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This work focuses on the economic challenges the American economy has met
during the post-World War I era and on the new challenges ~ represented
notably by the competing economies of Japan, Germany, and the entire Euro-
pean Union — which confront it as the 21st century approaches. The book
shows how the transformations brought about by international competition fit
into the long-term processes of economic growth and change with respect to
structural mutations, technological development, the role of government, and
the evolution of government-business relations.

Professor Spulber presents a detailed critique of the thesis alleging that the
American economy has experienced some kind of decline. He demonstrates
not only that such a decline has not taken place but also that the economy will
continue to strengthen if growth and change are primarily left to emerge from
the impulses and incentives of the private economy.
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Preface

This book focuses on the economic challenges which the Amierican economy
has had to meet during the post-World War 1l era, and on the new challenges —
represented by the competing economies of Japan, Germany, and of the entire
European Union — which confront it in the perspective of the 21st century. The
book shows how the transformations brought about by challenge and response
fit into the long-run processes of economic growth and change with respect to
structural mutations, technological development, the role of the government,
and the evolution of government-business relations. The book presents a
detailed critique of the thesis according to which the American economy had
reached its developmental “summit” in the late 1960s/early 1970s, since when
supposedly it has been drawn increasingly into a process of decline. This
downward slide, which is said to parallel the alleged decline of the United
Kingdom in the 19th century, could, according to the partisans of this thesis, be
averted only by a crucial shift of U.S. policies toward more investment, a
holistic approach to industrial-technological change, and the selective target-
ing for “absolute advantage” in foreign trade of certain high-tech industries and
products. The book demonstrates not only that such a decline has not taken
place, but also that the American economy will continue to move forward
energetically, enterprisingly, and successfully if growth and change are left to
emerge from the impulses and incentives of the private economy.

Before the U.S.’s encounter with the supposedly increasing menace of the
triple juggernaut of Japan, Germany, and the European Union competing with
it in the contest for industrial-technological supremacy in the 21st century, one
should not forget that the United States had already successfully met other
great challenges. From 1917 until 1991, the world’s main economic, political,
and military developments had been deeply impacted, directly or indirectly, by
the epochal changes which had taken place in the former empire of the Russian
Tsars. Throughout its life span of over 70 years, the anti-Western and anti-
capitalist Soviet system exercised a totalitarian dictatorship over the peoples of
the Romanov’s great domain covering one sixth of the surface of the globe. In
addition, after World War II it commanded a vast allegiance from and an
immense influence over the rest of the world, thanks to the illusions it had
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generated about the nature and the purpose of its rule, as well as about its
supposed capacity to harness the “vagaries” of the market and to plan growth
and change in an orderly fashion. Soon after World War 11 Soviet military
power reached its apogee. But the Soviet economy, saddled with a growing
military burden, was increasingly falling behind that of the rapidly developing
United States and its Western allies. Yet the Soviet Union’s mastering of
nuclear technologies and the beginning of its space exploration placed that
country in a nightmarish balance of terror with the world’s leader, the United
States. This paradoxical “bipolar” era lasted until the collapse of the Soviet
Union in 1991.

Throughout these perilous post-World War II years, the United States met
Soviet military challenges head on while steadfastly providing an effective
shield behind which the entire Western world could continue to grow and
develop. Finally, by 1991, the Soviet economy collapsed, the Soviet empire
disintegrated along multiple fault lines, and the Soviet military threat receded.
For a still unspecified time, the deepening of vast and unrelenting economic,
social, and ethnic crises in the former USSR, the long and agonizing efforts to
restructure its society on a new basis, and, last but not least, the end of the so-
called cold war, removed this challenge from the horizon and opened up a new
historical epoch.

Even while the Soviet military threat was still an important presence, the
United States started to face another kind of challenge, represented by the
rising and rapidly growing competitive economies of Japan (along with certain
minor Asian countries), of Germany, and of the expanding European Union.
Under the impact of these conflicting factors, how exactly did the United States
maintain its world economic leadership, undergo the appropriate economic
transformations, and confront both the Soviet military challenge and the rising
economic challenge posed by reindustrialized Japan and Germany? What
directions did it chart as the old balance of power started to break down and as
the other kinds of challenges began to grow? Finally, how has the United States
decided to approach the complex contest for industrial supremacy in the 21st
century?

Certainly, immediately after World War II, triumphant America enjoyed an
unchallenged economic hegemony which remained uncontested until the mid
1960s. From then on, the U.S. supremacy started to be eroded by a number of
vexing and at times apparently unrelated problems both at home and abroad. At
home, the great U.S. postwar economic expansion began to falter in the late
1960s, toward the end of the Vietnam War, as the American economy stumbled
through combinations of stagnation and inflation punctuated by intermittent
but painful recessions. By the early 1970s, the American economy was begin-
ning to experience serious stress under the unfolding of vast yet subtle and
apparently unrelated mutations in regard to production processes, interrela-
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tions between manufacturing and services, business organizational patterns,
and the volume and structure of foreign trade. Abroad, large-scale transforma-
tions shook the economic environment at an unrelenting pace. While the
United States was still providing the West’s military shield, the American
economic leadership seemed to be overshadowed by the advances of its new
competitors. Their high rates of savings and investment, massive adoption and
adaptation of certain U.S. technologies, and faster economic growth rates
nurtured a growing challenge to the U.S. performance.

What exactly happened then to the worldwide economic position of Amer-
ica, to its powerful and complex manufacturing, to its skills, to its traditional
inventiveness and daring innovation? Was the U.S. falling behind certain crit-
ical technological changes which were taking place at dizzying speed in the
rest of world, particularly with regard to management strategies and organiza-
tion, commercial research and development, and foreign trade? Had it been
riveted, so to speak, to its ever-advancing military technologies, while its ex-
enemies and competitors had been transforming, updating, and upgrading their
civilian-oriented industries? Had a final industrial realignment among the great
powers already occurred — a realignment which was irremediably affecting the
contest for industrial and technological supremacy in the 21st century? Was the
U.S. government forced to attempt post-haste, as it were, the reshaping of the
American economy’s structure — its patterns of manufacturing, technology,
output, and employment — through global administrative intervention based on
an all-out industrial-technological strategy?

In discussing these issues and their wide-ranging implications, this book
falls into four parts. In Part I, I focus on the processes of U.S. economic growth
and change while the nation countered the Soviet military challenge from the
end of World War II to the threshold of the 1990s. In Part I, I examine the form
and content of the competitive challenge presented by the revitalized ex-enemy
countries, Japan and Germany, and by the European Union; sketch the basic
features of so-called organized capitalism; and argue against the criticisms of
our “individualistic” reliance on market-determined outcomes. In Part III, I
place our present situation in historical perspective, focusing on the structural
transformation of the American economy from the threshold of the 1870s to the
threshold of the 1990s. I pay particular attention to long-run changes in in-
come, employment, and public expenditures, consider in detail the shifts in
manufacturing and in services, and conclude with a comparison of U.S. perfor-
mance with that of the other industrially developed countries. Finally, in Part
IV, I discuss the main directions of U.S. policies as the struggle for technologi-
cal leadership in the 21st century grows in scope and intensity. 1 examine in
detail the tenor of the industrial-technological proposals advanced by the
Clinton-Gore administration, which are bound to have a deep impact on a
number of fundamental issues, including the framework of future government-
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business relations, As we shall see, these proposals indeed concern United
States policies with regard to the crucial question of the allocation of the
national product between consumption and investment; the relationship be-
tween government and business, particularly as it affects the growth and
development of U.S. manufacturing and technology; and the approaches to
competition and cooperation in what has become known as the “global mar-
ket.” The suggested changes involve, more specifically, a shift in emphasis
from the demand to the supply side (a perspective now commonly shared by
centrist Democrats and Republicans); a transition from a policy of ad hoc
intervention in the market to a fully integrated industrial policy; and the search
for new strategies in foreign trade, encompassing not only export targeting for
high-tech industries but also various barriers (other than tariffs) to foreign
penetration, and the creation and expansion of a regional trade bloc (NAFTA).

It is interesting to note that notwithstanding the historically preponderant
strength of the powerful U.S. industrial machine, whenever a great challenge
rises on the horizon — be it Soviet nuclear and outer-space defiance in the
1950s, or the intense Japanese industrial and economic competitive confronta-
tion from the 1980s on — quite a number of our decisionmakers, policy ana-
lysts, and guiders of public opinion seem ready to assume that the United States
is losing its leadership, is falling behind, and is incapable of rapidly adjusting
to change. Eventually, a subtle mobilization of energies does take place in U.S.
policy and the economy, a gathering of forces which finally shapes, first of all
under the impulses and incentives of the market, new responses which more
than counterbalance the presumed scope and strength of the foreign con-
tenders. Thus, the former Soviet Union did open up the outer-space era with the
launching of Sputnik in the late 1950s, but the United States leadership, with
the concourse of the nation, eventually succeeded in achieving an undisputed
lead in space exploration. Japan’s rapid industrial growth in the 1980s bested
the United States in some respects for a while. However, ultimately, powerful
growth and change in the American economy, along with the difficulties expe-
rienced by the Japanese economy in the early 1990s, finally made Japan recede
in the American consciousness both as a threat and as a model. But paradox-
ically, the policy proposals which germinate in the periods in which America is
alleged to be in decline are those which may finally shape its basic policies at a
time when the presumed decline is already perceived as unfounded. In a
strange fashion, then, the aging challenges and their deferred policy repercus-
sions ultimately shape, to a large extent, the future’s development.

This book is addressed to economists, historians, and policymakers, but hope-
fully it will also be of interest to the educated public at large. The research on
which it is based was funded in part by generous grants-in-aid extended to me
by Professor George Walker, Vice-President and Dean, Research and Univer-
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sity Graduate School, Indiana University. I am also greatly indebted to my
colleagues Professors Robert A. Becker, Roy Gardner, and Elyce Rotella, who
read part or all of the manuscript and made invaluable suggestions. I am in debt
to Professors Matei Calinescu, Tom Kniesner, and David Wildasin for advice
and comments, as well as for the useful materials they kindly put at my
disposal.

Finally, I am very grateful to the librarians of the Reference Department and
of the Government Publications Department of the Indiana University Library
for the continuous and very useful help they extended to me during the prepara-
tion of this work. My debt is also great to Ms. Suzanne Hull, of the Graphic
Services Department of Indiana University, who with understanding and abil-
ity produced the graphs included in the text; to Ms. Ruth Fishel, who carefully
and intelligently typed the various versions of the manuscript; and to Ms. Peg
Hausman for her wise and precise editorial help. Evidently, I am responsible
for all remaining errors.
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