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Industrial Policy, Part 2:
Is anew New Deal the answer?

Industrial Policy, New Deal Style: The Blue Eagle of the National Recovery Administration

Fifty years ago this Spring, in the midst of the Great Depression, President Roosevelt launched the
“Hundred Days.”” Civen our own problems, and the current proposals to avercome them, a recital of
even some of his early New Deal measures is hauntingly familiar. To solve a domestic financial crisis
brought on by international developments, the President decfared a bank holiday, suspended gold trans-



actions, and baifed out the banks. Federal spending was out of control: Roosevelt froze, indeed he reduc-
ed, federal payrolls and veterans’ pensions. Price supports and acreage reductions were enacted to arrest
farm insolvencies and reduce staggering agricultural surpluses. Under Presidential leadership, Congress
created a large public works program and a Civilian Conservation Corps for reforestation and other
ecological endeavors, began ambitious energy projects like the TVA, and otherwise attempted to “create
jobs' and build up the nation’s neglected “infrastructure.”

New Deal industrial policy—the National Recovery Administration (NRA)-—was based squarely on
the industrial mobilization experience of World War I, butalso, to a lesser degree, on the business, govern-
ment, and union “cooperation” experiment in Mussolini’s ltaly. “I'do not think we will ever have industry
in order,”” Senator Robert F. Wagner (D, N.Y.), the NRA’s principal congressional supporter, explained,
“until we have [a] nationally planned economy, and thisis the first step toward it.”” Led by Ceneral Hughs.
Johnson (a World War | draft organizer), whose famous Blue Eagle logo adorns our cover, the NRA
amounted to a scheme whereby industry representatives {with occasional union help) established “’codes
of fair competition’ covering minimum prices and wages, and other working conditions. The President
was empowered fo declare these legally binding,

The NRA eventually fell apart and was declared unconstitutional. Neverthefess, the idea of coor-
dinated economic planning, and of the need for “cooperation” between business, government, and
forganized) labor to solve common economic problems, has lived on. Among readers of the Man hattan
Report who responded to our recent poll, for instance, the “Adversarial Relationship between Business,
Government, and Labor” was second only to “Uncompetitive domestic wage costs” asa perceived threat
to economic recovery (the ather leading problems named included “Overemphasis on short term goals
by management,” "Costs of environmental and safety regulation, ” and “Buildup of Defense Spending”}.
And among the public al large, a few have boldly urged the reestablishment of the Reconstruction Finance
Corporation (RFC), a federal government financial institution (created during Hoover’s Administration;
which became the nation’s largest investment bank during the Depression. But is a new New Deal the
answer?

This Manhattan Report follows up on our previous exploration of Japanese economic planning
(Volume 11, No. 7) with an examination of American industrial policy proposals, The first article, “Why A
U.S. Industrial Policy Will Fail,” was jointly written by Professors joseph Badaracco and David Yoffie,
both at the Harvard Graduate School of Business Administration. It was presented at, and formed the basis
of. a roundtable seminar organized by the Manhattan Institute. The second article is based upon the
discussion of this paper. The third article excerpts an interview (conducted by Manhattan Report
Senior Editor Thomas W. Hazlett) with William G. Quchi, Professor of Management at UCLA, and the
author of the bestselling Theory Z: How American Business Can Meet the Japanese Challenge. It
contains some controversial ideas about U.S. management, labor refations, and public policy by a student
of American and fapanese management practices.
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WHY A U.S. INDUSTRIAL POLICY WILL FAIL

Professor Joseph Badaracco
Professor David Yoffie

Joseph Bégiaracco

America’s economic problems are painfully
familiar—declining competitiveness, stagnant
productivity, rising unemployment, and so forth.
Nearly as familiar are the government policies
intended to remedy these problems. During the
1970s we tried elements of Keynesianism and
monetarism. Under the Reagan Administration,
we are experimenting with supply-side econo-
mics. But serious economic problems persist. Asa
result, a striking new prescription is gaining atten-
tion and support, It is called industrial policy, and it
could become a guiding force in American econo-
mic policy in the 1980s.

The basic idea of industrial policy isthat a new
set of government policies can improve economic
performance by helpingto guide investment away
from declining industries, companies, and prod-
ucts and towards growing ones. This is certainly an
attractive proposition. But will a U.S. indus-
trial policy work? We are convinced that the
answer is no.

Strong and Weak Industrial Policies

Part of the attraction of industrial policy is the
vagueness of the idea itself. Industrial policy
means different things to different people. But all
the proposals share at least one characteristic: they
recommend new government policies that seek to
change patterns of investment, within industries
and between industrics.

The various proposals fall somewhere along a
spectrum that ranges from what we will call strong
industriat policies to weak industrial policies. The
stronger versions of industrial policy resemble the
powerful Ministry of International Trade and
Industry (MITI), the overseer of Japan’s postwar
economic miracle. A strong U.S. industrial policy
would replace our current hodgepodge of ad hoc
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government policies and market transactions. Like
a visible hand, it would guide resources towards

" promising sectors, thereby meeting the produc-

tivity and competitive chalienges facing the U.S.
Of course, few proponents of industrial policy say
outright that government shouid pick winners and
losers. But policies they recommend inevitably re-
quire difficult choices between regions, industries,
and companies,

Near the other end of the spectrum are weak
industrial policies. These would rely much less
heavily on centralized government authority, In-
stead, industrial policy would emerge from a
variety of forums in which companies, govern-
ment officials, and labor representatives would
work together towards a consensus on emerging
problems and opportunities in particular
industries,

Creating A Strong Industrial Policy

The first hurdle for a strong industrial policy is
the creation of an industrial policy institution. The
institution could be created in one of two ways.
One would be to start with a small-scale industrial
policy group somewhere in the executive branch
that could slowly evolve into a highly influential
and respected institution, A shorter path to indus-
trial policy is through widespread agreement that
America faced a crisis demanding a major restruc-
turing of business-government relations. On the
surface, both these approaches may sound plau-
sible. But in practice neither is likely to lead to the
creation of a truly strong industrial policy.

The evolutionary approach assumes that the
United States government could stowly build the
expertise necessary to guide major sectors of our
complex economy. Such an institution would
have to draw on the best and the brightest of



American society, much in the same way the
Japanese government attracts the best students
from Tokyo University and the British govern-
ment has been manned by an elite from Oxford
and Cambridge. Moreover, this new breed of
civil servant would be expected to remain in the
government. The two year stints in Washington
of the average assistant secretary or
undersecretary would not provide the contin-
uity and the in-depth knowledge required to
manage a strong industrial policy.

The very idea of a professional government
elite presupposes nothing less than a revolution
in our civil service. In order to attract the very
best of America’s students, the government might
have to offer salaries comparable to those of the
consulting firms, investment banks, and Wall
Street law firms that presently compete for top
students from prestigious business schools, law
schools, and public policy programs. Yet, in
October 1981, the government paid its most
experienced, highest level executives $52,650,
while relatively inexperienced Harvard MBAs
were offered salaries that ranged from $50,000 to
$70,000 for their first year at a consulting firm.

Of course, talented young professionals can
and do enter government for reasons other than
money. In particular, the prestige, challenge, and
opportunity for service offered by a new industrial
policy organization could offset pecuniary con-
siderations. Observers of American government,
however, have conciuded that public service is
not the career of choice for the most ambitious.
Tocgueville undoubtedly overstated the case
when he said: “The pursuit of wealth generally
diverts men of great talents and strong passions
from the pursuit of power; and it frequently hap-
pens that a man does not undertake to direct the
fortunes of state until he has shown himself incom-
petent to conduct his own” Nonetheless, the U.5.
government has rarely been able to attract and
hold America’s best.

A strong industrial policy would also require a
revolution in relations between Congress and the
executive branch. Congress routinely oversees
and intervenes in the operations of executive
agencies. For example, in the late 1970s, the
Federal Energy Agency was continually harassed
by congressional committees and the interest
groups they represented. Requests, demands, and
complaints by individual congressmen severely
hampered the agency’s administrative effective-
ness. If Congress did not suspend virtually all of its
routine powers, industrial policy would be merely
another arena for the interest group jockeyingthat
now shapes congressional decisionmaking.

A genuinely independent industrial policy
agency would also imply a revolution in refations
hetween the executive and the judiciary, between

the federal government and state governments,
and finally, among departments and agencies
within the executive branch itself. Without such
dramatic, almost unthinkable changes, an indus-
trial policy agency would not be independent. The
courts, for example, presently have a major say
in matters relating to corporate size, antitrust,
industry structure, and competition, After major
decisions by government agencies, attorneys for
various parties “race to the courthouse” and each
side seeks to have the decision reviewed in the
most favorable jurisdiction, Fifty state govern-
ments battle among themselves and with the
federal bureaucracy for federal money and com-
pany investment; and a myriad of executive agen-
cies—the FTC, EPA, OMB, the Export-import
Bank, and so forth—compete for influence onim-
portant economic guestions. Without
simultaneous revolutions in att these relationships,
U.S. industrial policy would hardly differ from the
fragmented and often contradictory government
actions that proponents of industrial policy
criticize so vigorously. None of these dramatic
changes is likely to occur in the normal course of
political events, yet a strong industrial policy
presupposes all of them.

The only prospect for such a dramatic trans-
formation would be an overwhelming national
consensus that America faced economic prob-
lems of the utmost seriousness. Indeed, in the fast
100 years, severe national crises, such as the Great
Depression and World War I}, have provided the
opportunity for radical changes in relations among
private and public institutions. During World War
i, the U.S. had a strong industrial policy of sorts. 1t
had the relatively simple objective of producing
war materials with little concern for such compli-
cating factors as international competitiveness, an-
titrust laws, or competing national objectives.
Business-government relations were transformed,
albeit temporarily. General Motors became the
nation’s largest producer of war materials, and it
was run by a War Administration Committee
whose principal concern was close collaboration
with government agencies. Perhaps urgent,
national concern ahout lagging productivity, poor
international competitiveness, and a declining
standard of living could be the catalyst for another
restructuring of relationships. A national crisis
could disarm interest groups that fight for parti-
cularistic needs, allow for changes in antitrust
faws, and induce Congress and the states to cede
authority to the White House,

Fortunately for America and unfortunately for
proponents of industrial policy, a crisis of catas-
trophic proportions is not yet upon us. The dete-
rioration in the Uinited States’ international posi-
tion is real, but it is not as widespread or calami-
tous as many believe. Despite lagging productivity
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“Despite lagging productivity and trade deficits, the U.S.
had impressive export surpluses in 1981 in capital

goods, agriculture, and industrial supplies’’
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and trade deficits, the U.S. had impressive export
surpluses in 1981in capital goods, agriculture, and
industrial supplies. The U.S. also had a larger share
of world exports of manufactured goods in 1981
than they had in 1975. [See accompanying ex-
hibits, pp. 5, 6.] And even though Japan has built a
large trade surphus with the U.S., American export
successes have been a problem of equal magni-
tude for Europe and dozens of other countries
around the world.

We are not saying that America does not have
a competitive problem: energy dependence and
slippage in our basic industries are serious con-
cerns. But a crisis of momentous dimensions does
not loom on our horizon. Unlike the Depression
of the 1930s, industrial production has not totally
collapsed, and unlike Waorld War |1, we have no
clear and present danger to justify massive struc-
tural change. How a strong industrial policy insti-
tution can he created under our current circum-
stances is anyone’s guess,

Managing fndustrial Policy

Neverthefess, it is possible that lagging pro-
ductivity, continued recession, and dramatic
problems in a few important and politically
powerful industries could fead Congress to create
an executive agency with some significant in-
fluence on patterns of investment. To be effective,
such an industrial policy would have to meet at
least two basic criteria. First, it would have to be
managed in a relatively apolitical or neutral way.
Otherwise, its actions will be the pawns of the
strongest political forces, The second criterion is
that industrial policy must improve the perfor-
mance of [J.S. companies, large and small. It is the
sum total of company-level business decisions—
affecting product lines, pricing, investments, labor
relations, and so forth—that determine America’s
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competitive position in world markets. If an
industrial policy cannot improve company per-
formance, it won't affect U.S. economic
performance.

We doubt that a U.S. industrial policy would
meet either criteria. it would be a triumph of hope
over experience to think that the political contest
over industrial policy would end once enabling
legislation was passed. The political battle would
have just begun.

As an opening maneuver, all the major politi-
cal players—powerful companies, their industry
associations, labor unions, government agencies,
members of Congress—will survey the range of
possible industrial policy measures and take aim at
those that threaten them. Conflict will then com-
mence on several well-tradden battlefields. Inter-
est groups will try to shape the operating proce-
dures, staffing requirements, and the budget of the
industrial policy agency—every aspect of the
mnstitutional framework that will influence subse-
quent decisions on industrial policy. Then these
parties will lock horns over each particular deci-
sion. Prospective winners will array their forces
against prospective losers. Skirmishes will be
fought over the agency’s access to information, its
methods of making decisions, its power to imple-
ment decisions, and over the opportunities for
dissatisfied parties to appeal these decisions. And
unless enabling legislation lessened the power of
the judiciary, there would be court challenges to
unwanted actions. Just as the National Recovery
Act of 1933 was successfully overturned in the
courts, disaffected groups could conceivably tie
up the operation of an industrial policy agency for
most of the remainder of this century.

Proponents of a strong U).S. industrial policy
usually acknowledge political hurdles, but






