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CHAPTER 8

Policies Toward Industry
in the United States

Overview

Chapter 6 reviewed public policies having
sector-specific effects on the U.S. steel, elec-
tronics, and automobile industries, Chapter 7
outlined likely competitive futures for each of
the three industries, A major point of chapter
7 was the increasing intensity of competition
on a world scale in all three industries.

The slackening competitiveness described
in earlier chapters, to which Government
policies have sometimes contributed, sug-
gests that new policy approaches be consid-
ered. In the past, the U, S. economy has func-
tioned reasonably well without a consciously
developed industrial policy. Attempting major
changes in the formulation and implementa-
tion of policies toward industry will be a dif-
ficult but perhaps necessary undertaking.

This chapter sets U.S. competitiveness,
and the public policies which affect it, into
the context of industrial policy. “Industrial
policy, ” as used here, refers to the broad ar-
ray of Government policies that directly or in-
directly affect industry. Included are ele-
ments of trade policy, domestic economic pol-
icy, regulation, adjustment, and science and
technology policies, The use of the term in-
dustrial policy does not necessarily imply
planning, or sectoral intervention in the af-
fairs of particular industries, although such
approaches have been favored in some coun-
tries (see app. D).

A distinction between policies having sec-
toral  and aggregate object ives—between
those directed at a single industry and those
directed at a number of sectors or at the en-
tire economy—has been adopted at several
points in this report, and particularly in the
remainder of this chapter. Not only has sec-
toral targeting been an important component
in a number of foreign industrial policies, but

similar approaches have sometimes been ad-
vocated for the United States. Just as there
are many types of policies that have aggre-
gate objectives and cut across sectors, so
there are different sorts of sectoral policies.
For example, some sectors may be selected
for promotion as future growth industries;
alternatively, sectoral measures may be di-
rected at distressed industries—intended to
help rebuild them or to manage decline. Sup-
port may be given to industries judged impor-
tant to national  securi ty,  or  for regional
development. While industrial policy can be
approached from other perspectives, the sec-
toral/aggregate distinction highlights issues
involving both equity and economic efficien-
cy. These are central to decisions facing pol-
icymakers in the United States.

Some degree of government intervention is
inevitable in a complex industrial society. A
distinguishing characteristic of U.S. indus-
trial policy is the ad hoc use of the wide array
of policy tools available (and their varying
success). The result has been industrial pol-
icy which is largely de facto in nature, rather
than consciously developed. Many public pol-
icies have, in one way or another, affected in-
dustry; but they have not been unified by a
coherent set of objectives outlining the de-
sired impacts on particular industrial sectors
or on the economy as a whole.

Is this necessarily the case? If a consensus
existed on the need for a more coherent in-
dustrial policy, could it in fact be formulated
and implemented, or are there features of our
political and economic system that present
overriding obstacles? Would an industrial
policy aimed at promoting competitiveness
and related social objectives be effective?
These questions—dealing with political and
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economic feasibility—are at the heart of deci-
sions facing Congress. If no effort is made to
develop a more coherent industrial policy,
decisions affecting industry will continue on
a case-by-case basis. With exceptions such as
some macroeconomic policies, most individ-
ual policy tools are likely to be limited in
range and impact. The key to an effective in-
dustrial policy lies in their cumulative results;
a continuation of past practices will not lead
to significant improvement.

OTA’S study of competitiveness suggests
that Congress consider establishing a more
explicit basis for industrial policy. While an
ad hoc approach worked in the past, this
report suggests that it may not suffice in a
world of intensified competition—one where
the United States no longer enjoys the techno-
logical advantages and relative economic
strength that it possessed in the 1950’s and
1960’s. Industrial policy cannot by itself cure
inflation, lagging productivity growth, or
trade imbalances. It could help set these
problems into perspective and provide more
effective measures for attacking them.

Industrial policies in other countries some-
times include measures such as centralized
economic planning that run counter to the
U.S. tradition of flexible and pluralistic deci-
sionmaking. OTA outlines below a “macroin-
dustrial policy” option for the United States
that would provide a framework for the de-
velopment of a more coherent industrial pol-
icy in keeping with American traditions, Such
a policy would include a conscious effort to

build a national consensus on objectives,
based on a strengthened capability for sec-
toral analyses of problems facing the U.S.
economy. It would rely on market forces and
aggregate policy measures wherever possi-
ble—sensitive to the imperfections and fail-
ures of the market system, but aiming to im-
prove its workings rather than supplanting it.
Macroindustrial policy would continue to uti-
lize sector- or firm-specific policies, but only
when other policy tools proved inadequate.

Such an approach would change the proc-
ess by which the U.S. Government influences
international competitiveness. None of the ex-
isting repertory of policy tools would be aban-
doned outright. Nor would radically new
measures be introduced. But the process of
deciding what to do in given circumstances
would change to take a larger view of the
needs of the U.S. economy. The effect would
be to alter the political process by which Con-
gress now legislates in areas such as taxes,
regulation, and trade, OTA is thus suggesting
a broader and longer term perspective on in-
dustrial policy than common in many recent
discussions of this topic. The framework dis-
cussed below is one in which the major legis-
lative issues affecting competitiveness might
be approached by a Congress that was modi-
fying past political processes. Among the
reasons for doing so is the growing public per-
ception that competitiveness has a constit-
uency far wider than those with jobs or prof-
its immediately at stake.

Policies Affecting Industry

A number of policy tools with largely ag- mobile industries, here the view is broader.
gregate objectives influence industry in the Measures that affect many sectors, such as
United States. The purpose of this section is macroeconomic policies and R&D stimuli, are
to review several types of aggregate meas- emphasized. Macroeconomic and tax poli-
ures that could be incorporated in industrial cies, trade policy, and science and technology
policy. While chapter 6 discussed policies in policy are all nominally discrete categories—
the context of the steel, electronics, and auto- some but not all aspects of which affect in-
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dustry. A better developed industrial policy
would seek to coordinate and integrate, but
not replace, such policy categories.

Some aggregate policy measures—regula-
t ions or  taxat ion— have direct effects on in-
dustry.  Others  operate indirect ly:  educat ion
and many R&D policies affect all industries.
Even explicitly sector-specific policies often
have secondary and sometimes unexpected
effects .  For example,  regulat ions affect ing
p a s s e n g e r  c a r s  c o n t r i b u t e d  t o  i n c r e a s e d
sales  of  l ight  t rucks and vans—which were
less tightly regulated—during the 1970's.

Where  po l i c i e s  t oward  i ndus t ry  i n  t he
United States have been ad hoc, nations such
as France have sometimes relied on elaborate
economic plans and target ing of  industr ies
for promotion. In some countries, government
guidance of  industry is  s t rengthened by in-
cen t ive s ,  p r e s su re , o r  c o e r c i o n .  I n d u s t r i a l
policies in such countries often feature direct
subsidies to specific sectors, In contrast,
sector-specific policies in the United States
have more often been regulatory than promo-
tional. Here, sectoral policies have been de-
veloped for agriculture, utilities (and nucle-
ar power generation), communications, and
transportation (railroads, trucking, airlines)
but rarely for manufacturing industries, ex-
cept those heavily involved in national de-
fense. Subsidies have typically been indirect
and seldom highly visible. Policy makers in the
United States have traditionally claimed—
despite the examples of Lockheed or Chrys-
ler—to prefer aggregate policies, to believe
that decisions at the microlevel of specific in-
dustries and individual firms are best deter-
mined by the market.

Macroeconomic Policies

Macroeconomic policy is not subsumed by
industrial policy but overlaps and interacts
with it. Fiscal and monetary policies are used
to dampen swings in the business cycle af-
fecting aggregate output, employment, and
prices. Their aims and consequences extend
far beyond any given industrial sector.

The interdependence of individual industri-
al sectors and the aggregate economy is crit-
ical to industrial policy, Economic growth in
the aggregate eases adjustment within and
among sectors. To a considerable extent, the
problems of individual sectors are caused by,
or aggravated by, problems at the macro
level—witness the effects of high interest
rates and recession on the automobile in-
dustry.

Strongly influenced in the United States by
Keynesian thinking, both monetary policy
(control of the money supply, as by interest
rates), and fiscal policy (taxation and Govern-
ment expenditures) have been used in at-
tempts to counter short-term swings in the
economy. Tax policies and Government
spending are linked by the need to raise suffi-
cient revenues to offset expenditures (though
the Federal budget has been running substan-
tial deficits, State and local revenues gener-
ally exceed expenditures). In addition, tax
policies have been used as brakes on expan-
sion near cyclical peaks (by raising taxes) or
to stimulate demand when the economy is i n
recession (by cutting taxes). The tax system
can also be used as a conscious and direct
tool of industrial policy —e,g., through
changes in corporate tax rates, investment
credits, depreciation allowances, and capital
gains taxes.

Taxes of all types are important to indus-
trial policy because they affect investment
decisions. ’ Some observers take the position
that present U.S. tax policies are biased
against capital investment in industry and sti-
fle the economy by slouing rates of growth of
productivity and output, The argument is that
private returns to capital are distorted by tax
policies that undervalue investment in in-
dustry compared to alternatives such as real
estate. A proposed Solutions is to lower
taxes—both corporate taxes and personal
taxes on income from investments in indus-

\f. J, 1l)skIn  (l[l(i J, 13 Shoi[)n. “1ss11(’s Irl I}I(J  1,/ \</ 1)01) {If [ ;,l])-
1 t,] i I [](’(]m  (; i 11 t ]1(; { ‘ n I t (xi S (() t t’s . ‘ ‘ ,4r]l(Jr-1( (in F’( ~ III( ~rl] I( l{~t If IIt,

Vol. 70, Nl[i\  1980. p, 164,
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try—to increase rates of return. Reduced
depreciation periods, lower capital gains
taxes, and elimination of “double taxation”
of dividends (taxing dividend income as well
as corporate profits) are among the modifica-
tions most commonly suggested,

The distributional impacts of policies to en-
courage savings and investment make them
the focus of political controversy, When capi-
tal gains taxes were reduced in 1978, the tell-
ing arguments were those based on capital
availability for industry. Supporters held that
cutting the capital gains tax would encourage
investment in small, innovative, high-technol-
ogy firms—for which venture capital had vir-
tually disappeared as a result of the 1974-75
recession. There has in fact been a dramatic
resurgence in the availability of venture capi-
tal for new corporate startups since 1978.2

Macroeconomic policies of all types can
have significant differential effects on vari-
ous sectors of the economy—sometimes inten-
tional, sometimes inadvertent. High interest
rates—introduced to achieve aggregate ob-
jectives in 1966, in 1970, and most recently in
1979—had greater impacts on housing, con-
struction, and automobile sales than on many
other portions of the economy, The invest-
ment tax credit—designed to stimulate ag-
gregate economic growth ]—benefits capital
goods industries because it encourages in-
vestment over consumption, Industrial policy
could provide a vehicle for addressing dif-
ferential impacts of such types in more sys-
tematic fashion, and for coupling macroeco-
nomic policies more closely to problems of in-
dustrial development.

Macroeconomic policies—though more
closely coordinated than several other cate-
gories of policy measures that affect indus-
try—do not spring from a single source, Sev-
eral groups in the executive branch are in-
volved—including the Treasury Department,
the Council of Economic Advisors. the Office

‘Venture capital availability y will be treated at some Iengt  h in
the forthcoming OTA electronics study.

‘J. G. Gravelle and D. W. Kiefer, “The Investment Tax Credit:
An Analytical Overview, ” Collgressional  Research Service.
1979.

of Management and Budget, and those in the
Executive Office of the President concerned
with economic policy, The Federal Reserve
Board, an independent body, has the central
role in monetary policy. In Congress, the
House Ways and Means Committee and the
Senate Finance Committee are focal points
for tax measures, but are not alone in their
responsibility y for macroeconomic policy-
making. The Joint Economic Committee and
the Joint Committee on Taxation, for example,
have oversight authority in such areas.

Other Policies, Largely Aggregate

Beyond macroeconomic policies, many
other measures —some aggregate, some sec-
tor- or firm-specific—affect the viability of in-
dividual firms, the competitiveness of indus-
tries, the standard of living.

Regulatory policies may have aggregate or
sector-specific objectives. Some are imple-
mented on an aggregate basis but have dif-
ferential effects—environmental regulations
have sharply contrasting impacts on the steel
and electronics industries. Other regulations
are enacted on a sectoral basis—i e., automo-
bile safety standards.

In recent years, the energy industries—
particularly the petroleum sector—have been
affected by complicated sets of price con-
trols, taxes, and direct regulations, The ex-
tension of Federal loan guarantees to Chrys-
ler is a current example of a firm-specific
policy measure. While the United States has
always professed to favor the aggregate ap-
proach, political pressures, national security
considerations, and other objectives have
given us many examples of sector- and firm-
specific policies,

Trade policies provide other cases of in-
dustry-specific effects, Tariff levels, quotas,
and other methods for controlling imports are
instituted essentially on an industry-specific
or product-specific basis—e.g., the trigger-
price mechanism for steel and orderly mar-
keting agreements for color television receiv-
ers (ch. 6). Export financing programs like-
wise have clear sector-specific effects—
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recently on the aircraft and construction in-
dustries.

In the United States, the multiplicity of
competing agencies and institutions involved
with trade issues— as many as a dozen—
fragments policymaking. Nations with tightly
coordinated central bureaucracies may be
better able to implement consistent trade
policies. Since Federal policy has seldom ac-
tively promoted the international competi-
tiveness of U.S. industry, the fragmented
process has not in the past been a major con-
cern. An important question now is whether
international trade policy can be more effec-
tively coordinated and, if so, how can it be
coupled with the domestic side of industrial
policy.

Market promotion policies comprise anoth-
er category of aggregate measures found in
the United States and in other Western na-
tions. Such policies are designed to facilitate
or improve the workings of the market sys-
tem. They aim to enhance the performance of
the economy as a whole, generally by working
on individual markets. Examples include:

●

●

o

●

●

labor market policies, such as employ-
ment services, job relocation and re-
training subsidies, and other incentives
to increase the mobility of labor;
capital market policies, including loan
guarantees;
science and technology policies, such as
R&D incentives;
regional development programs;
antitrust measures.

Such policies are usually intended to counter-
act what economists term market imperfec-
tions—the failure of markets to allocate
resources in ways that society judges desir-
able, ” For example, local and regional devel-
opment programs—e g., investment capital
subsidies, tax holidays, job training—may
help to overcome barriers to the mobility of
capital and labor. Antitrust policies are in-

‘\4arket  failure HS a r:] tif)n:ilc f[~r policp is dis(usserl  in detail
in [ipp. B, The (Jonven t i(jna] terms—mo  rket failure t] nd m;i rket
i mperfcc  t ion — n re un fort un:] t c her;] use  perfe(  t m a rkc IS a r-c
:] hs t r[] ( t ions t ha t do not in rw] I i t v c x is t,

tended to combat actual or potential market
distortions resulting from monopoly power or
anticompetitive practices. Market promotion
policies often have sectoral effects, but that
is seldom their primary purpose.

Economic adjustment policies are an im-
portant subset of market promotion policies.
Dealing with the consequences of structural
change or shifts in competitiveness, adjust-
ment policies include a variety of measures
intended to help both firms and workers cope
with changing economic conditions. In the
United States, loan guarantee programs have
been used to aid industries and firms, as in
the Chrysler case. Job retraining and other
programs on the Federal level to assist un-
employed workers have been more system-
atic in intent but not notably successful.

Loans and loan guarantee programs have
expanded rapidly in the United States over
the past few years, often on a case-by-case
basis to assist ailing industries or to attract
new investment. Such subsidies typically
have been used, not as conscious efforts to
ease processes of structural change, but to
provide piecemeal, short-run assis tance.
Sometimes the aid is defined by the affected
parties, who may be more interested in im-
peding change than in easing adjustment.

In addition to ad hoc loans and loan guar-
antees, the Economic Development Adminis-
tration (EDA) within the Department of Com-
merce, and the Department of Housing and
Urban Development’s Urban Development
Administration Group, among others, have
administered programs that might be termed
adjustment assistance. Directed at promoting
indus t r i a l  o r  economic  g rowth  in  “de -
pressed” regions, they have been intended to
create and maintain jobs. EDA, for example,
granted more than 200 loans and loan guar-
antees in 1979, totaling over $600 million,
which are said to have produced 25,000 jobs
and saved 15,000 more, s Trade adjustment

Ec(m(mr]c Detrrl~)pmen  t Atinlin]str(][i{)n  1979 Annu(]l  Rq)f)r[

[Washington, 1). C,: Department of Commerce,  hla~  9, 1980).
hlore  generallv,  sw N. A. Noto,” “Industrial POlirw Implicit in
Federal  Business [Jredit  Pro~rams,  Congressional  Research
%rvicc  Report  No. 8 1-12E, Dec. 31, 1980,
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assistance (TAA) approaches the employment
problem from the other side—by giving bene-
fits directly to workers who have lost their
jobs because of imports. Expanded under the
Trade Act of 1974, TAA expenditures for
1980 were about $1.5 billion.b

Although such programs have been osten-
sibly directed at development and assistance,
they have not been guided by any long-term
perspective. In fact, TAA administrators are
prohibited by law from attempting to antici-
pate and plan for dislocations in the economy;
they are instead forced into a reactive ap-
proach, TAA programs have provided income
maintenance, but not the retraining or reloca-
tion of workers necessary for effective ad-
justment,’ Too often, economic adjustment
assistance in the United States is allocated on
a political and geographic basis, too seldom to
industrial sectors with good prospects for
growth and competitiveness. Such programs
are quite different from the subsidies pro-
vided abroad to sectors that are expected to
be mainstays of future economic growth and
competitiveness. Nor has aid to U.S. industry
been used effectively to manage contraction
in declining or distressed sectors.

Another element in the industrial policies
of many countries is the promotion of innova-
tion,” In the United States such policies date
at  least  from the creation of the Patent
Office.

Some policies for promoting innovation
support the technology and science base un-
derlying industry. Others attempt to increase
possible rewards to innovators (patents, lib-
eral capital gains taxes), or to reduce their
risks (forgivable loans, technical assistance
programs, Government procurement). Many
current suggestions for improving the climate

‘R, A. Hobbie, “Trade Adjustment Assistance for Workers, ”
Congressional Research Service Issue Brief No,  IB80082, Nov.
19, 1980, p. 1.

‘G. R. Neuman, ‘*Adjustment Assistance for Trade-Displaced
Workers, ” The New International Economic Order; A U.S. Re-
s~)~)nse,  D. B. H. Denoon,  e~. (New York, N. Y.: New York Uni-
versity Press, 1 979], p. 109.

‘{Policies ff~r the Stirnu~~]ti(~n  of lntiustri(]l  Innovation, llols, I
(ln(l 11 (Paris: Organization for Ec>on(jmi(:  Cooperation and De-
velopment, 1 978).

for innovation in the United States focus on
altering tax policies to increase incentives for
risktaking by private industry.g As with trade
and economic adjustment, there is no real
locus for policies dealing with technology and
innovation. Agencies involved range from the
Office of Science and Technology Policy, the
Departments of Defense, Energy, and Com-
merce, to the National Science Foundation
and the National Aeronautics and Space Ad-
ministration.

Government policies in the United States
could be modified in ways that would improve
the climate for innovation—by removing
some of the obstacles and risks, increasing
the potential rewards. While such an effort
might be an important part of industrial
policy, it is also an area where the arguments
for reliance on market forces are strong. In-
novat ion is  a  r isky and uncertain act ivi ty ,
sometimes resulting from R&D efforts aimed
a t  e n t i r e l y  d i f f e r e n t  o u t c o m e s .  B e c a u s e
c h a n c e  a n d  u n c e r t a i n t y  c h a r a c t e r i z e  t h e
process, there may be less of a role for plan-
ning or direct action by Government, more for
e n h a n c i n g  t h e  e n v i r o n m e n t  f o r  i n n o v a t i o n
through indirect measures.

The United States has had many other poli-
cies—both aggregate and industry-specific—
w h i c h  i n f l u e n c e  t h e  b e h a v i o r  o f  i n d u s t r y .
Among those which have not been discussed
here, but which nonetheless have substantial
i nd i r ec t  e f f ec t s ,  a r e  de fense  po l i c i e s  and
education. As pointed out in chapter 4, much
of the R&D performed in the United States is
aimed at  nat ional  securi ty objectives.  This
strengthens U.S. capabilities in many fields of
technology, and sometimes leads to develop-
ments  that  prove commercial ly s ignif icant ,
Public education is, over the long run, espe-
cially critical because it affects the human re-
source—the skills and abilities of the people
emp loyed i n  U . S .  i n d u s t r y — p r o d u c t i o n
workers, engineers, and managers.

“See, e.g., Stimulating Technologico]  Progress, A Stutement
hy the Research and  Policy Committee of the Committee for Eco-
nomic Deve]opmen  t, January 1980; and The Zmpoct  of T(IX ond
Finunciu]  Regulatory Po~icies on In(iustrial  Innovation (Wash-
ington, D. C.: National Academy of Sciences, 1980).
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Government policies in this country have which policies  can be most  effect ive under
seldom been directly concerned with competi- va r ious  c i r cums tances . The  i n t e rp l ay  be -
tiveness and economic efficiency. Such mat- tween economics and politics is in fact at the
ters may now deserve more attention. Politi- hea r t  o f  t he  dec i s ions  f ac ing  t he  Un i t ed
ca l  and  economic  r ea l i t i e s  w i l l  de t e rmine States.

Industrial Policy for the United States

OTA’S study of the steel, electronics, and
automobile  industr ies  shows that  even the
most  vi ta l  sectors ,  such as  semiconductors ,
now face challenges in adapting to new inter-
nat ional  real i t ies .  Among the changing cir-
cumstances are:  narrowed technological  ad-
vantages; the rise of aggressive foreign com-
peti t ion—in overseas markets  as well  as  in
the  Un i t ed  S t a t e s ;  and  e f fo r t s  by  fo r e ign
governments to promote their own industries.
Congress may want  to consider  new strate-
gies designed to maintain and enhance U.S.
competitiveness and to deal with regional and
employment dislocations.

The basic  choice is  not  between Govern-
ment  pol icy and no pol icy—intervent ion or
nonintervention. An industrial society cannot
funct ion without  some government  involve-
ment in the affairs of industry. The crucial
questions concern the form and effect of pub-
lic policies: What sort of industrial policy is
most compatible with the U.S. political and
economic system, mos t  app rop r i a t e  i n  t he
present  context?

Industrial Policy Reconsidered

Different people use the term industrial
policy in different ways. For some, industrial
policy means sectoral  policies—such as Ja-
pan’s  VLSI program—which feature  direct
government promotion of targeted industries.
But industrial policies seldom rely on sectoral
measures  alone.

The analysis on which industrial policy is
based must nonetheless be carried out on a
sector-by-sector  basis—as i l lustrated by the
earlier chapters of this report—whether pol-
icy measures are aimed at  promoting com-

petitiveness or at other objectives that de-
pend on economic efficiency.

T h e  p o l i c y  i n s t r u m e n t s  c h o s e n  c a n  b e
sector-specific, aggregate, or a mixture; some
countries emphasize one type more than the
other,  A sectoral  emphasis  typical ly entai ls
promotion, subsidy, or protection of selected
industries. An aggregate emphasis focuses on
incen t i ve s  f o r  i nnova t i on ,  l abo r  and  man-
power policies,  adjustment assistance,  and
the traditional spectrum of monetary, fiscal,
and tax policies.

Sectoral policies are often intended to help
countries develop and maintain segments of
their economies that are judged important to
the  na t iona l  i n t e r e s t ,  such  a s  de fense  i n -
dustries or those that export. In some coun-
tries, sectoral measures are used in attempts
to speed structural adjustment—e.g., by mov-
ing resources from industr ies  in decl ine to
those with seemingly better long-term pros-
pects. Japan has developed plans to promote
a t ransi t ion from heavy industr ies ,  part icu-
l a r l y  t h o s e  t h a t  a r e  e n e r g y - i n t e n s i v e ,  t o
knowledge-intensive, high-technology sectors
—an effort to anticipate and adjust to shifts
in comparative advantage.

Sec to ra l  po l i c i e s  a r e  some t imes  sa id  to
involve picking “winners” and “losers .”  In
pr inciple ,  winners  get  government  support ,
while public policies also help to cushion and
manage decline, In practice, pressures for a
p ro t ec t i on i s t  i ndus t r i a l  po l i cy  come  f rom
distressed industr ies  t rying to reverse their
losses. Picking winners is a difficult task for
governments, picking losers still more so. The
unhappy resul t  in  ei ther  case can be inter-
ference with normal market processes at the
expense of overall economic performance.
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In  con t r a s t ,  agg rega t e  po l i c i e s  such  a s
market  promotion measures  a im to enhance
market mechanisms but not to replace market
decis ions.  I t  is  not  an easy task to  predict
which industries will rise or decline, nor are
g r o w t h  a n d  c o n t r a c t i o n  a b s o l u t e  a n d  i r r e -
versible, Aggregate policies do not depend on
such predictions. They are also more consist-
ent with the principle that government inter-
v e n t i o n  s h o u l d  n o t  o v e r t l y  d i s c r i m i n a t e
among sectors and/or firms. Those who favor
an aggregate approach to industr ial  pol icy
say that sectoral policies tend to distort mar-
ket signals, leading—particularly in the long
term—to misallocation of resources. In addi-
tion, market promotion policies, once in place,
m a y  r e s p o n d  m o r e  f l e x i b l y  t o  c h a n g e s  i n
labor, capital, and product markets than sec-
toral policies (see app. B on the economics of
industrial policy).

A fundamental  task for  industr ial  pol icy-
makers, regardless of whether they choose a
sectoral or an aggregate emphasis, is to set
priori t ies ,  select  pol icy tools ,  and evaluate
progress  within a  consis tent  f ramework.  In
the United States, consistency and continuity
in approach would distinguish a consciously
developed industrial policy from the ad hoc
approach taken in years past. Industrial pol-
icy also requires  agreement  on object ives ,
and  mechan i sms  fo r  coo rd ina t i ng  po l i c i e s
cons i s t en t  w i th  po l i t i ca l  and  in s t i t u t i ona l
reali t ies.

The Political Context

In many respects ,  the de facto industr ia l
policy of the United States is a consequence
of a  poli t ical  system that  fragments power
and presents obstacles to the formulation and
implementation of coherent policies of many
types,  A diffused and decentral ized policy-
m a k i n g  a p p a r a t u s  p r o v i d e s  m a n y  c h a n n e l s
for interested parties to press their case; it
can give redundancy and flexibility to accom-
modate uncertainties and complexities. Such
a system may encourage competition of ideas,
ultimately producing a decision that is more
widely accepted than one made by a  small

group. But under such conditions, it is easier
to say that the country might need a better
developed industr ia l  pol icy than to  propose
realistic steps for achieving it,

In a pluralistic and decentralized political
system, industr ial  policy might  not  always
produce the desired results. Competitiveness
s p r i n g s  f r o m  a  r i c h  a n d  c o m p l e x  e c o l o g y
(table 13, ch. 5), in which public policies are
bu t  one  e l emen t  among  many .  Tamper ing
with the ingredients  that  have brought  suc-
cess in the past always carries dangers, One
potential danger is that firms or sectors los-
ing out in the marketplace might dominate the
pol icy process .  Distressed sectors  or  f i rms,
and their employees, may be the first to seek
p ro t ec t i on  o r  a s s i s t ance  f rom the  Gove rn -
ment, while the indirect costs and benefits of
such measures may be so broadly distributed
that other groups do not even recognize that
their  interests  are at  s take,  The more suc-
cessful firms and industries generally prefer
to remain autonomous. Another possible dan-
ger is that a more tightly coordinated indus-
trial policy could stultify competition and in-
novation,  ul t imately jeopardizing long-term
economic efficiency. The essence of the prob-
lem is to find ways of formulating industrial
policy that are more effective than the cur-
rent ad hoc methods, while preserving flex-
ibility.

Because the decline of firms or industries
may not be permanent, and reversal could ap-
pear feasible through industrial policy meas-
ures, difficult and painful decisions may need
to be made in a highly politicized atmosphere,
In the last analysis, fears that sectors in tem-
porary or long-term decline may dominate do
not  const i tute a  persuasive case against  in-
dustrial policy. The possibility of capture by
d i s t r e s sed  sec to r s  w i l l  a lways  ex i s t—and
may be more likely in the absence of indus-
trial policy. A coherent framework for indus-
trial policy could guide evaluation of the
claims of competing firms and industries,
making it easier to avoid measures that favor
special interests at the expense of long-term
competitiveness and other social goals.
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Prerequisites for Industrial Policy

If consensus grows on the need for a more
coherent industrial policy, the Government’s
institutional capabilities would need to be de-
veloped. Two prerequisites for industrial pol-
icy are:  1)  mechanisms for  reaching agree-
men t  on  ob jec t ives  t ha t  a r e  accep tab le  t o
Government and various interest groups; and
2) improved analytical capability on the part
of Government agencies concerned with eco-
nomic efficiency and competitiveness.

Industrial policy requires cooperation and
c o n s e n s u s —among Government, labor, busi-
n e s s ,  c o n s u m e r  a n d  o t h e r  i n t e r e s t  g r o u p s ,
and the public at large—sufficient at least for
agreement on basic goals .  The tradit ionally
adversarial relationships among such groups
in the United States form an obstacle to in-
dustrial policy—in contrast to countries such
as Japan where cooperation is often viewed
as a key to industrial policymaking. While the
extent  of  cooperat ion abroad is  sometimes
exagge ra t ed , t he  d i f f e r ences  be tween  the
Un i t ed  S t a t e s  and  J apan  a r e  neve r the l e s s
striking. The question for U.S. policy makers
is: What sort of agreement on the ends of pol-
icy can, as a practical matter, be fashioned
within the context of the American political
and economic system?

Advisory groups such as the Steel Tripar-
tite Committee already have a role in policy-
making, primarily at the level of particular in-
dustries or sectors. Calls for increased coop-
e r a t i o n  a m o n g  G o v e r n m e n t ,  b u s i n e s s ,  a n d
labor are  now common,  but  nei ther  agree-
ment on broad industrial policy objectives nor
subs t an t i a l  coope ra t i on  in  imp lemen ta t i on
has yet been attained—in part because of the
deep ly  roo t ed  d i s t i nc t i ons  be tween  pub l i c
and private sectors in the United States.

From the beginning, business and industry
in this  country were free to pursue entre-
preneurial  ambit ions—in contrast  to  nat ions
like France where a strong state bureaucracy
p layed  a  cen t r a l  ro l e  i n  i ndus t r i a l i za t i on .
Such pat terns of  extensive government  in-
volvement in framing industrial strategies dif-
fer markedly from the American case, where

the lack of a feudal past, plus our vast re-
sources, permitted a rapid and independent
flowering of industry.

Following the Depression and World War
II, industrial policy and economic planning
became the norm in many Western nations,
but not the United States. Discussion of an ex-
panded role for Government still arouses dis-
t rust  and condemnation in this  country,
where the adversarial tradition has been
viewed as healthy. Suspicion of Government-
business accommodation is a historical tradi-
tion. Even the Department of Commerce has
lacked ties to its nominal constituency-busi-
ness and industry—comparable in strength to
those characterizing agencies such as the De-
partments of Labor or Agriculture. New pol-
icy initiatives must take these historical pat-
terns into account; to change them Would be a
long-term undertaking.

Labor, consumer, and environmental in-
terests must also be included in formulating
industrial policy. Such groups are justifiably
concerned that the costs of policy and the
burdens of adjustment be equitably distrib-
uted. Experience abroad with industrial pol-
icy suggests that the participation of labor
and public interest groups is essential for a
well-rounded perspective. There are many
ways in which labor, for example, can con-
tribute to industrial policy and competitive-
ness—not only by safeguarding the rights of
workers, but also by helping to develop an at-
mosphere in which the contributions of indi-
vidual employees to improvements in produc-
tivity and product quality are maximized. 10

Participation by such groups is not enough.
To develop more effective policies, the Gov-
ernment would need to strengthen its analyti-
cal capacity for evaluating competitiveness,
as well as for choosing policy tools. Especially
if the Government decides to selectively inter-
vene to promote competitiveness, it must have
an independent capability for analyzing alter-
natives.
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Many parts of the Government—including
the Departments of Commerce, Labor, and
Treasury; the International Trade Commis-
sion; the Council of Economic Advisers; and
the Federal  Trade Commission—already
study and regulate industry and the economy
as a whole. Numerous other agencies have at
least a limited capability. Improving the abili-
ty of public agencies to analyze industrial
competitiveness is nevertheless critical for a
better developed industrial policy, Specif-
ically, Government agencies could cultivate a
greater appreciation of the ways in which in-
dustry functions at a practical level—the
level of technology, the shop floor, the R&D
laboratory, the marketplace. Effective indus-
trial policy demands efforts to anticipate fu-
ture trends based on a concrete and realistic
understanding of the sectors in question—
empiricism rather than abstraction, theo-
rizing, and empty statistics.

In addition to judging the competitiveness
of particular sectors, evaluating the cost
effectiveness of policy alternatives is vital. As
the economic arguments for industrial policy
initiatives outlined in appendix B suggest,
there is no prima facie case for intervention
in a market economy—even a highly imper-
fect one. The basic tests are: 1) Do the bene-
fits exceed the costs? and: 2) Are the benefits
and the costs distributed with an acceptable
degree of equity? Determining the answers is
inevitably complex and difficult. Witness the
protracted controversies over costs and bene-
fits of various motor vehicle regulations:
passive restraints, 5 mile-per-hour bumpers,
braking distances for tractor-trailer trucks.

These two prerequisites—improved mech-
anisms for developing consensus among inter-
ested parties, and a strengthened capability
for analyzing competitiveness—are essential
to the long-term success of industrial policy.

Macroindustrial Policy

OTA’S analysis of the steel, electronics,
and automobile industries—all three of criti-
cally importance to the U.S. economy —sug-
gests that Congress consider the option of a
more coherent industrial policy The problem

is to develop a replacement for the present
patchwork of policies that is compatible with
the American political and economic system.
“Macroindustr ial  policy” is  an approach
which seems feasible in light of this country’s
traditions, as well as the structural features
of our policymaking system. While there are
potential dangers to pursuing a more inte-
grated industrial policy, the advantages ap-
pear more compelling. Foreign experience
shows that there are many approaches, a va-
riety of policy tools available. OTA’S exam-
ination of the past history and future pros-
pects of the industries covered in this report
reinforces the logic of a macroindustrial pol-
icy approach. It is discussed below essential-
ly as an organizing perspective, not a blue-
print.

Fundamental to macroindustrial policy is
an emphasis on the links and commonalities
among industrial sectors, and a preference
for economic adjustment through market
mechanisms where possible. To improve the
environment for industrial growth and com-
petitiveness, a macroindustr ial  approach
would stress aggregate policy measures to
stimulate savings and capital formation, mod-
ernization of the capital stock of U.S. indus-
try, investment in new and innovative tech-
nologies, and competition by U.S. firms on a
world scale. Upgrading the capabilities of the
labor force could be another central feature
—providing workers with satisfying jobs and
ensuring an adequate supply of employees at
all levels, including management, with skills
suited to a high-technology economy,

Macroindustrial policy would seek to in-
tegrate the goals of industrial development
with other social objectives. The need for in-
tegration is illustrated by the dilemma cre-
ated by productivity improvements in slowly
growing industries such as steel. As earlier
chapters show, continued productivity in-
creases are required to maintain competi-

tiveness, but as productivity rises employ-
ment opportunities in a particular industry
can decrease. If the economy grows rapidly
enough, jobs may keep pace. But when eco-
nomic advance slows—as it did during the
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1970’s—productivity growth can lead to
unemployment in some industries. Tradeoffs
of these sorts are examples of problems of in-
dustrial change that several European na-
tions have addressed more systematically
than has the United States. The macroindus-
trial approach would value employment op-
portunities across the economy as a whole
above maintaining employment in particular
sectors.

An important task of industrial policy is to
determine when different types of policy
measures are appropriate and practical. The
macroindustrial perspective would be based
on sector-by-sector analysis of industry, but
would choose aggregate over sectoral meas-
ures where possible. By stressing long-term
and structural issues aimed at creating a
stable climate for industrial growth and de-
velopment — capital formation, technological
advance, education and training of workers,
the promotion of structural adjustment—
such an approach might avoid capture by
narrow special interests and enlist the sup-
port of a broad array of groups.

Macroindustrial policy could incorporate
elements such as the following:

Ž Measures for supporting technology and
science, particularly generic technol-
ogies of commercial importance—e.g.,
computer-aided design and manufactur-
ing, tribology (friction, lubrication, and
wear), materials processing, production
engineering—and R&D directed at com-
mercial products and processes.

● Measures for increasing the potential
rewards to innovation, and otherwise in-
directly stimulating R&D and the devel-
opment of new products and processes.

● Policies to encourage and facilitate do-
mestic technology transfer, particularly
the diffusion of technologies to smaller
businesses.

● Policies to increase rates of capital for-
mation in the economy as a whole, along
with measures encouraging investment
in more efficient production facilities
(such as continuous casters for steel)
and new technologies. Both tax and reg-

ulatory policies could be directed at
such objectives.
Support for education and training of
the labor force, including retraining of
employees displaced by technological
change, Improvement appears possible
in the preparation of both production
workers, semiskilled and skilled—weld-
ers, toolmakers,  electronics techni-
cians—and at professional levels. In
particular, the engineering work force
could be substantially upgraded in both
numbers and quality by supportive pub-
lic policies.
Economic policies designed to ease ad-
justment to changing circumstances—
e.g., by smoothing flows of capital and
labor from distressed firms or indus-
tries, or those with limited future growth
prospects, to sectors that offer rapid
growth and future competitive strength.
A more coherent set of trade policies
that would support exporting by compet-
itive U.S. firms and industries, improve
protection against “unfair’ import com-
petition in the domestic market—as de-
fined by the domestic laws and interna-
tional obligations of the United States
and its trading partners—and press for
equitable treatment of American firms
that seek to invest and sell overseas.
Such policies would not be inconsistent
with the traditional U.S. posture favor-
ing open world trade, but would be in-
tended to ensure that U.S. industry is not
placed at a disadvantage compared to
foreign rivals.
Economic and industrial projections on a
more detailed analytical basis than is
now common, with particular attention
to technology and to the efforts of for-
eign countries.

While macroindustrial policy would prefer
measures such as those listed above, other
varieties might also be necessary—for exam-
ple, to ensure national security. If traditional
macroeconomic policies (monetary,  tax)
proved inadequate to address a particular
problem, then other types of aggregate pol-
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ic ies—those cutt ing across a  number of
sectors—could be used: for example, market
promotion policies (e.g., innovation, competi-
tion). If these too proved insufficient, then
sector-specific or firm-specific policies could
be employed. But the central feature of the
macroindustrial framework is its preference
for aggregate policies.

Moving Toward Industrial Policy

If Congress decides to work toward a more
coherent and explicit industrial policy, sev-
eral avenues are open—e.g., building on past
initiatives concerned with exporting or with
innovation. Over the past several years, many
congressional committees and subcommittees
have held hearings on international trade, in-
dustrial innovation, export policy, capital for-
mation, and related topics that fit within the
approach OTA has suggested for macroin-
dustrial policy. There has also been consider-
able interest in trade reorganization. Such
activities could provide a foundation for the
further development of industrial policy.

Questions of productivity, industrial com-
petitiveness, and economic efficiency have
also moved toward the forefront of attention
in the executive branch and the public at
large. Despite widespread interest, there are
still differing interpretations of what indus-
trial policy for the United States means and
differing opinions on whether an integrated
industrial policy would be desirable.

Within Congress, a considerable number of
committees and subcommittees have respon-
sibilities relating to industrial policy, but
there is no one committee in either House
with industrial policy as a primary responsi-
bility. In the Senate, the Finance; Commerce,
Science, and Transportation; Appropriations;
and Budget Committees all have interests in
certain subsets of industrial policy concerns,
but so does the Banking, Housing, and Urban
Affairs Committee—which found itself with
responsibility for the Chrysler loan guaran-
tees—as well as the Foreign Relations; Envi-
ronment and Public Works; and Labor and
Human Resources Committees. In the House,
the Ways and Means; Banking, Finance, and

Urban Affairs; Appropriations; Energy and
Commerce; and Small Business Committees
all make policies affecting industry, as do the
Education and Labor; Foreign Affairs; and
Science and Technology Committees. The
Joint Economic Committee has oversight juris-
diction but not legislative authority. It might
therefore be appropriate for Congress to con-
sider activities aimed at clarifying the mean-
ing and implications of industrial policy; at
examining institutional capabilities for ana-
lyzing the problems of industry and reaching
consensus on objectives; and at fitting on-
going legislative activities into an evolving in-
dustrial policy framework or perspective.
Concrete actions Congress might consider in
the near term are outlined below.

One example of response to continuing in-
terest in problems related to competitiveness
and industrial policy has been the formation
of congressional caucuses organized to deal
with policy issues such as exporting and in-
novation—as well as those focused on partic-
ular industries (e. g., the Steel Caucus). Con-
gress might wish to reshape such activities to
explicitly encompass industrial policy. A
more decisive step would be to create a for-
mal task force on industrial policy—or alter-
natively, an ad hoc committee—to bring
together members and staff from various
committees. Formulation, coordination, and
evaluation of industr ial  policy measures
might benefit from such mechanisms for
facilitating interactions among the various
committees of the House and Senate that are
responsible for legislation directly affecting
industry. Other useful activities could include
seminars on industrial policy topics such as
those organized during 1980 by the Con-
gressional Reseach Service and the Congres-
sional Clearinghouse on the Future.

Recognition of industrial policy in the ex-
ecutive branch has been reflected in limited
form in proposals for “economic revitaliza-
tion, ” as well as efforts such as the Domestic
Policy Review on Industrial Innovation car-
ried out by the Carter administration. More
specifical ly focused on the international
trade competitiveness of U.S. industry were a
pair of executive branch studies mandated by
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Congress in the Trade Agreements Act of
1979. These studies—on export policy 11 and
on U.S. competitiveness l2—were coordinated
by the Trade Policy Committee. Congress
could choose to request such reviews on a
continuing basis, as it did for the 5 year out-
looks on science and technology required by
the National Science and Technology Policy,
organization, and Priorities Act of 1976.

Other opportunities within the executive
branch might be found in a revitalized Na-
tional Productivity Council. The Council, es-
tablished by executive order in 1978, was in-
tended to provide a focal point for executive
branch activities related to productivity,
superseding the National Center for Produc-
tivity and Quality of Working Life, whose au-
thorization had been allowed to expire. To
date, the Productivity Council has had little
visibility, but it could be strengthened.

Congress might also reinforce efforts to
develop cooperation and consensus on the
objectives of industrial policy beyond the
Government itself. The recent trend toward
advisory committees and commissions such
as the Steel Tripartite Advisory Committee
reflects a desire by both Government and the
private sector to stimulate meaningful dialog.
Congress could seek to broaden such commit-
tees to include stronger representation by
labor and particularly by public interest
groups, and also to ensure that such commit-
tees reflect the breadth and diversity of in-

, dustry— e.g., that they include representation
from firms that have performed both poorly
and well. Moreover, Congress could encour-
age such committees and commissions to
move  beyond  na r row sec to ra l  in t e res t s
toward the broader concerns of industrial
policy as a whole.

A further step would be to create a council
or other group to directly address the ground-
work for industrial policy. Such a council
could be located within the executive branch

and might have a small staff and an advisory
board of experienced and respected individu-
als from outside the Government (i. e., from
business, labor, universities, and public in-
terest organizations).

Such efforts would be essentially prepara-
tory, The recent executive branch reviews of
exporting and trade competitiveness remind
us that discussions of industrial policy in the
United States remain unfocused and prelimi-
nary. Knowledge and expertise relevant to
analyses of industrial policy and competitive-
ness are now widely diffused within the Gov-
ernment. The review of competitiveness—
conducted mostly by the Department of
Labor—devotes little attention to technology,
while from the OTA perspective technology is
an essential element in such an examination.
Yet within the Government, technological ex-
pertise is concentrated in agencies and lab-
oratories with operational responsibilities
such as the Department of Defense, the Na-
tional Aeronautics and Space Administra-
tion, and the Department of Energy, Such
agencies are not oriented toward industrial
policy.

OTA has emphasized the desirability of im-
proving the analytical capability of the Fed-
eral Government as a step towards a more co-
herent industrial policy precisely because the
capability which Government can now bring
to bear is spread so thinly through the agen-
cies. Another way Congress could begin to
lay groundwork for industrial policy is thus
by improving the institutional infrastructure
for such analyses.

For instance, an analytical group intended
as a locus for industrial policy might be
formed by drawing together skills and exper-
tise from existing agencies and attaching it to
an executive branch program—perhaps to an
upgraded and expanded Bureau of Industrial
Economics in the Department of Commerce
(although much more than economics is
needed—e. g., expertise in technology, as well
as in the analysis of social impacts). Alter-
natively, a group with ongoing policy re-
sponsibilities could be added to an independ-
ent agency such as the International Trade
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Commission. Another option is for Congress
to strengthen its own capability.

Among the functions of such a group—
whether located in the executive or legisla-
tive branch—might be economic and industri-
al projections. Its other responsibilities could
include: analysis of technological develop-
ments in the United States and abroad;
evaluations of the impacts of Government
regulations on competitiveness; and acting as
a central point for digesting and disseminat-
ing information on trends in markets, interna-
tional trade, and technology in forms useful to
business and industry. Because similar work
is sometimes carried out in other Government
agencies— with widely varying effect ive-
ness —as a first step, it might be appropriate
simply to conduct  a  review of exist ing
analytical capabilities relevant to competi-
tiveness, economic efficiency, productivity,
and industrial policy. Such a review would
not be another study of competitiveness itself,
but an inventory of capabilities for analyzing
competitiveness.

In all probability, movement toward a more
coherent industrial policy in the United States
will prove slow and incremental. Therefore,
Congress is likely to face important decisions
on policies affecting industry before any
clear framework or perspective for industrial
policy emerges. As as result, it seems ap-
propriate for OTA to suggest, based on the
preceding chapters, those elements of a mac-
roindustrial approach that appear to have
the highest priority—both for improving the
performance of the American economy in the
near term, and from the longer term per-
spective of maintaining and enhancing U.S.
competitiveness over the 20-year period of
substant ial  industr ial  change out l ined in
chapter 7.

In the near term, the climate seems favor-
able for tax policies intended to encourage
capital investment that could improve the
productive efficiency of U.S. industry. OTA’S
study of the steel, electronics, and automobile
industries indicates that such measures could
have posi t ive effects  i f  tax policies are
designed with these objectives in mind. Be-

cause U.S. industries compete for investment
funds among themselves and also with nonin-
dustrial sectors of the economy, undifferen-
tiated tax cuts might not lead to increased in-
vestments in modernization of equipment,
upgrading of worker skills, or technology
development. Tax policies that are specifical-
ly designed to encourage productive invest-
ment in industry, and to stimulate R&D and
the development and diffusion of new com-
mercial technologies, are more likely to have
directly beneficial impacts on competitive-
ness and productivity,

Congress could also give a high priority to
more effective measures for stimulating in-
dustrial innovation. A continuing effort in
Congress and the executive branch on sev-
eral fronts dealing with innovation—e.g,,
cooperative R&D, patent policy, development
of better mechanisms for the diffusion of
technology, evaluation of Government regu-
lations—could be a significant contribution to
the development of industrial policy.

On a longer term basis, OTA’S study indi-
cates that the United States—along with
many other industrialized countries—could
profitably develop more workable and effec-
tive mechanisms for economic adjustment.
Adjustment policies—e.g., for increasing the
versatility and mobility of labor, for manag-
ing the decline of sectors that have lost com-
petitiveness, for retraining people with ob-
solescent skills—have not functioned well
here or abroad. Such problems are likely to
intensify in the years ahead—they will cer-
tainly not disappear. The disappointing re-
sults of programs such as Trade Adjustment
Assistance indicate that economic adjust-
ment may be a policy area that Congress and
the executive branch need to reevaluate,

Education and training of the work force is
essential for both innovation and for effective
economic adjustment. Government policies
and corporate decisions are made by individ-
uals whose attitudes, values, and skills are
shaped in part by their education. Industry
depends on skilled workers, capable engi-
neers, and competent managers to build and
maintain competitive firms and industries.
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Investment in the human resource could be industrial policy oriented toward the long-
the most vital single element in a macro- term needs of the U.S. economy.

Summary and Conclusions
This chapter began with a brief review of

policies having largely aggregate objectives.
The dominant tradition in the United States
has been reliance on fiscal, monetary, and
tax policy to promote overall economic wel-
fare and to moderate extremes in the busi-
ness cycle, While the competitiveness of U.S.
industry is directly related to aggregate eco-
nomic health, there has seldom been any at-
tempt to couple macroeconomic policies to
policies dealing with individual industries,
nor has competitiveness been a common goal
of public policies,

Other types of aggregate measures have
also had shortcomings. Economic adjustment
policies in the United States have been reac-
tive rather than prospective and supportive.
Trade adjustment assistance functions pri-
marily as unemployment compensation, and
does not confront the real problems of adjust-
ment—mobility, education and training. Sci-
ence and technology policies have sometimes
overemphasized science at the expense of
technology—a more directly determining fac-
tor for international competitiveness. U.S.
trade policy has yet to fully reflect that the
country no longer enjoys technological advan-
tages so large that it can refrain from insist-
ing on fully reciprocal treatment in terms of
both tariff and nontariff barriers.

While the United States was able to op-
erate quite successfully without a consciously
developed industrial policy in the past, cir-
cumstances have changed, U.S. firms are
more exposed to foreign competition both
here and overseas. Other countries have rap-
idly developed their economies and their tech-
nological abilities. American firms are no
longer the undisputed world leaders in many
markets that they once dominated. It is not
clear that the United States—faced with de-
clining industries, slow economic growth,
friction with our allies over trade, constraints

on supplies of energy and other resources,
persistent inflation, and structural unemploy-
ment—should continue as in the past.

A compelling argument in favor of the in-
dustrial policy alternative is that, in its
absence, political pressures may lead to hap-
hazard, counterproductive policies intended
to aid particular industries or firms. Such ac-
tion tends to interfere with economic growth
and adjustment. A market economy inevitably
produces winners and losers. The winners
generally have few grievances to press
through political channels. The losers are
likely to attempt to use the political process to
reverse their losses. Industrial policy could
provide a consistent framework for eval-
uating the claims of interested parties, and
for judging the costs and benefits of policy
alternatives,

OTA suggests “macroindustrial policy” as
an approach to the task of developing an in-
tegrated perspective on policies toward in-
dustry. By emphasizing aggregate and market
promotion measures, macroindustrial policy
would aim at flexible response to changing
conditions, not a rigid “strategy,” Macro-
industrial policy would minimize aid to speci-
fic industries, rather attempt to ease the
transformation to a  high-technology,  re-
source-efficient society, It would place high
priorities on retraining and educating work-
ers with the skills needed for new jobs and on
encouraging labor mobility; on technological
innovation, in manufacturing processes as
well as products and services; on incentives
to improve capital formation, energy efficien-
cy, and productivity; on open trade and com-
petition in domestic markets coupled with
support for American industries seeking to
export. The intent of such a policy would be to
retain and supplement the dynamism, com-
petition, and adaptability that have tradition-
ally characterized the U.S. economy,


