Basis for value postulates discoverable in own
inner experience of a hierarchy of “levels of
consciousness''; potentiality of supracon-
scious as well as subconscious influence.

® Goals of life—aware participation in indivi-
vidual growth and the evolutionary process,
individual fulfillment through community;
integration of work, play, and growth.

e Goals of socicty—to foster development of
individuals’ transcendent and emecrgent po-
tentialities. Economic growth, technological
development, design of work roles and en-
vironments, authority structures, and social
institutions all are to be used in the service
of this primary goal.

o “New naturalism, holism, immanentism” (V.
Ferkiss); “‘re-discovery of the supernatural”
(P. L. Berger); “The counterculture is essen-
tially an exploration of the politics of con-
sciousness’”’ (T. Roszak).

Thus the challenging paradigm assumes some
sort of transcendent spiritual order, discoverable
in human experience, and against which human
value choices are assessed. Ultimately reality is
unitary.. There is a teleological sense of life and
cvolution having dircction or purposc. Other levels
of consciousness than the usual arc cxplorable,
with different appropriate levels of explanation.
Hence the scientific cxplanation of the level of
scnsory experience is in no way contradictory to
religious, philosophical, or poetic interpretations
of suprasensory experience. Rather, it is comple-
mentary to them.

The candidate paradigm extends, rather than
contradicts, thc modern scientific world view,
much as relativity theory cxtended Newtonian
mechanics. Morcover, it is in its essence not new
at all, having formed a central strcam of thought
in the humanitics, in Western political tradition,
in “transcendentalist” movements in our own his-
tory.” (However, never has anything like it been
the guiding paradigm of an entire society. Popular
religions, East and West, have been at best some
watcred-down version.) Part of the growing ac-
ceptability of the New Age world view undoubt-
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cdly has been due to this drawing on what is al-
ready well established in the culture, together with
the bridging of the “two cultures™ of science and
the humanitics.

Lead indicators of revolutionary change—From
studies of historical occurrences of revolutionary
cultural and political change come the following
list of typical occurrences in the period leading up
to that change:"

® Decreased sense of community
o Increased sense of alienation and purposc-
lessness
o Increased occurrence of violent crime
o Increased frequency of personal disorders
and mental illness
e Increased frequency and severity of social
disruptions
o Increased use of police to control behavior
o Increased public acceptance of hedonistic
behavior
o Increase 1 amount of nonmstitutionalized
religious activities
To anyone who has recad the ncwspapers over
the last decade, the list alone makes the point,
without the necessity of further comment.

A Fundamental Problem

All the above is not to say that such a revolution-
ary change and paradigm shift will incvitably
occur. Rather, the three assertions listed argue
that among the alternative “futurc histories™ to be
considered, needs to be included this possibility.
Whether or not the social forces for such a transi-
tion arc gathering sufficient strength to bring it
about remains to be scen. The probability is not
ncgligible at any rate.

Consider the first of these three propositions—
namcly, that the nature of socicty’s problems
nccessitates significant valuc change for satisfac-
tory resolution. At the risk of seeming to oversim-
plify, I will make this asscrtion much more
explicit:

Industrial societies in general, and this nation in
particular, are faced with one fundamental
problem that is so pervasive and so pernicious
that the related socictal problems (e.g., poverty,
unemployment, inflation, environmental de-
terioration, crime alienation) will defeat all
attempts at solution until that fundamental
problem is satisfactorily resolved. Such resolu-
tion hinges on value change.
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The problem to which I refer has puzzled Adam
Smith and most cconomists since his time. It is
this- individuals, corporations. government agen-
cies in the course of their activities make micro-
decisions (e.g., to buy a certain product, to employ
a man for a particular task, to enact a minimum-
wage law) that interact to constitute a set of
macrodecisions of the overall society (c.g., a five-
percent growth rate, failing citics, polluted air and
water). The problem is that perfectly reasonable
microdccisions currently are adding up to largely
unsatisfactory macrodccisions.

Some specifics will illustrate:

o The tragedy of the commons'-—Microde-
cisions regarding utilization of resources
(e.g., land, air, water, fuels, mincrals), which
are rcasonable from the viewpoints of cor-
poratc management and stockholders, de-
velopers, and local governments, but result
in macrodecisions of resource depletion, en-
vironmental degradation, urban crowding,
which are unsatisfactory to society at large.

o [nsufficient work opportunity—People need
opportunities to contribute mcaningfully to
the socicty and be affirmed in return (com-
monly with wages). Individual decisins to
create and accept jobs fail to result in a
satisfactory full-employment policy, and thus
lead to the incongruity that work opportunity
becomcs considered as a scarce commodity
that needs to be rationed.

® Unintended technological impact~—Even with
technology assessment we do not know how
to prescrve market microdecision making re-
garding technological innovation and yet
achieve satisfactory macrochoices with re-
gard to technological discmployment, quality
of the environment, infringements of human
rights, interference with natural recycling
processes, and resource depletion.

¢ Inflation—Deccisions to pass productivity in-
creases from technological innovation on to
workers in the form of incrcased wages,
rather than apply them to reducing prices to
consumers (plus demands for similar in-
creascs for service-sector workers whose pro-
ductivity is not appreciably increasing), have
contributed to persistent inflation.

o State of the economy—Decisions of hundreds
of U.S.-based corporations to transfer manu-
facturing operations to low-labor-cost coun-
tries, while ecconomically sound as individual
decisions, collectively constitute a scrious
temporary threat to U.S. economy and in-
dustrial capability.

® Alienation—Individual, corporate, and gov-
ernment decisions are widely believed to have

been guided by such principles as cconomic
growth as a sclf-justifying end, “the business
of business 1s business,” the affluent society,
the underdeveloped world as supplier of raw
materials for that affluent society, and the
“technological imperative” that any technol-
ogy that can be devcloped and applied
should be—and that this fact is lcading the
world toward an intolerable future. Further,
individuals fcel themsclves forced by pres-
sures of “the system” to act in ways that they
perceive as neither what they want to do.
nor what would be in general social good.
The result is a scrious alienation from the
society and its institutions.

This fundamental problem is not simply a mat-
ter of trade-offs—as a recent cartoon quip had it,
“There’s a price tag on cverything. You want a
high standard of living, you settle for a low quality
of lifc.” Rather, it is a flaw in the decision-making
system such that individuals arc encouraged to
choose on the basis of their own short-term, im-
prudent self-interest, instead of their long-term,
cnlightened self-interest.}?

Classical cconomic theory attempted to cxplain
how the market mechanism could operate to con-
stitute, from individual self-interest microdeci-
sions, macrodecisions that would operate for the
general good. As time went on, the invisible hand
clearly necded a little help in the form of govern-
ment rule-making and umpiring, from antitrust
laws to Keynesian manipulations of thc moncy
supply and interest rate. Yet the basic dilemma of
unsatisfactory macrodecisions worsens, as illus-
trated above.

Why is the system in such trouble now when it
worked satisfactorily before? Some of the con-
tributing factors are: )

¢ Interconnectedness, so that laisscz-faire ap-
proaches are less workable

® Reduction of geographical and entrepreneu-
rial frontier opportunities

® Approaching limits of natural recycling capa-
bilities

¢ Sharpened dichotomy between *employed”
and “uncmployed” (c.g., virtual climination

of the small farmer, partially or sporadically
employed)

® Morc adequate supplying of deficiency necds
(improved diet, material advance) plus more
education, resulting in higher expectations
and keencr perception of the gap between
actualities and potentialitics

® Transition from a basic condition of labor
scarcity to onc of job scarcity
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e Approaching limits of some resources (e.g.,

natural gas, domestic petroleum, fresh water)

e Faustian powers of technology and industrial-
1zation that have rcached the point where
they can have a major impact on the physi-
cal, technological, sociopolitical, and psycho-
logical environment

e Expanded political power of labor that, forc-
ing industrial wages to follow increasing pro-
ductivity, constitutes an inflationary force

e Weakening of the force of “American civil
religion,” partly through the eroding effect
of positivistic science, and hence a weakening
of the will to self-regulation in the interest of
tk - whole.

A Crucial Choice

If this is the diagnosis, what then is the prescrip-
tion?

A key characteristic of the future of this society
lies in the way in which the nation handles this
fundamental dilemma. By and large, two signifi-
cantly different approaches can be considered..

One of these is a continuation of the collectivist
trend that has characterized the past four decades.
If this path is taken, as the kinds of problems men-
tioned carlier grow more severe, they will be
turned over to an expanding public scctor to
handle. Individual decisions will increasingly be
regulated by government, through coercive con-
trols and manipulative incentives. That this out-
come is intrinsic is emphasized in Jokn ."albraith’s
1967 analysis of The New Industrial State, in
which he predicted that *“ . . . a system of wage
and price restraints is inevitable in the industrial
system . . . neither inflation nor unemployment
are acceptable alternatives.” '* On this path of de-
privatization it will be difficult to avoid the well-
known disadvantages of centralized control and
bureaucratic giantism. Neverthcless, many today
scem inclined to accept the inevitability of this
drift.

The other direction is toward a reversal of the
collectivist trend and a revitalized role for the
private scctor. However, it will not return to
some previous state—it will move forward to
something we have never known.

The “entreprencurial capitalism” of the 19th
century involved a view of economic man in a
freemarket socicty, a state of scarcity, and minimal
governmental intervention. Over the past few
decades, it has been replaced by “managerial
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capitalism,” picturing man as consumer in an
affluent industrial state, with government regulat-
ing growth, cmployment, and wage-price stability.
The alternative to which I am alluding might be
termed “humanistic capitalism.”

Again it is neccsary to oversimplify to make the
point easily. If the basic problem concerns un-
satisfactory macrodecisions arising from self-inter-
est-directed microdecisions, then the almost obvi-
ous thing to do is to turn the situation upside
down. That is, sclect appropriatc macrodeci-
sions—which is to say, national and planctary
goals—that arc in accord with the best available
knowledge regarding human fulfillment. Then sec
what patterns of microdecisions would be neces-
sary to achieve those goals.

But there is a catch. The means used to obtain
those necessary individual actions have to be com-
patible with the ends. This nation affirms the goal
to* . . . guard the rights of the individual . . .
enhance the dignity of the citizen, promote the
maximum development of his capabilities, stimu-
late their responsible exercise, and widen the
range and effectiveness of opportunities for indi-
vidual choice . . . to build a nation and help
build a world in which every human being shall be
frec to dedicate and develop his capacities to the
fullest.” 4 However, if we take this scriously, then
the nccessary patterns of microdecisions cannot
be obtained through coercion, as in a totalitarian

Several clues indicate that the indus-
trialized world may be experiencing the
beginning phase of a sociocultural
revolution as profound and pervasive in
its effects on all segments of society
as the Industrial Revolution, the Refor-
mation, or the Fall of Rome.

state, nor through manipulative behavior-sharing
as in B. F. Skinner’s version of a technocratic
state. The only means compatible with goals such
as those declared above is through reeducation
toward appreciation of wholesome goals and un-
derstanding of the microdecisions necessary for
reaching them.'”

In sum, the more unsatisfactory the macrodeci-
sions, the stronger the government required. Thus
we have two routes—stronger government or
changed culture.

EX 4
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Some Characteristics of *“Humanistic
Capitalism"

The basic characteristic of the political cco-
nomics I am referring to with the term humanistic
capitalism is that socicty would be what Robert
Hutchins describes as The Learning Society,'
onc that will have transformed “its valucs in such
a way that lcarning, fulfillment, becoming human,
had become its aims and all its institutions were
dirccted to this end.” Postindustrial socicty, what-
cver its other characteristics, must answer the
question of how men shall occupy the portion of
their time that is not required to provide goods
and services and keep the essential processes of
the society functioning. Learning is the major such
activity that is nonpolluting, nonstultifying, hu-
mane, and socially bencficial.,

Large privatcly owned and managed corpora-
tions, we may assumc, will continuc to be the
dominant cconomic institutions in American soci-
cty. If their modes of operation move toward
humanistic capitalism, corporate goals would
broaden to include, besides the present economic
and institutional goals, authentic social responsi-
bility and the personal fulfillment of those who
participate in the corporate activity. This would
not be as a gesture to improve corporatc image
or as a moralistically undertaken responsibility,
but as operative goals on a par with profit making
and institutional sccurity. With humanistic capital-
ism not production, but productiveness in human
lifc would he the goal.

The manpower concept of contemporary busi-
ncss management has resulted in job structuring
for cflicient production and incentive structuring to
shape the men to fit the jobs. Among the conse-
quences of this policy have been “uncmployable”
welfare recipients, overtrained aerospace cngi-
neers, under-utilized employces, and  alienated
production and office workers. The policy is basi-
cally analogous to approaching the problem of air
pollution by breeding sinog-resistant humans.
Undcr humanistic capitalism jobs would be struc-
tured to fit people. Production processes would be
designed to reinstill pride of craftsmanship. Goods
and scrvices would be tailored to fit consumers’
nceds and desires, not consumer wants shaped
by manipulative advertising to meet the neceds of
business. Employces would work for pay, of
coursc, but also because they believed in and
identified with the operative goals of their employ-
ing corporation.

Government would probably remain the or-
ganizer and regulator of large, complex systems

(c.g., for transportation, communication, health
care, energy supply, financial operations, food pro-
duction, education) composed of relatively autono-
mous sclf-organizing and sclf-monitoring subsys-
tems, coordinated mainly by shared values and
goals. Adcquate governmental regulation would
be required to ensure that future social costs and

Perfectly  reasonable  microdecisions
currently are adding up to largely un-
satisfactory macrodecisions.,

benefits arc adequately represented in private de-
cision-making procedures. However, government
would tend to reduce its role in the dircct provi-
sion of goods and scrvices (c.g.. education, health
insurance, property protection, welfare scrvices)
and instcad adjust incentives to encourage supply
of these from the private scctor.

In short, private-scctor institutions would as-
sume a significantly cxpanded range of responsi-
bilitics in the implementation of new postindustrial
values. Large institutions that retained narrow
sclf-serving goals, be they corporations or labor
unions, would find their Icgitimacy questioned.

Does this sound like idealism? I mean it to be
intenscly practical. Let me mention three reasons
why T think a humanistic capitalism is completcly
feasible, assuming that recent trends in shifting
cultural values continue:

o The public can exert tremendous power
through cngaging in political buying, stock
purchase, and job sccking, favoring those
corporations of whose operative values they
approve. Thus the balance could casily shift
to where it is the corporations that display
serious social responsibility, which have the
competitive advantage, not the reverse.
(Recent truth-in-lending and truth-in-adver-
tising pressures exemplify the principle.)
Changes in tax laws, antitrust provisions,
corporate charters, and so forth, might be
introduced to encourage broader corporate
responsibilitics.

® Requirements for cffective functioning of
large, complex systems naturally support
such values as personal honesty, openness,
(to ensure accurate information flow); re-
sponsibility (hence self-actualization); and
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cooperative trust. The values required in the
tcam that puts a man on the moon and gets
him back are a far cry from those that suf-
fice for operation of a used-car lot. Thus
as the production and scrvicc tasks of the
society bccome more complex, humane
valucs become not only moral but also
functional imperatives,

e As such institutions as industrial conglomer-
atcs, multinational corporations, and inter-
national labor unions, not dircctly account-
able to the public, become larger and more
powerful relative to represcntative govern-
ments, their operative goals have to become
more congruent with (losc of the overall
society—else the goals of thc society will
become distorted toward those of the domi-
nant institutions. Thus, political pressure
will urge corporate goals toward personal
fulfillment of participants, public good, and
social responsibility. If multinational corpo-
rations arc to be dominant social institutions
in the future, the fatc of the world will hinge
on the operative goals and values of those
corporations.

The Role of Value Change

Thus we have postulated a direction toward
resolution of the fundamental dilemma that the
resultant of the microdecisions is so typically an
unsatisfactory macrodecision. It does not depend
on Adam Smith’s “invisible hand,” or on the
manipulation of motivations and behavior by a
technocratic elite, or on the socialist solution of
the private sector abdicating to the public. Rather,
it depends on reeducation to perceive suitable
macrodecisions and appropriatec microdecisions to
lead toward them, and on a shift in cultural values
to support the process.

This last point is key. A modern banking,
checking, and credit-card system requires for its
operation that the trust level in society be above
a threshold value. The quality of good family life

If multinational corporations are to be
dominant social irstitutions in the fu-
ture, the fate of the world will hinge on
the operative goals and values of those
corporations.
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rests on shared values that would not be present
if a number of people with diverse sclf-interests
were living together. Institutional change requires
value change for its support—just as new institu-
tions may be required to implement new valucs.

Earlicr arguments about the nature of social
problems strongly indicate that the decision-mak-
ing system will brcak down without an increasc
in the amount of caring for fcllowman, for future
gencerations, for nature, and for planct carth. No
doubt it would have been nice all along if we had
more of the traditional values of integrity, humil-
ity, and caring—now it may be a necessity if the
system is to work at all.

But to have power over men’s actions, values
cannot stand in isolation or be arbitrarily chosen.
They must be rooted in some sort of “visicn of
rcality,” some guiding philosophy. A recent book
by Victor Ferkiss '* argues, from an analysis of the
present predicament of the technological-indus-
trial state, that an adequate new guiding philoso-
phy would have to incorporate three basic cle-
ments. First is what he terms a “new naturalism,”
which affirms that man is absolutely a part of a
nature, a universe, that is always in process of
becoming. The sccond element, a “ncv, holism,”
recognizes that “no part can be defined or under-
stood save in relation to the whole.” The third, a
“new immanentism,” sees that the whole is “deter-
mined not from outside but from within.” Men’s
actions and the forces they set in motion are all
part of the developing whole; “every part of the
whole has power and influence; every living par-
ticle is a source of direction and life.” If man is to
acquirc the nccessary scnse of responsibility for
the impact of his own actions on the shaping of
the whole, he “‘must so internalize these ideas and
make them so much a part of his instinctive world
view that they inform his personal, political, and
cultural life.”

But these characteristics are precisely those
found in what we described carlier as an emerg-
ing “new paradigm.” They are the characteristics
that would make the candidate paradigm socially
uscful, and give it staying power. And this is why
the historically improbable paradigm shift and cul-
tural revolution is cven plausible as a future alter-
native worthy of consideration.

Conclusion

Among the future alternatives to be considered
is one that compriscs a rapid and drastic break
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with trends of the recent past, characterized essen-
tially by a change in that basic vision of man-in-
the-univcrse in which the operative valucs of the
socicty have their origins. The main rcason it is of
interest, and that it seems plausible at all, is that
the change would be in such a direction as to
assist in the resolution of the society’s most serious
problems—oparticularly the central problem that
reasonable actions according to the rules seem to
be leading us toward such an unacceptable future.

In this view, contemporary political, military,
economic, ecological, and social crises are reflec-
tions of an underlying moral and spiritual crisis of
civilization, and their resolution depends on the
resolution of that deeper crisis. The underlying
dilemma is that somechow humanistic and tran-
scendental values have come to be a luxury super-
imposed on cconomic values, rather than being
the measure of the appropriateness of economic
values. The result is that, rather than reinforcing
the best we know, the economic institutions of the
society scem to be at odds with the society's
highcst values. Further alienation, economic de-
cline, and social disruption are likely to occur
before this situation is corrected.

The extent to which our deliberate actions can
affect the future is undoubtedly limited. Continuity
of cultural change, institutional inertia, unecx-
pected events, and subliminal social forces con-
spire to shape the course of history and to thwart
attempts to design the future. Quite apart from our
desires, the transformation postulated in these
remarks is cither upon us or it is not—it is not
our choice to make. However, we can choose
cither to understand and move with the tides of
history, whatever they may be—or to attempt to
resist them. Upon that choice may rest in great
measure the state of business in 1990—and
beyond. n
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Trends in Public Attitudes Toward
Business and the Free Enterprise System

Thomas W. Benham

only with the full support and backing and

understanding of the American public. Yet
today business has been declining sharply in favor
with the public. The mass media have turned the
spotlight on many of the defects and problem areas
in our socicty. Concern over ccology, consumer-
ism, and the social responsibilities of corporate
management has created a skeptical—if not hos-
tile—atmosphere in which industry must do its
work.

In cxamining the opinions of the public, we
should ask, who are these people who ai¢ speaking
to us through these data? They are not the same
fellows we talk to at lunch, or play golf with, or
engage in business discussions with. Eighty-four
percent of them have not traveled by air during the
last year, Eight in ten do not own stock. Three-
quarters of them have never been outside of the
country. Half of them have not been 200 miles
from home in the last year, and half of them do not
use credit cards.

Thus, if their attitudes do not scem to match the
attitudes that we run into every day, you can under-
stand why. They are a different kind of people. But
they are typical of the public generally,

Q‘MERICAN business can achicve its goals

Address by Thomas W. Benham, President, Opinion
Research Corporation, Princeton, New Jersey.,

General Attitudes toward Business

Consider some basic trends showing how these
people are feeling and thinking today about busi-
ness. First, look at their financial sense of well-
being, as portrayed by the data in Table 1. Since
1965 to the present, we see a steady climb in the
percentage who say they are worse off. These
people believe they are treading water econom-
ically. slipping back in the picture.

When we measure public sentiment in terms of
agreement or disagreement with a series of general
statements about business, we see a steady decline
in favorability. For example, “large companies are
essential for the nation’s growth.” This concept
draws little argument, as Table 2 indicates.
Between cight and nine in ten people agree. But
a slight downtrend is evident, even though agree-
ment is still at a high level.

Similarly with some other propositions: “The
profits of large companies help make things better
for everyone.” The trend line since 1965 shows
about half of the public still agree, but the trend
is sharply downward.

Taking the other side of the question, the dis-
agree side: “as they grow bigger, companies usually
become cold and impersonal.” The number who
disagree has been declining.

Look at the response to: “Too much power is
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TABLE 1—SENSE OF FINANCIAL WELL-BEING
1959 1961 1963 1965 1967 1969 1971

Worse off,

% 18 20 14 14 17 20 22
Better off

than a

yearago,% 31 29 35 38 39 34 36
Same, or no

optnion, % 51 51 51 48 44 46 42

concentrated in the hands of a few companics.”
The number who were willing to disagree with this
arc on the decline, down from 31 to 21 percent of
those responding.

“For the good of the country, many of our
largest companies ought to be broken up.” Again
the number of pcople who agree with this proposi-
tion is increasing sharply.,

Now, if we sum up the opinions on these and
other propositions in an overall measurement, we
can classify people into threc logical groups: those
who cxpress a high degree of approval of business,

those who give moderate approval, and thosc who
give little approval to business. These categorics
and relative shifts among them arc sct forth in
Table 3. The proportion who give little approval
outweighs the other two by 2 sizable margin. And
this group has becn growing in proportion to the
remainder.  Examination of the high-approval
group shows that their numbers have been cut in
half since 1965, from about onc in five to about
one in ten.,

Now, within thc population, which are the
groups who have becn changing their cpinion? The
results arc presented in Table 4. Notice that among
younger people the decline here has been sharper
than in the other age categories. Similarly, observe
the views of the professional and managerial group,
normally thought to be favorablc toward business.
They registered a quite sharp decline in approval
of business..

Coilege graduates, more sophisticated, more
knowledgcable, have been more favorable toward
business traditionally; but they have slipped badly
since 1965. So it is with the more affluent, shrink-

ing in terms of approval. In the initiator measure-

TABLE 2—RESPONSES TO SPECIFIC QUESTIONS ABOUT BUSINESS, PERCENT

1959 1961 1963

Difference
1965 1967 1969 1971 1965-1971

Agree:

Large companies are

essential for the na-

tion's growth 82 83 85
Profits of large com-

panies help make

things better for

everyone 60 59 64

88 87 85 83 —5

67 63 55 51 —16

Disagree:

As they grow bigger,

companies usually

become cold and

impersonal 27 24 28
Too much power is

concentrated in the

hands of a few

largeé companies 24 24 28
For good of the coun-

try, many of largest

companies ought to

be broken up 37 37 40

30 30 24 19 —~11

31 30 23 21 ~10

45 46 37 35 -10 |
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TABLE 3—-OVTRALL ATTITUDE TOWARD BUSINESS

1959 1961 1963 1965 1967 1969 1971

Little
approval,
% 52 65 52 47 46 56 60
Moderate

approval,

% 28 27 27 31 32 26 27
High ap-

proval, % 16 15 18 20 20 15 11
Unclassi-

fiable, % 4 3 3 2 2 3 2

ment we have scored people on three factors: their
degree of input of information; the level of interest
they show in public affairs and busincss, and their
degree of output, that is, their opportunity to pass
on and express their opinions and ideas to others.
We arrayed people on a scale from zero to onc
hundred, cutting off the top 12 percent and rating
them high as initiators. It now becomes cvident
that the decline in favor toward business has been
greatest among this group. Today they show no
higher approval than people in the lower categories
of initiative,,

TABLE 4—HIGH APPROVAL OF BUSINESS, percent
7 1966 Latest Change

—'vl:bt_alvpubl}rcm i - 20 11 —9
Men 25 12 13
Women 16 10 - 6
15-20 years 24 12 ~12
21-29 years 23 12 11
30-49 years 21 13 - 8
50 or over 16 9 -7
Whites 21 12 -9
Nonwhites 14 7 — 7
Professional, managerial 28 16 —12
White-collar 25 12 -13
Manual 18 11 -9
Grade schoolvdr less 9 7 - 2
High-school graduates 22 12 ~10
College graduates 36 17 —-19
Under $5000 14 6 — 8
$5000-$9999 21 9 ~11
$10,000 or over 30 17 —~13
Imtiators 33 N 11 ;22
Average initiative 20 11 — 8
Lowest initiative 13 10 - 3
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Thus, it is not only the encmies of business who
have been intensifying their attacks; the friends of
business also have becn weakening in their support
at the same time.

Attitudes toward Specific Industries
and Companies

Now thesc are generalizations. When we look at
attitudes toward specific industrics we unfortun-
atcly sec confirming trends. The data bclow and
following arc from a series of Opinion Rescarch
Corporation surveys, cither our bicnnial corporate-
image studics or our twice-cach-month Public
Opinion Index reports.

Data arc not available in every year for all in-
dustrics. Nevertheless we sec a uniform picture in
the measurcments we have—every industry is
down in favorability, This is brought out in Tablc
5. Thesc are the two favorable categorics in a five-
way rating scale. Opinions arc asked of those who
cxpress some degree of familiarity with cach
industry,

TABLE 5-FAVORABILITY TRENDS BY INDUSTRY
(Very or Mostly Favorable)
percent

" 71965 1967 1969 1971 Change

Telephone,

communications - - 77 64 —13
Banking - — 65 58 — 7
Electric light and

power - - 77 58 -19
Electrical equipment,

apphances 73 68 69 57 12
Food - 72 64 54 -10
Aluminum 69 60 60 47 -13
Building matenals - - -~ 47 —
Electronics - — 58 46 12
Tire and rubber 70 62 63 45 -—18
01l and gasoline 73 65 65 45 --20
Computer -~ - 47 43 - 4
Steel 64 56 47 43 -— 4
Automobile 75 67 63 43 -20
Packaging, containers — - — 43 —
Travel, tourist

services - — 49 40 - Y
Prescription drugs - - 51 37 --14
Book and magazine

publishing - - 38 36 -2
Insurance — - 57 34 23
Chemical 55 49 43 32 -11

Tobacco - - 24 22 -2
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Consider individual companies whose reputa-
tions we have measured over the same period of
time (without mentioning names). Results are
shown in Table 6.

From 1963 to 1965, of 39 companics measured,
26 stayed the same in favorability, 13 improved.
From 1965 to 1967, only one improved its rating,
27 stayed the same, 11 declined. From 1967 to
1969, five went up, ten went down. In the latest
measurement, of 39 companies, only six stayed the
same and 33 showed a declinc in the public’s
favorable rating.

TABLE 6—TRENDS |N FAVORABILITY FOR
INDIVIDUAL COMPANIES

. _Number Who
Number of Improved  Stayed  Declined
Companies in Favor- the n Favor-
Time Period Measured  ability Same ability

1963-1965 39 13 26 o
1965-1967 44 1 27 11
1967-1969 58 5 43 10
1969-1971 39 0 6 33

Another picce of rescarch suggests that it is
not business alonc that is dropping in favor with
the public. Lou Harris, in one of his newspaper
columns, showed some data that measured what we
can call confidence in institutions. In 1966, and
again in 1971, Harris asked people about the
degree of their confidence in the leaders of various
major institutions in our socicty. The results are
shown in Table 7, which shows sharp declines in
the percentages of those who give a high-confidence
rating to the lcaders of these institutions. This con-
firms more or less what we have observed in our
corporate-image study, relating to business.

Not only has business fallen in favor. Public
opinion of the scientific community, education,
religion, organized labor, and various aspects of
government has similarly diminished. Finally, at
the bottom of the list we get to the media—the
press, advertising, and tclevision—never high on
the scale but now at new low levels of confidence.

These last data must have a message for com-
municators in terms of credibility. When you talk
to the public, you arc handicapped by a large meas-
ure of skepticism, if not outright hostility among
many.,

TABLE 7-CONFIDENCE IN INSTITUTIONS, percent

1966 1971 Change

Banks, financial institutions 67 36

-31
Big companies 55 27 --28
Local retail stores 48 24 -24
Scientific community 56 32 24
Mental health, psychiatry 51 35 ~16
Medicine 72 61 -11
Education 61 37 -24
Organized religion 41 27 -14
Organized labor 22 14 - 8
Congress 42 19 -23
Executive branch of government 41 23 .18
Supreme Court 31 23 - 8
The press 29 18 -11
Advertising 21 13 -8

-3

Television 25 22

The Factor of Inflation

Let us try to identify a few of the complex causes
behind these major negative changes in the public’s
attitudes toward business. We observe three inter-
dependent factors. Inflation is one. When people
talk about the major causes of inflation, they talk
about the Vietnam War, but they also talk about
companics raising prices, wages outpacing produc-
tivity, intcrest rates going up, other nonwar gov-
crnment spending, and so on. This is set out in
Table 8,

TABLE 8—MAJOR CAUSES OF INFLATION
MOST COMMONLY MENTIONED, percent

Vietnam war spending 53

Companies raising prices 41
Wages outpacing productivity 34
Banks raising interest rates 24
Government spending at home 23
Consumers buying too much 20

Since 1946 a massive shift has occurred in the
public’s confidence in compctition as a mechanism
to keep prices fair. Table 9 shows this.

When people are asked which products or serv-
ices give the most value for the money, or the least
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TABLE 9—RESTRAINTS ON PRICES =

Can Depend Government

on Control
Competition Needed
% %
Total public T e
- Byace: - ) T
White 29 60
Black 15 73
By education: B
Some college 39 53
High-school graduates 33 59
High-schoo! incomplete 16 69
By type of household:
Managenal 40 55
Stockholder 30 61
Union 22 71
By party preference: T T
Independent 36 52
Republican 28 63

Democrat 23 69

* “No opmlon'.' omitted

value for the money, only the regulated industries
score well, Table 10. Most of the other product
categorics—autos, grocery products, appliances,
ctc.——rate quite low in terms of value. At the bot-
tom in value are cosmetics and toiletries, auto in-
surance, and prescription drugs.

Thus, in the face of this widespread gencral fecl-
ing, a businessman may well ask himself how con-
vincing a claim will be that “we’re really giving you
value for your money.” Incidentally, we belicve

TABLE 10—VALUE FOR YOUR MONEY

Most Least

Percent Percent

Electricity 62 5
Telephone service 50 7
Life insurance 23 12
Major appliances 21 7
Grocery products 16 30
Autos 13 19
Gasoline 11 15
Home furnishings 9 10
Prescription drugs 8 29
Automobile insurance 8 27
Cosmetics, toiletries 2

31
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part of the problem is a result of the fact that
businessmen are at the tail end of the pricing
process. Regardless of the cause of inflationary
prices—falling worker productivity, high wage
settlements, government spending, or whatever—it
is the businessman who ultimately jacks up the
price.

Consumerism

Consumerism has also added its bit to negative
attitudes toward business. And it is not all smoke—
there is some fire. In a recent study, when we asked
about rccent purchasing experience, we found, in”
4 nationwide probability sample, some 21 percent
said they had been cheated or deceived in their
dealings as consumers. The items most often men-
tioned were groceries, meats, automobiles, and ap-
pliances. Some of our clicnts have asked why we
have not emphasized the 79 percent who do not
report having been cheated. The fact is that 21 per-
cent adds up to many, many millions of people.
They are grist for the Nader mill or any other
group that wants to assert leadership.

How were people cheated? The most common
replics- :™e product was faulty; the packaging was
deceptr 1 was overcharged; the ads did not tell
me the truth; or, the service was “lousy.” Un-
doubtedly cnough real cxamples of unfair treat-
ment exist that a certain skepticism now applies to
almost anything that is put on the market. Will it
work? Will the scrvice be good? Is the price fair?

Personally, I think for many years the public had
a rather low level of expectation. If you had some
problem with a new car, you worked with it; you
did not get too excited. In other words, our con-
sumer tolerance for defects and poor service has
been wearing thin. And the politicians and the con-
sumerists have been helping the crosion process.

Conscquently, on a general proposition, we have
scen a sharp uptrend in those who favor federal
laws to help consumers get value for their money.
It has risen from 55 percent in 1967 to 68 percent
in 1969, and most recently 66 percent.

We asked the business editors of the one hun-
dred largest newspapers, the major news weeklics,
and the wire services this question: “Do you favor
new laws to help consumers get full value for their
money?” Of these, 54 percent said yes, 41 percent
1no, and 5 percent had no opinion. Even this group,
who understands business problems well, and who
is generally sympathetic, nonetheless believes that
some type of legislation in the consumer ficld is
needed if we are to see action,
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The Factor of Concern about the Environment

Another whole facet of the cause behind these
great attitude changes is found in the arca of at-
titudes on environmental problems. We have com-
pared people's awareness of different threats to the
cnvironment to cveryday newspaper items: name-
ly, drugs, crime, and auto accidents. Note in Table
11 that air pollution and smog arc as much in the
news these days as unsafe drugs. Public awareness
of water pollution is on a par with awareness of
violent crimes. Littering and garbage are as famil-
jar to John Q. Public as are automobile accidents.
Mercury in fish, and DDT in animals and humans,

TABLE 11—SUBJECTS HEARD A LOT ABOUT,
percent

1969 Latest Change

Arr poliution, smog 67 79 +12

Unsafe drugs 74 78
Poliution of lakes, rivers, seas 57 73 +16
Violent crimes 67 71
Earthquakes 33 63 +30
Littering and garbage — 61
Automobile accidents 65 60
Mercury residues 1n fish,

other foods 3 57 4-54
Oul spills 30 56 426
Overpopulation — 56
Fish kills 26 48 +22
Cyclamates 62 45 —-17
DDT in animals and humans 45 41
Phosphates ~ 37
Lead poisoning of children 16 36 +-20
Noise pollution - 36
Changes in weather or

climate 29 35
Coal-mine explosions 22 35 413
Accidents 1nvolving dangerous

substances 26 27
Sonic hooms due to awrcraft 25 27

Thermal pollution of

waterways ‘3 25 +12
Radioactive wastes 16 23
Underground nuclear

explosions 26 22
Mid-air colhisions of

aircraft 32 17 —15
Military accidents,

poison gas 16 —
Nuclear fatfout 17 14

Silt buildup a problem 13 -_

outrank coal-mine explosions as subjects for popu-
lar discussion. Note the trends. Air pollution and
smog, 79 percent, up 12 points. Pollution of lakes,
rivers, and scas up 16 points since 1969. Earth-
quakes up, obviously a reflection of the California
mishap. Notice the change in awareness of mer-
cury, from three percent to thirty-seven percent.
People are getting the message. Oil spills almost
double in awareness. Cyclamates, petering out
somewhat, but still well in the forefront of people's
awarcness. Notice lead poisoning of children. Press
coverage of this has increased and awareness has
grown.

Throughout these environmental problems, in-
dustry is always in evidence. It is the onc that pol-
lutes; it is the one that litters; it is the one that
creates the problems. Obviously, companies do not
throw beer cans on the side of the road; but it is
the company that makes the can, and it becomes
the target for legislation. Thus, the public’s grow-
ing sensitivity to mary aspects of environment
brings industry into focus over and over again.

Many realize that companics want to do the right
thing. When people are asked if large companies
want to correct pollution, a large majority say ycs,
as Table 12 shows. But notice youth’s response.
Many are skeptical. It is also interesting that even
among cxccutives as many as one in five question
company sincerity in wanting to do something to
reduce pollution.

TABLE™12—MOST LARGE COMPANIES WANT TO
CORRECT POLLUTION THEY MAY BE CAUSING *

General

Public Youth Executives
Agree, % 61 47 78
Disagree, %

29 45 19

* ““No opinion’" omitted

It is also intcresting here—in a period perhaps
when companies are doing more about pollution
than ever in history—that the realization that
something is going on has been diminishing, Tablc
13. The percent who say companies are doing little
about pollution has been rising. In other words,
tolerance is diminishing at a faster rate than aware-
ness of company actions to correct the problems.

Consequently, do we need new federal laws to
protect the public's health and safety? Yes, say a
large majority: 70 percent in 1967; recently, 76
percert.
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TABLE 13-BPINION AMONG BIG CITY RESIDENTS
OF HOW MYCH COMPANIES ARE DOING TO
CONTROL POLLUTION

i 1967 1968 Latest
Great deal, ° 10 9 10

Fair amount, ° 33 35 35
Very little, = 41 44 53

No opinion, ¢,

16 12 2

Should we close plants that violate the laws?
The opinion is up sharply from an already high
level: 70 percent in 1967 to 81 percent in the
latest survey.

Now. how much would you personally be willing
to pay to help correct pollution? Of the total pub'ic.
22 percent would pay something; 40 percent would
pay nothing: and 38 percent do not know. People
do not think they created the problem. They do not
think they should pay for it, Obviously, however,
the bill is paid. whether in higher prices or taxes.
Regardless of on whom taxes are imposed. it ulti-
mately will be the man in the street who will foot
the bill.

What is Ralph Nader's role in all of this? He
certainly did not invent consumerism or concern
about the environment. But he did come along at
a time in which he has helped to crystailize the
thinking aad concern of many. And business edi-
tors. as fricdly as they may be to business, never-
theless feel hat Nuder's influence. in the long run.
will be a plus: 75 percent agree: 10 percent believe
his influence is narmful. In other words. things will
happen faster., companies will do more as a result
of his influence than they would without it.

Basic Attitudes toward Our Business System

The latest public estimate is that the average
manufacturer makes 28 cents out of every doller
of sales after taxes. The actual figure is around four
cents. In the "50s. people estimated about 20 cents
on a dollar. Table 14. That has now gone up to
almost 30 cents. Thus, when a businessman is
trying to tell a value story, this misconception
stands in the minds of his listeners. They believe he
is making a fat profit. A so-called “bargain™ may
not be credible to me, if | have this notion fixed in
my head. Also. the public tends to think companies
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TABLE 14—COMPARISON OF PUBLIC ESTIMATE OF
PERCENT PROFIT TO BUSINESS AFTER TAXES
TO ACTUAL

1945 1951 1962 1965 1967 1969 1970
Median aduit

public
estimate 18 21 20 21 23 27 28
Actual 52 51 45 56 50 48 4.0

can raise wages without rwsing prices. This is
shown by Tuble 15,

If we ask people to classify themselves ideologi-
cally as liberal or conservative. they tend to savs
“Well. I'm in the middle-of-the-roud. or I'm fairly
conservative.” Only about one in five admits to
being hiberal or fairly liberal. very conservative.
11 percent: fairly conservative, 28 percent: middle-
of-the-road. 29 percent: fairly liberal. 19 percent:
very liberal. 7 percent: and no opimon. 6 percent.
Many of the ideas that people hold. howeser. can-
not be considered too conservative.

TABLE 15-COMPANIES COULD RAISE WAGES 10 cents
PER HOUR WITHOUT RAISING PRICES

1953 1955 Latest
Agree. °, 55 57 66

Disagree. ° 29 27 25
No opsnion, 16 16 9

The idea that the federal government is respon-
sible for secing that everyone who is willing and
able has a job is broadly accepted. as Table 16
makes clear.

TABLE 16—SHOULD GOVERNMENT ASSURE A JOB
FOR EVERYONE WILLING TO WORK? *

1946 1948 1953 1955 1962 Latest
Yes, ¢ 68 51 44 45 55 59
No, % 30 44 50 48 36 35

“Don't know'" omtted
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What is the most practical way for workers to
improve their standard of living: produce more, or
get more of what companies make? Table 17 gives
the results. Since 1948 “‘produce more™ has been
getting a substantially larger vote. Today the bal-
ance is shifting in the other direction.

Similarly, what is the best way to provide jobs
for our population, private business or govern-
ment projccts? In 1955 some 69 percent of the
pcople said business should provide the jobs.
Today, as many (47 percent) say it should be a
government or joint responsibility..

The impressions of high-school seniors about
business 20 yecars ago and today are shown in
Table 18. In 1951, when these teenagers evaluated
our business system, onc in twenty-fiv: felt that the
bad in the system outweighed the good. Today that
same proportion has gone up five times. Today,
onc in five thinks our system is so bad that it
needs to be completely overhauled. These are the
future adults.

The Task of Industry

Business must stem a flood tide of adverse public
opinion if it is to continue to prosper. The business

TABLE 17--THE MOST PRACTICAL WAY FOR
WORKERS TO INCREASE THEIR STANDARD

OF LIVING #
1948 1953 1955 Latest
Produce more, % 43 44 42 37
Get more of what )
companies make, % 27 23 27 34

* ““Both'™ and '*No optnion” omitted

TABLE 18--TEENAGER IMPRESSIONS OF U.S.
BUSINESS SYSTEM

1551 Today

Very good, % 8 5
Good outweighs bad, % . 45 31
Good equal to bad, % 29 40
Bad outweighs good, % 2 7
Very bad, % 2 13

No opinion, % 14 4

community must cducate in those arcas where half
truths dwell and must hold itself accountable in
those arcas where it has fallen down in its responsi-
bilitics. The public will no longer accept lip service
on pressing issues. Large numbers sce their air be-
coming poisoned, their water undrinkable, their
quality of life deteriorating. Large numbers see—
and badly exaggerate—unequal distribution of
wealth, hunger and poverty in the richest nation in
the world, and housing unfit for human habitation.
Large numbers feel cheated on what they purchase,
sce products judged unsafe, expericnce poor qual-
ity, and the like.

Business must, by its deeds and words, correct
these basic feelings of suspicion and resentment
about its contributions to American life. If busi-
nessmen fail in this, the areas of decision within
which business will be able to operate will be
shrunk smaller and smaller. Already the govern-
ment is partner in many of your business dcci-
sions. The government’s voice will grow louder
and more insistent, and that of business will be
reduced. Perhaps nothing is more urgent than
this tremendous problem of public dissatisfaction
when we lay plans te grow and expand to meet
the needs of American society in the future. n
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The U.S. Economy in 1990

The Conference Board

NY SET of projections depends heavily upon

A the assumptions on which they are based.

The projections of the gross national prod-

uct presented in this study were prepared from

the “input side” and depend therefore on assump-

tions about the utilization of labor and the rate
of productivity change.

The principal assumption underlying the projec-
tions in this study is that of full cmployment. That
is, the projections arc the most likely outcome, in
our opinion, that will rcsult if the cconomy is
operating at full capacity. The projections are not
based on an assumption that cyclical fluctuations
will not take place in the next 20 ycars; that would
be highly unrcalistic. Rather, the growth rates arc
the paths about which business fluctuations will
take place. In line with this assumption, the basc
year for most of the projections is 1969, a year of
full employment.

The uncmployment rate at “full employment™
in the coming decade is assumcd to be 4.5% ., This
rclatively high rate reflects the large proportion of
younger workers in the labor force, who arc sub-
ject to unemployment rates well above the average.
In the Eightics, this proportion will dccline.. and

A report prepared for the White House Conference
on the Industrial World Ahead by The Conference
Board, New York. New York.

our assumcd ‘‘full-cmployment uncmployment
ratc” is reduced to 4.0% by 1990 to reficct that
fact,

Our projections incorporate annual rates of
growth of labor productivity in the private sector
of 3.0% from 1969 to 1980, and of 3.4% from
1980 to 1990. The rate for the carlicr period is
lower than the average since World War 11, and
reflects the slowdown of U.S. productivity in the
last five ycars to an annual ratc of 1.8%, com-
parcd with an average annual increase of 3.4%
from 1948 to 1966. The slowdown was partly
rclated to the recent recession, but other factors
of longer term 'ration contributed, including a
decline in the growth rate of expenditures on re-
scarch and development, a reduction in efficiency
from the pricc inflation that has bedeviled the
cconomy since the mid-Sixtics, and the increasc in
the proportion of young inexperienced workers in
the labor force.

We assumce that these negative factors will be
reduced by 1980, and that the rate of productivity
growth will, therefore, be higher in the Eighties.
The composition of the labor foree is almost ccr-
tain to change in the dircction of greater produc-
tive potential; the problem of inflation is expected
to casc; and a pickup in rescarch and development
cxpenditures is . nticipated.
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Growth Potential of the U.S. Economy

The total output of the U.S. economy in dollars
of constant purchasing power has more than
doubled in the last 20 years. Goods and services
are now being produced at an annual rate of more
than $1 trillion. Under conditions of full employ-
ment of capital and labor, the gross national
product of the nation in 1971 prices is projected
to reach a total of more than $2.4 trillion by 1990.

Owing to variations in the level of activity as a
result of the business cycle, war, and inflation, the
growth rate of GNP has fluctuated widely from
year to year. The pace of economic growth has
also varied considerably over periods of similar
cyclical activity. Measured from peak to peak of
the business cycle, the growth rate was more than
twice as great from 1948 to 1953 as it was from
1957 to 1960, for example.

In preparing our projections, we assume that
the economy will expericnce cyclical variation dur-
ing the next 20 years; however, the growth paths
shown are those that represent the long-term
trend, rather than forecasts of individual years.
For the entire period from 1948 to 1969, the rate
of growth of real output averaged 3.9%. This rate
is expected to accelerate to 4.2% for the period
from 1969 to 1990 largely as a result of a more
rapid rate of growth of employment anticipated in
the next two decades than in the previous two.

The main source of growth in the next 20 years
will be the rise in GNP per worker, which is ex-
pected to go from $12,500 in 1970 to $22,500 in
1990, in 1971 prices. This was also the principal
source of the doubling of gross national product
in the preceding two decades. One of the conven-

tions in measuring the gross national product is
that the general government sector, unlike govern-
ment enterprises, has no change in productivity.
Both the historical and the projected gains in GNP
per worker, therefore, stem entirely from the pri-
vate sector.

The composition of expenditures for the gross
national product is not anticipated to show sub-
stantial changes on a long-term basis over the
next 20 years. Cyclical variation produces wide
short-term swings in composition, affecting pri-
marily investment expenditures and consumption
of durable goods. Considerable variation also re-
sults from activities of government, particularly
in periods of war.

Over the long term, we project that consump-
tion expenditures will account for about 60% of
the gross national product in 1990, approximately
the same proportion as held in the last two dec-
ades, aside from the irregular fluctuations just dis-
cussed. By 1990, therefore, consumption expendi-
tures should excced $1.5 trillion in terms of 1971
price levels, a rise of 135% in consumer purchases
of goods and services from the present. The im-
portance of government expenditures is expected
to remain stable, at about 24% of GNP, yielding
a dollar total of $570 billion in 1990.

Investment expenditures, at 15% of GNP

through the 1960’s, are expected to decline slight!y
in relative importance in the two following dec-
ades. The dollar amount is projected at $330 bil-
lion in 1990. Net exports of goods and services, a
relatively minor component of GNP, are expected
to rise in the first decade, and then to level off, in
absolute terms, after 1980.
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Inputs in the Private Sector

Nearly 90% of today's GNP is produced by
the private sector, and that percentage is projected
to rise during the next two decades, with private
sector GNP reaching a total of $2,257 billion of
goods and services by 1990. General government
purchases about one fourth of final output, but
actually produces only one tenth. In addition to
its predominant size, the private scctor is also the
source of all the productivity gains of the econ-
omy, according to the conventions of national in-
come accounting. .

Gains in labor productivity stem largely from
two sources: improvements in the skill of the labor
force "nd increases in the quantity and quality of
capital. Expenditures on education and job train-
ing arc major determinants of the skills of the
labor force, while expenditures on plant and
cquipment and on research and development are
major factors affecting the quantity and quality of
capital.

The measurable inputs in the private sector are
manhours worked and the net stock of capital. The
number of manhours worked in a period is deter-
mined by three factors: the size of the labor force,
the unemployment rate, and average weekly hours.

The projections start from a full employment
year, 1969, and the figures for the succeeding
years represent the quantities of output that would
be produced under conditions of full employment.
For 1975 and 1980, we have defined full employ-
ment as obtaining when all but 4.5% of the labor
force are employed; for 1985 the ratc is defined as
4.2%, and for 1990, 4.0%. The higher levcls in
1975, 1980, and 1985 reflect the large proportion
of younger workers in the labor force who are sub-
ject to uncmployment rates well above the aver-
age; by 1990, this proportion will fall to a level
similar to that of 1960.

Average weekly hours worked in the private
sector are expected to decline from the 1969 level
of 38.3 to 36.0 by 1990, resulting mainly from a
shorter workweek. This represents a 6% overall
decline, substantially less than than the 9% dc-
cline registered in the previous 21 ycars from
42.2 hours per weck in 1948,

The manhour input 15 projected to grow at
1.1% per year from 1969 to 1990, nearly 50%
faster than from 1948 to 1969. This acceleration
stems largely from the expected rapid growth in
the labor force, examined in detail in a later sec-
tion of this study.

Increases in the capital input, measured as the
net physical stock in the private sector, are ex-
pected to average 4.8% per year from 1969 to
1990, somewhat higher than the rate of the previ-
ous 21 years (4.3%). With private sector real out-
put projected to rise at an average annual rate of
4.4% between 1969 and 1990, up from the 4.0%
rate that occurred from 1948 to 1969, the ratio of
output to net capital is expected to continue the
downward drift that has characterized the post-
war period. There is evidence (not charted) that
the past decline in the output/capital ratio is trace-
able in large degree to the increasing importance
of those subsectors of the private economy that
have low ratios of output to capital, such as public
utilitics. These trends are projected to continue
during the next two decades.

Growth in labor productivity is expected to
average 3.0% per year in the Seventies. This level
reflects the slowdown that has taken place in the
last six years; however, a return to the 1948-1966
rate of 3.4% is projected for the Eightics, as the
impact of the negative factors discussed in the
introductory paragraphs is moderated.
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Population and the Labor Force

Both the size and the composition of the na-
tion’s labor force will change appreciably over the
next two decades, an echo of the sharp fluctuations
in the birth rate experienced since World War I1.
In the next few years, the number of persons work-
ing or looking for work will continuc to cxpand
rapidly, as the youngsters born in the baby boom
of the late Fortics and the Fifties come of employ-
ment age. In the Seventics, however, the growth
ratc will begin to fall as a consequence of the
lcveling in births that began in the late Fifties and
the decline that took place during most of the
Sixties.

Over the past five years, for e zample, the labor
force cxpanded at an average annual rate of about
2.0%, appreciably faster than in the late Fifties
and carly Sixtics. But the pace has alrcady begun
to slacken, and it is cxpected to decelerate to
about 1.0% in the sccond half of the Eightics. All
told, the U.S. labor force will increase by about
30% or by some 27 million persons over the next
two decades. Almost three fifths of this increment
will be experienced during the Seventics, two fifths
during the Eightics.

The age composition of the labor force is chang-
ing, again in responsc to the sharp fluctuations in
past fertility rates. For example, persons under 25
now make up 23% of the labor force, but the
fraction will decline to only 18% by 1990. In the
same period, the age group 25-34 will cxpand
from 21% currently to 27% of the labor force.
This relative increase also reflects the higher level
of births in the years following World War II.

Persons in the middle years of the life cycle—
from 35 to 54—now represent almost 40% of the

labor force, but this ratio will contract to about
35% during the next ten years. This demographic
development suggests that there will be a shortage
of exccutive- and management-level personnel. The
size of this age group wili, however, begin to ex-
pand rapidly in the Eightics, and by 1990 will
account for over 40% of the labor force.

The gender mix of the labor force is also chang-
ing. Over the past 20 years, an increasingly large
proportion of women have been going to work.
For instance, between 1950 and 1970, when the
number of cmployed males grew by 20%, the
number of employed females expanded by 70%.
Three fifths of the entire growth in the size of the
nation's work force in the past 20 ycars was ac-
counted for by women. The incidence of working
women will continue to increase in the coming
years, but more slowly in the future than in the
past. Today over half of all women 35-54 are em-
ployed, up from 38% twenty ycars ago.

The disposition of a growing number of women
to go to work reflects in part our changing social
values, but also a sharp cxpansion in the availabil-
ity of rclatively pleasant whitc-collar jobs. Since
the end of World War 11, there has been a signifi-
cant alteration in the occupational mix of the na-
tion's labor force. Over the past two decades, total
employment increased by a third, but white-collar
jobs grew about 70% more numerous. Bluc-collar
employment, meanwhile, incrcased by only a
fifth. The number of persons working in service
occupations rosc roughly 50% in thc same time
interval. It is anticipated that in the years ahcad
white-collar jobs will again increase at a substanti-
ally faster than average pace.
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R&D and Economic Growth

Investment in machines and structures is neces-
sary to bring technological improvements into the
production strcam. Investment is also required
for the rescarch and development that is the ulti-
mate source of most technological innovation. In
the postwar period, investment in R&D cxpanded
at relatively high rates of annual increase until the
mid-Sixtics. As a proportion of GNP, cxpendi-
tures reached a peak of about 3% in 1964, In
more recent years, however, annual increases in
R&D spending have been tapering off, and the
total “was been declining in relation to GNP.

Much of the past cxpansion is attributable to
Federal mission-oriented rescarch: crash programs
for new weapons systems, space exploration, and
atomic cnergy. About two thirds of all R&D cx-
penditures in the mid-Sixties were dirccted toward
this type of rescarch. With the fulfillment of the
more¢ pressing missions by the mid-Sixtics, the
proportion of R&D for Federal objectives fell to
slightly more than onec half, comparable to that
in the carly Fifties.

The decline in the importance of Federal mis-
sion-oriented rescarch is the cause of the decelera-
tion of R&D expenditures in constant dollars.
Congress has not provided the sums for non-
Federal objectives in the amounts nccessary to
offsct the slowdown in spending for Federal objec-
tives. This slowdown has meant that R&D cxpen-
diturcs adjusted for price changes have actually
declined since 1968. This is true not only for total
R&D cxpenditures but also for outlays for basic
rescarch. Unless corrected, possibly by greater
privately funded R&D, the latter situation could
have scrious conscequences for the growth of the

U.S. economy in the Eightics. In the twenticth
century, at least, the ultimate source of techno-
logical innovations is the expansion of thc fron-
tiers of knowledge. This expansion in turn results
primarily from scicntific or basic research, defined
as purc fundamental work, aimed at increasing the
pool of scicntific knowledge.

In the sccond half of the Sixties, the main per-
formers of basic research were the universitics and
collcges, and industry. The remainder of approxi-
mately 30% was the province of the Federal Gov-
crament itself and nonprofit organizations other
than educational institutions. In terms of sources
of funds, however, the Federal Government was
predominant, providing 64% of all funds cx-
pended on basic rescarch in the five-ycar period,
1965-69. Even this understates the role of the
Federal Government for it fails to include the sub-
stantial sums provided in the form of scholarships
and fellowships for the development and training
of new scientists. The coatinued reduction, begin-
ning in 1968, in Federal funds in constant dollars
both for the maintenance of an adequate supply
of trained scientists in the futurc and for the cx-
pansion of scientific rescarch itsclf may have seri-
ous conscquenccs. It may well, if it has not donc
so alrcady, disrupt the sustaincd advance of scien-
tific knowledge and, in duc course, the substantial
pace of technological innovations. Unless real cf-
forts arc made to restore funding to former levels.
by cither increased Federal support or its replace-
ment by industry funds, the probabilitics of achicv-
ing the rates of growth projected in this report
are significantly lowered.

-
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Consumer Income and Spending

Rising population in conjunction with rising in-
comes will add up to a sizable growth in consumer
demand over the next two decades. In that interval,
real personal consumption expenditures will, like
GNP, substantialy more than double. Since the
economy will be growing at a considerably faster
pace than the population, there will also be a steady
escalation in real per capita consumption. Cur-
rently, cach American spends, on average, about
$3,300 annually, but by 1990 this figure will be
close to $6,000, in terms of today’s dollars. This
anticipated improvement in living standards will
be faster than experienced in the prior twe Jecades,
principally because, in the coming period, a larger
proportion of the population will be of working
age.

We are, in fact, experiencing a significant re-
shuffle in the distribution of income in real terms;
cach year, many millions of families move upward
in the earning scale. In the past, this process con-
sisted mainly of a shift from adequate to comfort-
able levels of income. In the coming decades, how-
ever, a large proportion of American families will
have the means to purchase the products and serv-
ices generally associated with an abundant life.
Currently, about 12 million, or less than one
fourth, of all families have annual carnings exceed-
ing $15,000, but 20 years from now such families
will be a substantial majority. By 1990, familics
with incomes exceeding $15,000 (in 1971 dollars)
will number well over 40 million and account for

close to 60% of all families. About one out of
every four families in 1990 will have an income of
over $25,000 a year, compared with one out of
twenty today.

This upward progression will not, however, en-
tirely climinate poverty. Although poverty will be
less widespread, its persistence will represent an
cven greater social issue, precisely because of the
cconomy’s increased capacity to alleviate it, For
cxample, 412 million families today have annual
incomes less than $3,000; there will still be about
2%2 million families with incomes below 3,000
(in 1971 dollars) in 1990, This, however, is entire-
ly a stauistical projection, which does not take into
account social programs which might be initiated
in the coming years.

As a family moves up in the earning scale, each
dollar of additional income is spent differently—
relatively less goes for necessitics, morz becomes
available for other things. For example, consumer
outlays for food and for footwear increased by
about 212 % a year, on average, between 1955 and
1970, whereas consumer spending for foreign
travel and for higher education grew more than
6%, on average. In the future as in the past, some
scctors of the consumer market will grow much
more rapidly than others. The responsc of con-
sumers to rising spending power in the recent past
provides at least a rough indication of what might
be anticipated for the era ahead.
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Investment

Real gross private domestic investment is ex-
pected (0 more than double by 1990—reaching a
level of about $330 billion (in 1971 prices), com-
pared with the 1969 total of $154 billion. This
would represent an average growth of 3.7%, as
against 2.8% a year between 1948 and 1969.
Private investment is projected to constitute about
14% of GNP (in 1971 prices) in 1990, a slightly
lower proportion than the average levels of the
Fifties and Sixtics.

This broad picture of investment growth is sub-
ject to many uncertainties, For example, if the
United States chooses to pursue the goal of ma-
terial economic growth less vigorously in the future
than it has in the past, through a change in national
prioritics or in individual life style, investment will
clearly grow more slowly than projected. On the
other hand, if the nation seriously undertakes to
preserve and restore its environment, investment
will have to grow more rapidly than would other-
wise be needed to achieve a given level of GNP.
This is because a given level of final output will
require additional spending—for pollution abate-
ment, for example—that is nonproductive in thc
traditional sense.

Another uncertainty in the investment picture is
governmental policy, as reflecied, for example, in
tax and depreciation laws. Investment spending in
the Sixties thrived in part because of a cut in the
corporate income tax rate and the institution of a
7% investment tax credit.

The overall growth in investment, discussed
above, masks some important changes taking place
among the different types of investment spending.
For example, real nonresidential fised investment
grew ata 3.6% average annual rate between 1948

and 1969, while real residential fixed investment
grew only 1.2% annually. Thus, while nonresiden-
tial fixed investment (mainly outlays for plant and
cquipment) accounted for 61% of total invest-
ment in 1948 (in 1971 prices) and residential
structures for 32% of the total, by 1969 the re-
spective figures were 72% and 23% . This trend
is expected to continue—although moderated—
through 1990, with nonresidential fixed investment
reaching three fourths of total investment and
residential housing dropping to slightly under one
fifth.

The mix of nonresidential fixed investment is
changing also. Since the late Fifties, the proportion
accounted for by equipment has been steadily in-
creasing, and that accounted for by structures, de-
creasing. This trend probably reflects in part the
much more rapid rise in construction costs than of
cquipment prices—two to three times as fast—
during the interval, and the consequeat tendency
of businessmen to utilize existing structures more
intensively where possible, rather than expand old
structures or build new ones. In addition, equip-
ment technology has been advancing more rapidly
inducing greater investment in equipment to take
advantage of increased capabilities. Rapidly in-
creasing labor costs, also, may have spurred cx-
penditures in labor-saving equipment.

Spending for plant and equipment has not grown
at the same rate in the different geographical areas:
nor is it likely to during the projection period.
Rather, its increase in each region will reflect the
ratc of overall economic growth in that region.
Hence, since U.S. population and industry have, on
balance, shifted to the South and West, investment
in plant and equipment has increased faster in
those arcas than in others.
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Housing

Until the housing boom that began in mid-1970,
progress in satisfying housing needs had, for about
two decades; generally been intermittent and un-
satisfactory. Unlike most other markets, housing
has operated within a tangled skein of restrictions.
bottlenecks, and inefliciencies. Qur projections are
made under the assumption that some progress will
be made toward resolution of those problems, as
follows: (1) Mortgage market vulnerability to
swings in monetary policy will be reduced; (2)
building codes will begin to be modified to permit
new materials and methods; (3) new materials and
methods will permit increasing substitution of cap-
ital for labor; (4) all of the foregoing will lead to
growth in the size of construction firms, and to
decline in the power of building trades unions; (5)
property tax structures will increasingly be shifted
away from the use of the building as a tax base
toward a land-based tax, providing incentives for
investment in recal property.

In long-period projections such as these. esti-
mates of demand for housing must be based pri-
marily upon real factors. Monetary conditions, as
they affect mortgage flows, play a minor role. Basic
demand for housing arises from net increases in
the number of houscholds, demolition of existing
units, changes in vacancy rates, and demand for
second homes.

The total units data in these projections can be
viewed with somewhat more confidence than the
components—conventional housing  starts, and
mobile homes. It should be noted that the defini-
tion of conventional units includes prefabrications,
such as modular units, as well as traditionally built
structures. Our analysis suggests that growth will

occur mainly in conventional struetures; it thus
means that the phenomenal rate of growth of
mobile homes experieneed recently will decrease.
Two main factors account for this expectation.
First, we assume that preferences are for traditional
dwellings—that an average home buyer confronted
with a choice of mobile versus conventional dwell-
ings is more likely to choose the latter. The second
faetor is the tendency toward urbanization, which
is expected to continue. This implies that space will
command an increasing premium. Morcover, some
indications of a preference for apartments have
been observed among younger houscholds. Con-
sequently, mobile homes, which do not utilize
space as cfliciently as multi-unit structures, are less
likely to find markets in rapidly growing metro-
politan areas. In addition, the zoning laws in many
suburban regions exclude mobile homes.

On the other hand, modular units and similar
prefabricated structures are well suited to multi-
unit construction. Thus. manufacturers presently
producing mobile homes may find an increasing
demand for related outputs—modules; and other
Kinds of prefabrication.

These tendencies imply a continuation of the
decline in single family dwellings as a percentage of
total residential structures. Of course, the projec-
tions are the result of one particular scenario.
Several others are possible. As a brief example, if
an intensive program were undertaken to develop
high-speed mass transportation, many areas pres-
ently out of easy reach of job centers would be-
come suitable for residential development. Con-
sequently, the pressure on space would decrease,
and one might well find single-family dwelling
units predominating,
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Government Employment

Between 1970 and 1990, total Federal, state,
and local government cmployment—including cm-
ployment in government cnterprises—is cxpected
o grow at an avcrage annual ratc substantially
below that of 1950-1970, i.c.,, at 1.6% versus
3.3% . However, the growth in government cm-
ployment will exceed the rate of increase in the
private scctor; thus the portion of the total labor
force accounted for by government workers will
still risc, although only from 17% in 1970 to 18%
in 1990,

During 1950-1970, all components of govern-
ment employment grew more rapidly than the total
labor force. The number of employees in public
cducation increased most rapidly (5.2% ), and
Federal civilian employment, the slowest (1.7% ).,
During 1970-1990, in contrast, statc and local cm-
ployment other than education is the only com-
poncent of the public sector expected to grow sub-
stantially faster than the total labor force (3.1%
vs. 1.4% ). The average annual rate of growth of
state and local ecmployment in cducation will be
only slightly above that of the total labor force
(1.6% vs. 1.4%); Federal civilian cmployment
will grow much slower (0.7% ), and Federal mili-
tary employment is projected to remain virtually
constant, The size of the armed forces is expected
to decline from the 1968 pecak of 3.5 million men
and women to a low of 2.7 million in 1973. Assum-
ing there will be a volunteer force with higher pay
scales, the military will have to economize on man-
powcer. Conscquently, rapid growth after 1973 is
unlikcly in the absence of international criscs.
Pecacctime incrcasc in the armed forces will, in
fact, be very slow.,

Since 1950, there has been a little-noticed trend
toward administrative decentralization of govern-

-

ment in the United States. Congress now legislates
and raiscs funds for many purposes (such as edu-
cation and combating pollution) which reccived
littlc or no Federal support twenty years ago. Yet,
Federal civilian employment fell from 26.7% of
all public sector employment in 1950 to 19.6% in
1970. Increasingly, state and local governments ad-
minister cxpenditures, under congressional guide-
lines, from funds raised by Federal taxes. State and
local governments, though less cfficient as tax col-
lectors, are considered more responsive to the
neceds of individual citizens—the consumers of
governmental services—than is the Federal system.

Prescnt proposals for increased revenue sharing
continuc this movement towards dccentralizing
administrative decisions. Morcover, the trend is
unlikely to be reversed, for it is inherent in the
large population of the United States—208 million
today and projected to be 260 million in 1990. In
scrvicing such a large constitucncy, Federal offi-
cials cannot be as flexible as state and local officials
who administer programs for much smaller num-
bers and. thus, are able to tailor cach legislative
program to the particular needs of localitics. But at
the same time that administration is being de-
centralized, it is expected that legislation will con-
tinue to be more centralized in Congress. Thesc
two trends arc likely to produce a morc appro-
priate mix of diversity and uniformity in American
government,,

Because of this continuing trend toward de-
centralization of expenditures, state and local em-
ployment other than in public cducation will ac-
count for 40% of total government employment in
1990, compared with 30% in 1970. The share of
Federal civilian employment will decline to 16%
in 1990 from 20% in 1970.
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Public Education

Public cducation accounts for 87¢ .t total
school cnrollment in the United States—88% in
clementary, 92% in secondary, and 77% in
higher education. Employment in public educa-
tion—including classroom teachers, other teaching
personnel, and supporting personncl—rose at an
average annual rate of 5.2% between 1950 and
1970. During the next 20 years, the average growth
rate will be down to 1.6% per annum.

The two principal sources of growth in the past
were a rapid expansion of the school-age popula-
tion and increase in school enrollment rates among
the age groups that account for most second-
ary and higher cducation. A less important but still
significant source of growth was the decline in the
ratio of students to teachers in clementary and in
secondary cducation, although it was small in the
former. In higher education, the student/teacher
ratio has fluctuated around an average of fifteen
students per classroom teacher since 1950.

During the next twenty years, the school-age
population will decline, reflecting the fall in births
during the Sixties. The elementary school-age pop-
alation (5-13) peaked in 1970. and will decrease
about 5% over a 5-year period until it hits 35.3
million in 1975. Thereafter, it will rise at an aver-
age annual rate of 1.4%, thrcugh 1990. The sec-
ondary school-age popujation will continue to in-
crease until it reaches a peak of 16.9 million in
1975. It will then decline—by about 7% between
1975 and 1985—and return to just below its 1975
peak in 1990. The higher education age group will
continuc to grow—although at a decelerating
ratc—through 1980, to a high of 29.6 million; it
will subsequently decrease so that by 1990 it will
be 6% below its 1980 peak.

Increases in school enrollment in the next twenty
years will be limited by the fact that many enroll-

ment rates—the proportions of children attending
school in the various age groups—are close to their
upper limit. Virtually all children of clementary
school age go to school; and in secondary educa-
tion, the margin for improvement in enrollment
has narrowed sharply in the last two decades. In
higher education, there is considerable margin for
increase, but the rate of growth in enrollment from
1950 to 1965 was so high that it is unlikely to be
matched.

With fewer children per family as a consequence
of the drop in births, parents will be able to afford
a better education for cach child. Increasing family
income will also help. This will mean higher
qualified teachers and fewer students per teacher,
unless new teaching methods, more cfficient educa-
tional plant and equipment, and the usc of the mass
communications—tclevision in particular—allow
for increased educational output with the same la-
bor input as before. In elementary education,
which accounts for about 50% of teacher employ-
ment, such productivity increascs arc unlikely to
reduce the number of classroom teachers.

In secondary and higher education, large gains
i labor productivity could enable one teacher to
handle more-students than before without any de-
cline in educational output. In higher education.
however, projected increases in cnrollment will
very likely lead to greater teacher employment de-
spite innovations. On balance, it seems likely that
teacher employment will continue to rise more rap-
idly than total employment but at a much reduced
pace. As a result, education will probably claim
more of GNP rather than 'ess in the next twenty
ycars, even though it may not duplicate its sharp
rise of the last twenty years from 2.5% of GNP in
1950 to 5.2% in 1970.




School Age Population Enrollment
s * 40 e
46 L , - 20 _ gt By e R
. 513 ' ﬁ Elementary
30 20 |
5 18 24 Secondary
20 10
2 2 g o W
s LAl T P s — >
3 1417 3 ¢ 7°
l, 4 l
10 3 ﬁlgher
9
g /
7 2
6 /
3 5 1 1 | i 1 | ] 1
1950 1955 1960 1965 1970 1375 1980 1985 199C 1950 1955 1960 1965 1970 1975 1980 1985 1990
Student/Teacher Ratios Classroom Teachers
15 3 o
Clementary . Ll
]0 A% ey ~y it
8
6 ’- - .-
a pm——r’
- Secondary e’
=
3
- Higter
2
1 - - - -
1950 195% 1960 1965 1970 1975 s4sD 1025 1990
Education as Percent of GNP
1929-1970
Q Sources Depariment of Commerce: Department of Heaith, Education and Welfare, The Conference Board

ERIC

Aruntoxt provided by Eic:




L

ERIC

Aruitoxt provided by Eic:

64 A LOOK AT BUSINESS IN 1990

International Sector

Net exports of goods and services—the excess of
cxports produced in the United States over imports
purchased by the various market groups distin-
guished in the national accounts—traditionally
have contributed a considerably smaller share to
overall gross national product than in most other
countries. While both exports and imports of goods
and services will continue to grow more or less
steadily between now and 1990, their growth rates
are projected to be only slightly above the growth
rate of gross national product as a whole. In other
words, even by 1990, both exports and imports
will not account for a much larger share of total
GNP than they do now and the contribution of the
net exports to aggregate output will still be well
below 19 .

However, within the total low of goods and serv-
ices from and to the United States (the so-called
current account in the balance of the payments),
some significant shifts will have occurred. Mer-
chandise exports—which in 1970 accounted for
two thirds of exports of goods and services—are
projected to fall to little over one half by 1990. A
similar drop, from two thirds to about three fifths
of total imports, is projected for merchandise im-
ports. This increasing share of nonmerchandise
transactions reflects, on the export or receipts side,
a continuing growth of income (ir. the form of
dividends, fees, and royalties) from U.S. direct in-
vestments overseas as well as risin ; foreign travel
to the United States. On the import or expenditures
side, it similarly stems from cowtinuing growth of
U.S. tourist outlays abroad and, to a much smaller
degree, from some increases in the rate of earnings

on foreign direct investments n this country.

As a result of these diverse and only partially
offsctting developments, the traditional U.S. mer-
chandise trade surplus—already in jeopardy in
1971—is projected to disappear permanently by
the mid-1980's. An eventual excess of merchan-
disc imports over merchandise exports looms in-
creasingly likely since, according to some recent
studies. identical percentuge rises in the gross na-
tional products of the United States and of other
countries do not lead to equal relative increases in
U.S. imports from those countries and in their im-
ports from the United States. Rather, a similar
percentage increase in GNP in both the United
States and the rest of the world would tend to raise
U.S. imports proportionately more than it would
boost total world imports from the United States.
The disparity is even greater between the United
States and the major foreign industrial countries.
It has been estimated that, if the U.S. trade bal-
ance with these countrics as a group were not to
deteriorate further, the rate of growth in their com-
bined GNP would have to exceed the U.S. growth
rate by almost 30%.

The merchandise trade deficits projected for
1985 and 1990, however, will be more than offsct
by surpluses on nonmerchandise transactions.
These reflect largely the anticipated sharp growth
in the return on U.S. overseas investments as the
United States increasingly comes to assume the
characteristics of a “mature creditor” country—a
country whose gap between exports and imports is
financed by income from investments abroad built
up through past excesses of exports over imports.
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The Changing Spectrum of Production

In the next two decades, the mix of national out-
put by industry and by type of product is expected
to continuc to shift slowly. from goods and struc-
tures, toward scrvices associated with goods pro-
duction and distribution, and toward services for
final sale to consumers.

The rate of growth of an industry today tends to
be positively related to its statc of technology and
to the extent to which the industry is involved in
service activitics. Advanccs in technology usually
result in the development of new products (includ-
ing services) and processes, which permit greater
rcal output to be produced from the same volume
of purchased material inputs. For cxample, output
originating in communications and in clectric, gas,
and sanitary scrvices—wherc improved technology
has led to production efficicncies internally as well
as in the industries they service—has been growing
much faster than GNP as a whole and is projected
to continue io do so.

While the trend is not strong and clear, demand
for services (private and governmental) in the
post-war period has been increasing faster than
that for goods and structures, and The Conference
Board expects this to continue during the projec-
tion period. On a typc-of-product basis, services
represented 38.0% of recal GNP in 1970, com-
pared with 34.4% in 1947; the ratio is projected
to risc to 42.8% by 1990. On an industry basis,
real product originating in trade, finance, insur-
ancc, real estate, private services, and general gov-
crnment—gencerally considered to make up the
service sector—has been increasing at virtually the
samc rate as the rest of the economy; for the next
two decades, output of service industrics is expect-

ed to grow slightly less rapidly than the output of
other industries. However, the output of many serv-
ice industries is extremely difficult to measure;
and it is widely bclieved that in some cases the
present level of output and the rate of growth of
output have been significantly underesiumated in
the official accounts.

Inasmuch as the ratc of improvement in produc-
tivity varies by industry and will continue to do so,
changes in employment by industry in the ncxt two
decades will not correspond to output changes by
industry. Between 1947 and 1965, the average an-
nual increase in output per man in private industry
ranged from less than 2% in finance, insurancc,
and services to nearly 6% in communications and
public utilities, according to estimates by the Na-
tional Bureau of Economic Rescarch. Since the
service industries arc mostly near the lower end
of the range, emnployment is increasing much faster
in the servicc scctor than in other sectors.

Because advances in productivity are respon-
sible for a large part of economic progress (in
terms of GNP per capita), and because growth in
productivity has bcen shown to be slower in the
service industrics than in those producing goods,
some have fearcd that continued increase in the
share of employment accounted for by services will
lead to a long-term slowdown in the rate of cco-
nomic progress. Service employment has, however,
been increasing relative to total employment for
many decades, and despitc this, the ratc of produc-
tivity increase for the economy as a whole has actu-
ally risen in the long run. This is because productiv-
ity growth in nonservicc industries has accelerated.
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Inflation and the Money Supply

Gross national product (GNP) in current dol-
lars and the money supply are projected here on
the assumption that the economy is moving along
a full-cmployment path (as defined carlicr in the
study) which generates real GNP—in 1971 dol-
lars—of $1.6 trillion in 1980 and $2.4 trillion in
1990.

Separate projections are provided on the basis
of three different rates of inflation: a “moderate”
rate of 3.0%, somewhat above the 2.6% average
of the preceding two decades; a “high” rate of
4.5%, roughly in line with the most recent ex-
perience; and a “medium™ rate of 3.75%, which
is roughly consistent with the latest estimates of
the long run “Phillips Curve” for the U.S. econ-
omy. The lower average of 2.6% of the last 20
years included an extended period of relative
price stability with high unemployment rates. Dur-
ing 1958-64, the annual rate of inflation of the
implicit GNP deflator averaged 1.5%, while un-
employment rates ranged roughly between 5%
and 7% and fell below 5% only during threc
isolated months. Moreover, recent research has in-
dicated structural changes in the composition of
the labor force which imply that the rate of in-
flation associated with any given unemployment
rate is higher now than it was during the 1950’s
and early 1960’s.

For 1980, current-dollar GNP is projected at
$2.1 trillion under conditions of “moderate™ in-
flation, $2.3 trillion with 3.75% inflation, and
$2.4 trillion under the most inflationary assump-
tion. This spread increases sharply by 1990 to
$4.3 trillion, $4.9 trillion, and $5.6 trillion.
respectively.

Three levels of moncey supply are projected, con-
sistent with the moderate, medium, and high rates
of inflation. For 1980, they are $362 billion, $387
billion, and $417 billion, respectively; for 1990,
they are $613 billion, $706 billion, and $813 bil-
lion. The lowest money supply, associated with 3%
inflation, reflects an average annual growth rate of
5%2% over two decades; the higher money supply
reflects a 6% growth rate; and the highest figures
reflect a rate of monctary expansion of 7%. In
cach case, the average annual rate of increase of
the money supply projected for the first decade is
slightly higher than that for the second (because
rcal economic growth is expected to be slightly
faster during the first decade). All projected rates
of monectary increase are well above the average
annual rate of about 3% during the past two
decades, reflecting faster real growth, as well as
more inflation, during the next twenty years.

All projections of the money supyly imply that
the income velocity (GNP divided by the money
supply) will continue to rise roughly in line with
its postwar trend. In 1980, the implicd income
velocity of money would be roughly $.8—com-
pared with roughly 4.6 in 1970; by 1990, it would
have risen to 6.9. Underlying this rise in velocity
would be a combination of past trends toward
improved techniques of cash management and the
movement toward a “checkless society.”

As in the postwar period, the future risc in ve-
locity will be gradual. A slower growth in velocity
than projected here would require higher rates of
growth of the money supply for any given full-
cmployment GNP,
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Calls on Our Resources

Pas. and future growth in population and in out-  is assumed that technological gains in the usc of
t? put place increasing demand on the non-human  fossil fuels will offsct the effects of any restrictive
resources available, For example, the manner in rcgulations aimed at controlling cnvironmental
which water, land, and forests arc being used is pollution.
attracting considerable attention. But it is antici-
pated that, for the span covered by these projec-
tions, market forces and appropriate public actions
will ensure a suflicient supply of resources.

Whilc there are limits to particular natural re-
sources in particular places, resources in general
do not necessarily grow increasingly scarce in cco-
nomic terms. The cost of producing needed ma-
terials is the key question. Thus far in the nation’s
history, advances in technology—that have facili-
tated new discoveries and improved methods of
recovery and use—and the importation of prod-
ucts have enabled the total supply to meet domes-
tic demand with little or no rise in resource prices ) )
relative to prices in general. The mix of materials Recreation and conservation are also expected
has changed, because the relative costs of indi-  to increase demand for land greatly, as population,
vidual resources vary with changes in the relative  Ieisure time, and recognition of ecological prin-
difficulty of their recovery and use. Many experts  Ciples grow. Resources for the Future projects that
expect these market-induced changes to continue  acreage devoted to nonurban parks, reservoirs,
to be cffective in providing extractable resources ~ Wildlife refuges, etc., will nearly double betwcen
with a negligible change in overall relative cost. 1960 and 1990. Large portions of grazing land and
In cases such as land and water, efficiencics will commgrcial forest may have to be also used for
probubly be effected through dual or multiple use, ~ recreation.

and through renewal after alteration. Metals present the greatest problem of future
Total cnergy consumption probably will grow  adequacy even though nonmetals—plastics, for

Continued increasc in water usc by industry, par-
ticularly for cooling in electricity generation, and
growing recreation and conservation demands are
cxpected to account for most of the rise in U.S.
requircments over the next 20 years. Less than 5%
of withdrawals by industry arc consumed (dis-
appear from runoff), but much of the discharge
needs treatment to prevent spoilage of the receiv-
ing body of water for downstrcam uses. Recrea-
tional and conscrvational uses cntail very large
volumes and require relatively clean flows; but
virtually no withdrawals or disappearance (other
than natural) are involved.

— g

less rapidly than GNP, as it has done historically. example—continue to win away markets. Domes-
A U.S. Bureau of Mines “medium-range” projec- tic ore deposits of the major metals arc much
tion shows a 95% rise in cnergy consumption be-  smaller in relation to current and anticipated |
tween 1968 and 1990 resulting from a 145% in- domestic demand than is the case for fuels. From

crease in real GNP. This projection rests on the  one third to three fourths of apparent domestic |
assumption that the present conventional cnergy consumption of iron, aluminum, copper, lead, and |
system will continue with “normal” improvements  zinc ores is now supplicd by imports; it is likely

in_efficicncy and with interfuel competition and  that the United States will become even more de-

substitution within evolving energy markets; and it pendent on foreign resources.
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Social Indicators

The changing quality of American life has be-
come a major theme in the national debate. As a
people, we are disposed to take accomplishment
for granted but are resiless with our imperfections.
With cach new achievement, we define more am-
bitious goals. This-—the rising tide of aspira-
tions—is the wellspring of our growth.

By many standards, certainly, the quality of
our daily life has improved since the end of World
War II. For one thing, medical breakthroughs and
an increased ability and willingness to spend for
medical care has made us a healthicr and longer
living people. Back in the Thirtics, spending for
health came to about 3.5% of our gross national
product; currently, the figure is over 7%, and,
conscrvatively estimated, it will be 10% by 1990.
Our improving health standards are dramatically
documented by longevity statistics. Amecricans
born in 1920 had a life expectation of less than
55 years; children born today can expect to live
to the year 2040,

Longevity increased sharply immediately fol-
lowing the war, principally because of new drugs
which appreciably reduced deaths from infectious
discases. With a growing prevalence of oldcr per-
sons, however, there has been a rise in the inci-
dence of cancer, cardiovascular disorders, and
other discascs gencrally associated with aging.

A tclling indicator of a pcople's material well-
being is the proportion of resources required for
cssentials. By this measure, the quality of Ameri-
can lifc has improved imposingly in the past two
and a half decades. In 1947 an estimated 27%
of cogsumer outlay went for “ood; in 1971 the
figurc was 18%. It is cxpected that the ratio will

probably not be higher than 14% by 1990. While
the proportion of family income that goes for
food has declined, real per capita consumption
of food has incrcased by 10% over the past two
decades.

As the relative claim of necessitics on the
family's budget declines, the resources available
for other things increases. In the postwar period,
we have experienced boom demand for a wide
range of goods and scrvices that are generally
associated with the affluent life. For example, the
number of Amcricans with the inclination and
the means to travel abroad has increased more
than cightfold in the past two decades. Real con-
sumer spending for recreational goods has more
than quadrupled in the same period.

A further measure of progress is the rising level
of cducational attainment. Each upcoming gener-
ation remains in school longer. For example. in
1950 about 18% of men 30 to 34 years old had
some college expericnce; by 1970 thie ratio had
increased to 33%; and by 1990 it is expected to
cxceed 38%. At presert about 23% of women
aged 30-34 have been ta college; by 1990, the
proportion will exceed 37%. Not only are we
becoming better schooled, but the cducation-gen-
der gap is narrowing.

Unmistakably there has been appreciable prog-
ress in the quality of American life, but no less
unmistakable is the fact that there are important
arcas of deterioration. The crisis of the city, crime
and drugs, the wide and persisting incquity in liv-
ing standards, and_the distressing pace at which
we are polluting our cnvironment have created a
sense of urgency. The problems ahcad are perhaps
more awesome than those of the past. |
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An Overview on the Social
Responsibility of Business

Roy Amara

APID social change has incrcasingly be-

come a way of life. Such change produces a

varicty of new social forces impacting on all
our social institutions. As a result, new re-
sponses and new social mechanisms are required
to adapt successfully to the future environment
that is thereby created.

In the present context, “social responsibilitics
of business” are defined as expectations arising
from the transactions between a corporation and
the following principal socictal claimants: share-
holders and bond holders, employces, consumers,
government, public, suppliers, and competitors.

The Changing Environment

I shall consider how the increasing velocity of
social change might affect the size, form, structure,
and internal and external relationships of the cor-
poration. To answer such questions, the charac-
teristics of thc most relevant socictal changes can
be aggregated into four environmental trends.'- = ¢

¢ Economic toward Social

¢ Industrial toward Postindustrial

¢ Technological toward Posttechnological
¢ National toward International

An issues paper prepared by Roy Amara, President.
Institute for the Future, Menlo Park, California.

In some instances these trends are mutually re-
inforcing, in others they arc conflicting. Technol-
ogy has created an environment in which it is
both necessary and possible for socicty to shift its
concerns from predominantly cconomic oncs to-
ward social oncs. However, the amount and kind of
technological development  fequired to  satisfy
social concerns may be at variance with that re-
quired to iacet growing international challenges.
As a whole, these four key trends may be scen as
representing a transition from once type of society
to another.

Economic toward Social—No simple phrasce
can capture adequately the changes in valucs and
cxpectations that are taking place in socicty. They
arc characterized by such descriptions as youth
culture, new “consciousncss,” cquality of oppor-
tunity, and quality of lifc. The manifestations are
also many: decrcasiag emphasis on materialistic,
achievement-oriented pursuits; shifts from growth-
motivated to person-centered orientations; concern
with quality of physical cnvironment; abandon-
ment of the puritan cthic of hard work as an
end in itself for stress on human self-fulfillment and
the concept of Icisure as a right; diversity of
valuc systems; and so forth.

These changes are made possible in large part
by present and expected future cconomic afftuence
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(about 40 percent per decace growth in per
capita real income).! They are not restricted to
the young nor is their cffect likely to dissipate.,
Rather, they arc expected to intensify because
they represent, in many cases, basic shifts in value
systems that underlic much of the attitudinal and
belief structure of large segments of socicty, As a
result, their societal effects can be expected to be
fairly pervasive and fundamental. In particular,
such shifts arc at the root of the growing list
of social and public concerns in contrast to prior
cmphasis on economic and private oncs,”
Industrial toward Postindustrial—The econom-
ic history of the United States can be character-
ized by three distinct periods of cconomic activ-
ity. The agrarian period was featured by the
dominance of agriculture as an cconomic pur-
suit with a correspondingly low per-capita in-
come. The industrial age, beginning with the
Civil War, and fucled by the development of the
west, was characterized by the preponderance of
workers employed in manufacturing and a mod-
crate standard of Iwmg The postindustrial age.
which is now cmerging, portends a much higher

Business will have 1o learn v hecome
an even hetter listener to the variety of
voices, a | »tier integrator of conflicting
demands bearing on it, and a better re-
sponder 10 the range of public it will
necd to serve.

standard of living, a decline in the importance of
manuficiaring, and the rise of service-oriented
and knowledge-oricnted  activitics. Among its
more important fcatures arc: the expanding role
and importance of cducation as a gencrator of
wealth; greater individualization in  access to
and dissemination of information (now donc
through the mass media); the dominant role of
computer and communication technologics in
busincss and industry as well as in socictal in-
teractions; and the incrcased capability for citizen
participation and fcedback in political processes.
The growth of postindustrial applications of
technology and the growth of channcls of commu-
nication imply basic redistribution of influcnce and
power—-where more real power will now be exer-
cised by better-informed citizen groups, consumer

The growing understanding that it 1s
not technology per se that is at fault,
bui rather the way in which it has been
applied or not applied will have wide-
spread consequences.,

groups, students, and the like. Ultimatcly, this will
create basic changes in institutional forms. The full
cflects of such changes—particularly in politics,
government, and cducation—are only now begin-
ning to be felt through increased publlc awarencss,
growth of publlc parlncnpdlmn in dcfining social
issucs, and in an increasing public insistence on re-
appraisal of national prioritics. Virtually no sector
of socicty will be left untouched by the effects. The
end result may be a well-cducated, leisurc-oriented,
informed socicty of highly intcracting and partici-
pating citizenry.

Technological toward Posttechnological—It is
being increasingly recognized that technology
should be developed and applicd with somewhat
grhore deliberation than in the past, for the cffects
can be detrimental as well as bencficial. It has con-
tributed to problems of population growth, threat
of nuclear warfare, pollution, congestion, and so
forth. Similarly, it has madc possible an increas-
ingly higher standard of living throughout socicty.

In the past. whenever technology has become
available, it has been used without much fore-
lhuughl as to its long-run consequences—the urge
to use i has normally been overriding. Private de-
cisions to employ a new technology have ocncr'llly
been based on a short-run cconomic gain. The
growing undcrslandmg that it is not lcchnology
per sc that is at fault, but rather the way in which
it nas been applicd or not applicd will have wide-
spread conscquences.

The more balanced and discriminating applica-
tion of technology, which characterizes the post-
technological age, will requirc the assessment of
the sccondary and higher order cffects and costs
of technology.

This is because the complexity of technology is
accclerating at a rate so rapid that it causes in-
stability in institutional relationships. This concept
relates to the management principle operative in a
cybernetic system, by which a system grows, cx-
hibits stability, adjusts, adapts, and cvolves. When
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the laws of sclf-regulation and sclf-organization
are no longer operative the behavior governed by
the dynamic structurc of the system is no longer
viable and the system self-destructs.

Solution of this situation will in part require in-
troducing into the decision-making process an
analysis of the possibly ncgative social costs of
technology.. It will also cause more research and
development funds to be channcled into arcas hav-
ing high social value in the long run but may cause
unfavorable cconomic costs in the short run.

National toward International—Clecarer  than
almost any other change in the environment of the
corporation is the cxtent to which socictal inter-
actions have become international and global.
Communications, transportation, production, and
distribution systems arc bringing nations closer and
closer together. Obsolescence of traditional politi-
cal, cconomic, and idcological boundarics is occur-
ring beczusce of population growth, decreasing costs
of transportation and communication, and emer-
gence of new patterns of cconomic interaction.

The world has thus become increasingly depend-
cnt on the resources of the entire planet, As a re-
sult of this increasing interdependence, there is
a growing interlocking of cconomics, technological
development, and social progress. Some of the
most  important problems resulting from this
cmerzing international cnvironment are the in-
creasing gap between developed and less-developed
countrics, the decreasing ability of the United
States to competc in low-technology industries such
as textiles, leather goods, and clothing: and the
increasing dependence of the United States on for-
cign raw materials and fucls. Perhaps the most
visible example of this trend is the growing im-
portance of the multinational corporation,

Meaning for the Corporation

Resolution of the central problem, a definition
of the social responsibilitics of business, can be

. accomplished through the integration of the con-

flicting demands on the corporation created by
the emergence of the four environmental changes.
This can be achicved when the demands of the con-
stituencies of business (sharcholders, employces.
consumers, tic public, and government) arc inte-
grated into a ncw and intcrnally consistent pattern.

The impaci hat the four environmental changes
will have on the five constituencics of business can
be illustrated in a matrix, Tablc 1. The catry, at
the intersection of cach row and column, illus-

trates in summary form ‘some of the possible
effects.

A broad outlite of a possible scenario that
ntight emerge is as follows:

The corporation will have been led to a reexam-
mation and reformulation of its basic goals and a
restructuring of its basic form. As a resuit of political
and legislative processes, and spurred on by increasing
public awareness and desire to redefine the corporate
role in society, several private-public scctor legishitive
and administrative gmdehines and incentives will be
formulated. Such guidelings and incentives will reflect
national objectives, provide mechanisms for greader
corporate involvement in the public-sector goods and
scrvices market, encourage @ balanced development
of new technology, reflect i more sophisticated under-
standing of manpower planning, and fucilitate inter-
national trade.

‘Two other major groups will be more involved m
the corporate enterprise: consumers and cmploycees.

The postindustrial age, which is now
emerging, portends a much higher
stundard of living, a decline in the im-
portance of manufacturing, and the
rise of service-oriented and knowledge-
oriented activities.

Consumers will play a major role in influcncing
product planning and design: employees, in influ-
encing basic changes in corporate structure, goals, and
work cnvironment. The next result will be a shift by
the corporation toward greater involvement in public-
sector goods and services. This shif* may aggravate
problems of raising coporate capital and problems
of meeting increasing forcign competition: ultimately
it may lead to restructuring, or puchic-sector financ-
ing, of some basic industries (c.g., transportation,
steel, power, and so forth). Opportunitics for foreign
investment and the increasing role of multinational
corporations may also accelerate these processes. In
short, the corporation will exist increasingly in a
“fish bowl™ environment where the public, govern-
ment, consumers, and cmployees participate with
sharcholders in setting corporate objectives.

Some Alterrative Initial Adaptations

In attcs:pting to paint a representative and
plausiblc picturc of impacts on the corporation,
somc important dctails have been omitted. These




ERIC

Aruitoxt provided by Eic:

80 A LOOK AT BUSINESS IN 1990

TABLE 1—SOME POSSIBLE IMPACTS OF SOCIAL TRENDS ON THE CORPORATION

Economic Industnai Technological National
Corporate toward ., toward toward toward
Constituents D Social Postindustrial Posttechnologicat International
Encourage  corporate| Encourage gains in|Seek mechamisms for! Encourage develop-

Shareholders

Employees

Consumers

Government

social involvement but
retain largely economic
concept of profit

Seek meaningful work
Seek a less-structured
work environment

Press for useful, safe.
rehable products that
serve genuine consum-

i er needs

Reexamine and reform-
ulate national goals to
reflect public-sector
priorities

productivity  through
applications of infor-
mation-related tech-
nologies

Seek voice in corporate
affairs

Seek shorter workweek
and increased fringe
benefits

Demand pubhication
and dissemination of
production data

Seek voice in corpo-
rate affairs

Revamp manpower
planning programs for
retraining, for mid-
career changes, and so

sharing costs with gov-
ernment for develop-
ment of new technolo-
gies

Seek means for hodg-
ing against delays, un-
certainties and addi-
tional costs of new
technologies

Insist on thorough as-
sessments of new tech-
nologies affecting con-
sumer

Encourage balanced
development of new
technology

ment of new technol-
ogy to meet foreign
competition

Look to multinational
investment opportuni-
ties

Seek mechamisms for
easing dislocations to
employees from for-
eign competition

Encourage trade meas-
ures for reducing costs
of consumer products

Facilitate “international
trade

Provide legislative|forth
guidelines and finan-
cial incentives to stim- | gains
ulate private initiative
1n public-sector areas

s
Public eek

boards

n social goais

Encourage productivity

redefinitions  of | Seek mechanisms for| Demand that corpora-| Support measures for
corporate objectives to | greater public rnvolve- | tions understand en-| balanced development
reflect increasing role; mentincorporate]vironmental effects of| of international trade

new technologies

details concern the differences in responses or ad-
adaptations that may be made by individual corpo-
rations and industrics. For some, the changes may
be minor, and the present market mechanism for
allocating resources may continue to be used. For
example, this is likely for such activities as retail-
ing and personal scrvices, where the impacts from
postindustrial, posttechnological, and international
developments may be minimal. For others, the
changes may be extreme, and basically new cor-
porate public-private forms may cmerge in hous-
ing, cducation, and health services. Diversity will
be the end product, while incremental trial-and-
error rather than grand strategic planning or com-
prehensive conceptual theories will show the way.

Many diflicultics concerning underlying corpo-
rate purpose may arise in sceking adaptations to
environmental changes. Many of these have been
cloquently described by a number of authors, but
perhaps Milton Friedman ® captures the essence
most effectively. His central theme is that the prop-

er business of business is economic profit. Unre-
solvable dilemmas arise if we veer away from this
basic principle, for we are then asking the agents
(n.anagers) of corporate owners (sharcholders)
to make social choices by allocating private capital
for public purposes. Such agents are neithcr quali-
fied nor authorized to do this. The result will be
an obfuscation of roles and, ultimately, perhaps
the demise of the most efficient mechanism Fnown
to man for allocating scarce resources—namely,
the corporate enterprise.

Such difficultics must be squarcly faced. One
way is to explore how expected environmental
changes may suggest redefinitions of corporate pur-
poses and roles. For example, it is unlikely that
the solution to the steady degradation of the qual-
ity of our public-goods and services sector will
come from dependence on voluntary assistance
from the private sector operating under present
grouud rules. So far, such efforts can be considered
miniscule by any measure. [t is unjust and unwise,
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as Friedman says, to expect individual corporations
to hasten their possible demise through such cf-
forts. In the short run (e.g., less than five years).
government, reflecting socictal desires, must spec-
ify through legislation and administrative guide-
lines the requirements for meeting societal respon-
sibilitics. be those in the ficlds of pollution, minor-
ity cmployment, or consumer goods. This will
provide a common frame of refercace for cach
corporation. In addition, incentives—financial and
otherwise—must be provided to make some so-
cially important markets economically attractive.
Therc is no rcason why esscntial corporaie pur-
poses, including economic profit as a central ob-
jective, may not be retained as some corporate
resources are redirected toward the public sector.
In these adaptations, government will play a key
role.

In the longer run (e.g., 5 to 10 ycars), how-
cver, some basic changes may take place as a
result of impacts on the other claimants of the
corporate organism. For example, already some
signs have appearcd that particular institutional
and individual sharcholders will invest only in
those corporations that pass some minimum social
audit.” Also, consumers directly influence the cor-
porations through their “votes™ for consumer prod-
ucts; as dissemination of product information and
consumer cohcrence increase. the cffect will be-
come cven more pronounced, But perhaps the
most important influcnce will be registered by em-
ployces, particularly those destined to assume man-
agement positions The signs are already fairly
clear that the new breed of future managerial
talent is oriented differently from his present-day
counterparts. This may be the single most impor-
tant and most sustaining factor influencing cor-
porate adaptation.® Finally, the gencral public
exercises its influcnce through its general aware-
ness of corporate activities. A recent case study
brings this forcefully into focus. The study sug-
gosts that corporations in a particular industry that
rank high in social concern (i.c., concern for pol-
lution) also are the most profitable.” The conjec-
ture is that the correlation is duc not only to re-
duced operating costs from health insurances.
maintenance, and taxces, but also to reduced costs
in raising capital and markciing its products (i.c..
projection of a “clcan company™ image).

In any case. however impacts are ultimately felt.
and, however cach individual corporation adapts,
anumber of public- and private-sector mechanisms
can be considered for ma<ing some initial adapta-
tions. Six arc described as follows:

Responses to New Social Demands

Human-Resource Planning

Changes in career requirements arc becoming so
rapid at every level that virtually no one is immune
from job obsolescence. This problem will intensify
as the shift to a postindustrial. posttechnological.
international-oriented socicty continues, One ur-
gent need is for government to revamp completely
its manpower forecasting and planning policics., A
supplementary approach is the development of a
scheme for voluntary carcer insurance. supported
by the employce, the employer, and perhaps gov-
ernment.’ Under this scheme. as an individual ap-
proaches job obsolescence. he would be provided
with carcer counseling, retraining and, perhaps,
income maintenance during the period of transi-
tion. If the posttraining position were at a lesser
income rate than the original ¢.c. the income
maintenance might be on a sliding scale to account
for the difference in income levels. In fact, such
plins may become agenda items in union-manage-
men ncgotiations in the near future."!

Technology Assessment

Technology assessment is the evaluation of the
second and higher order consequences of new tech-
nology before it is developed and applied, so that
a more effective balance can be made of total bene-
fite . 2d costs.’s This function must be performed
far +.ore effectively than in the past. A search for
improved mechanisms for technology assessment
is under way, largely in the public sector. The basic
problems center on performing this function ob-
jectively and without raising further the risks of
ncw technology development so that it becomes,
as has been admonished, “technology arrestment.”

To date, industry has not taken full cognizance
of the responsibilities it has in future assessments
of technology. 1t is likely that industry may nced
to develop its own assessment capability to mini-
mize its own risk in new-product development. If
this is not done, the prospects of increasing gov-
crnment imervention in product innovation. in-
creased costs of product development and loss of
public confidence may be materially incicased.

, -
Voluntary Associations t

Buried in the backwaters of corporate relation-
ships arc a number of dormant mechanisms that
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may be revitalized to serve future socially related
purposcs. Onc of these is the industry trade associ-
ation.’ The attractiveness of using such a mechan-
1sm is that it already exists, involves the possibility
for joint industry action, and is based on private
initiative.

The list of arcas in which such associations can
be effective social agents is almost endless. They
can sct safety and performance standards: they can
act in concert on pollution abatement. hard-core
hiring, public-privatc partnership forms: and so
forth. Antitrust laws may have to be redefined. but
this should not bc a major obstacle.

Social Auditing

There appear to be few, if any. standards to de-
termine how well a corporation is responding and
adapting to socially related demands being placcd
on it. In view of the varicty of more or less suitable
responsces that can be made, such assessments arc
extremely diflicult to make. Various attempts to
devise relative rating systems have been suggest-
¢d.'” but, at best, these efforts can be considered
only cxploratory,

Ultimately. the social-audit function may be per-
formed by independent nonprofit corporations op-
crating undcr a set of independently determined
and continuously refined criteria. Other approach-
¢s related to social auditing arc possible. One is the
creation of a Staff Corporate Ombudsman,'* per-
haps chosen by the stafl and reporting to the presi-
dent. The position might be filled by a fairly young
staff member for a period of, say, two to four years.

New Public-Goods Divisions

It has been suggested that business skilis and
resources will not be turned to the public goods and
service sector unless business begins to view it as
a normal risk-taking, profit-making cntcrprise.’
At Icast two broad approaches can be taken. In the
first, a detailed analysis may be made of the oppor-
tunitics present, the roles possible, the risks in-
volved, and the incentives required. Preliminary
work in this arca indicates that a number of uncx-
plored opportunitics exist in housing, cducation,
health, and possibly tra<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>