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Chapter 1

Capital vs. Community

ON JUNE 30, 1980, Business Week finally sounded the alarm. The
decline of the American economy had become so serious that the
nation's leading business journal decided to devote an entire special
issue to detailing a comprehensive plan for revitalizing the U. S. econ-
omy. In a tone of uncharacteristic dismay, the editors concluded:

The U. S. economymust undergo a fundamental change if it is to retain
a measure of economic viability let alone leadership in the remaining 20
yearsof this century.The goalmust be nothing lessthan the reindustrializa-
tion of America. A conscious effort to rebuild America's productive capacity
is the only real alternative to the precipitous lossof competitiveness of the
last 15years,of which this year'swaveof plant closingsacrossthe continent
is only the most vivid manifestation. 1

The average person did not have to read Business Week to know that
America was in trouble. Since the early 1970s every day had brought
yet another sign of how bad things were becoming.
In Detroit, Polish factory workers, who had been among the hardest

hit by wave after wave of automobile plant shutdowns for three straight
years, were told that the world's largest car company was willing to
build a new factory and to give them jobs that they desperately needed
-<lnly if the city was willing to tear down their neighborhood to create
space for the new facility.
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In Pittsburgh, the U. S. Steel Corporation called a press conference
to announce that it would permanently close down fourteen mills in
eight states (principally in Pennsylvania and Ohio) within the year,
thus laying off over 13,000 workers. Its reward was an $850 million tax
break from the federal government, which it later put toward the down
payment on the purchase of Marathon Oil.
In southern California, the conglomerate that acquired a nationally

known cosmetics firm decided to shut down its entire Los Angeles
operation and move it to Tennessee. Although the new acquisition was
profitable in Los Angeles, it was not profitable enough, according to the
standards established by the new owners.
By the beginning of the 1980s, every newscast seemed to contain a

story about a plant shutting down, another thousand jobs disappearing
from a community, or the frustrations of workers unable to find full-
time jobs utilizing their skills and providing enough income to support
their families. Despite the ballyhoo surrounding the opening of new
high-tech firms in the North and the West, and the expansion of
boomtowns in the South, nearly everyone was coming to recognize that
something was dangerously amiss. The system that seemed so capable
of providing a steadily growing standard of living during the turbulent
1960s had become totally incapable of providing people with a simple
home mortgage, a stable job, or a secure pension.
One thing is certain. The economy has, for all practical purposes,

ceased to grow. During the 1960s, overall real U. S. economic growth
averaged 4.1 percent per year. As a result, the nation's gross national-product (GNP) expanded by a hefty 50 percent over the decade. This
permitted the average family to enjoy one third more real, spendable
income at the end of the decade than at the beginning. People com-
plained about the war and persistent inequality, but-with the notable
exception of millions of black, brown, and teenaged workers-few
among the great middle class could grumble about the rate at which
we were becoming, in Galbraith's words, "the affluent society."
The 1970s were different altogether. GNP grew by only 2.9 percent

per year. By 1979 the typical family with a $20,000 annual income had
only 7 percent more real purchasing power than it had a full decade
earlier. Ten years had brought a mere $25 more per week in purchasing
power for the average family. Moreover, every bit of this growth came
between 1970 and 1973, before the first OPEC price shock. Since 1973
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there has been virtually no real income gain. Thus even before the
1980s began, the American standard of living no longer placed us first
among the developed nations of the world. In fact, the best we could
do was tenth, not counting the Middle Eastern oil sheikdoms of Kuwait
and Abu Dhabi. By 1980 Switzerland, Sweden, Denmark, West Ger-
many, Luxembourg, Iceland, France, the Netherlands, and Belgium
had all surpassed the United States in per capita GNP>
That the average Swiss or Danish family enjoys a higher standard of

living than that of the average American is disturbing to a generation
raised on the unchallenged perception of America as Number One. But
the U. S. standard of living does not need to be compared to that of
the Swiss or the Danish to recognize the depth of the economic crisis.
When he was campaigning for the presidency in 1976,Jimmy Carter
suggested the use of a "misery index" to judge just how badly the
economy was performing. To compute the misery index, you simply
add the inflation and unemployment rates. In 1980 it reached nearly
20 percent, nearly three times its average level during the 1960s.3
Today the mortgage rate might be included in the misery index. If so,
the index of misery now common in communities all over the country
would be closer to 40 percent-a quantum leap in this measure of
distress.
Adding to the economic despair is America's apparent inability to

compete in the global marketplace. Our share of the world's manufac-
tured exports has fallen from more than 25 percent to less than 17
percent in the last twenty years, and relative to our strongest competi-
tors, it could easily be argued that we are being rapidly pushed to the
sidelines. It is disturbing to learn, for example, that. the 1980 trade
deficit with Japan reached over $10 billion. Even more shocking is a
listing of the two countries' major exports. In terms of dollar value, the
number one Japanese product sold to America was passenger motor
vehicles, followed by iron and steel plates, truck and tractor chassis,
radios, motorbikes, and audio and video tape recorders. In contrast,
America's top seven exports to Japan, in order of dollar value, were
soybeans, corn, fir logs, hemlock logs, coal, wheat, and cotton." The
trade deficit hides the disconcerting fact that, at least with respect to
our most important competitor, the United States has been reduced
to an agricultural nation trying desperately to compete with the manu-
facturer of the world's most sophisticated capital and consumer goods.
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Deindustrializing America

Underlying the high rates of unemployment, the sluggish growth in the
domestic economy, and the failure to successfully compete in the
international market is the deindustrialization of America. By deindus-
trialization is meant a widespread, systematic disinvestment in the
nation's basic productive capacity. Controversial as it may be, the
essential problem with the U. S. economy can be traced to the way
capital-in the forms of financial resources and of real plant and equip-
ment-has been diverted from productive investment in our basic
national industries into unproductive speculation, mergers and acquisi-
tions, and foreign investment. Left behind are shuttered factories,
displaced workers, and a newly emerging group of ghost towns.
The traces of widespread disinvestment show up in an aging capital

stock at home and in the diversion of investment resources to American
corporate subsidiaries operating abroad. In 1979 the average age of the
capital stock, from sprawling factories to intricate machine tools, was
7.1 years." Hence, much of our productive equipment was put in place
when oil prices were much lower. As a consequence, much of the
capital stock is energy-inefficient and, for this reason, outmoded. In the
steel industry, the capital situation is particularly serious. According to
industry experts, the steel companies are modernizing their equipment
at less than half the rate needed to keep plants up to date on a
twenty-five-year cycle.> Across all sectors in the economy, the average
rate of new investment has not even kept pace with the growth in the
labor force. 7
This does not mean that corporate managers are refusing to invest,

but only that they are refusing to invest in the basic industries of the
country. U. S. Steel has billions to spend, but instead of rebuilding steel
capacity, it paid $6 billion to acquire Marathon Oil of Ohio. General
Electric is expanding its capital stock, but not in the United States.
During the 1970s, GE expanded its worldwide payroll by 5,000, but it
did so by adding 30,000 foreign jobs and reducing its U. S. employment
by 25,000. RCA Corporation followed the same strategy, cutting its
U. S. employment by 14,000 and increasing its foreign work force by
19,0008 It is the same in the depressed automobile industry. Ford
Motor Company reports that more than 40 percent of its capital
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budget will be spent outside the United States, while General Motors
has given up its plans to build a new multibillion-dollar plant in Kansas
City, Missouri, and instead has shilted its capital spending to one 01
its lac iiities in Spain.?
The movement 01 capital can take many lorms that progress from

the virtually invisible to the drastic and dramatic. The most subtle
policy consists 01 the redirection 01 profits generated Irom a particular
plant's operations without management tampering with the establish-
ment itself. For example, the managers of a multibranch corporation
may decide to reallocate profits elI'riled from a particular plant's opera-
tions to new facilities or for new product development. Such "milking"
of a profitable plant turns out to be especially common among con-
glomerates, whose managers are trained to treat certain of their ac-
quired subsidiaries as "cash cows" (a term they themselves use). The
older plant is not run down or dismantled in the short run. However,
the loss of control over retained earnings increases the subsidiary's
chances of encountering trouble in the future. A step beyond the
milking operation is the conscious decision to reallocate capital by
running down a plant simply by failing to replace worn out or obsolete
machinery. In this case, management not only uses the profits from an
existing operation, but its depreciation reserves as well, for investment
elsewhere. Of course, this type of capital reallocation produces a self-
fulfilling prophesy. A plant that is not quite productive enough to meet
the profit targets set by management will very soon be unable to make
any profit at all.
Another method for shifting capital involves physically relocating

some of the equipment from one facility to another, or selling off some
of the old establishment's capital stock to specialized jobbers. The plant
remains in operation for the time being, but often at a much lower level
of production. Indeed, the equipment may not even be moved or sold,
but simply turned off when the managers decide to subcontract (or
"outsource") to another firm part of the work that used to be done in
the plant. The physical capital is still there, but Irom the point of view
of production this is also a case of disinvestment.
Finally, management can move capital by completely shutting down

a plant. It can sell as many of the old facility's assets as possible. In a
few cases it may even load some of the machinery onto flatcars or
moving vans and set up essentially the same operation elsewhere. This
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last option earned the epithet "runaway shop" in the 1930s, and again
in the 1950s, when industries such as shoes, textiles, and apparel left
New England for the lower-wage, non-unionized South.

A Trivial Problem?

Because so much disinvestment is invisible to all but those "';ho work
on the shop floor or to the managers who actually plan it, there has been
a tendency by academic researchers and journalists to recognize dein-
dustrialization only when the plywood goes up over the windows and
the "Out of Business" sign is posted, or when a plant is actually
relocated physically to another community elsewhere in the country or
abroad.
As a consequence of this narrow definition of the problem, there has

been a tendency to depict the widespread concern over capital Right
and disinvestment as essentially groundless.l? And, indeed, if only
plants that are physically moved from one place to another are counted,
the problem does appear trivial. Using data from the Dun and Brad-
street Company (D & B), a well-known private business credit-rating
service, David Birch of M.l.T. has shown that between 1969 and 1976
only about 2 percent of all annual employment change in the private
sector in the United States was the result of runaway shops.U
Perhaps because of such statistics on capital "Right:' some analysts

believe that the pace of capital transfer (particularly out of the older
"sunset" industries) has not been rapid enough. M.l.T. economist
Lester Thurow is probably the most highly respected advocate of this
position:

To have the labor and capital to move into new areas we must be able to
withdraw labor and capital from old, low-productivityareas. But ... disin-
vestment is what our economy does worst. Instead of adopting public
policies to speed up the process of disinvestment, we act to slow it down
with protection and subsidies for the inefficient.12

Thurow believes that unless we learn to disinvest more rapidly, America
will never again be able to compete effectively in the international
marketplace.
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This idea is certainly not a new one. Forty years ago Joseph Schum-
peter wrote that capitalist economies can only evolve to higher levels
of prosperity through a "process of Creative Destruction."13 According
to Schumpeter, a healthy, economy requires perpetual reincarnation.
The old industrial order, like a forest with its cycle of decay and
renewal, must undergo constant transformation to provide the material
sustenance for fresh enterprise. If this fails to occur, the economy and
the entire society surrounding it will stagnate and eventually crumble.
In essence, burgeoning modern industries, such as those that produce
sophisticated mini-computers. or fast-food chains that annually spew
out billions of identical cheeseburgers, arise from the remains of pre-
sumably obsolete textile, steel, and automobile plants. Disinvestment,
and lots of it, provides the only engine for reinvestment somewhere
else.
Is it possible that America's real problem is not enough disinvest-

ment? Certainly, looking no further than Birch's famous 2 percent
figure, one would probably have to agree with Thurow. But looking just
below the surface and taking into account all the ways that capital
moves, a very different conclusion is in order.
Using the same data base that Birch uses, one finds the amount of

job loss due to disinvestment is anything but trivial. In fact, once all
the ways that a plant (or store or office) can be closed down (or made
obsolete) are accounted for, it is evident that somewhere between 32
and 38 million jobs were lost during the 1970s as the direct result of
private disinvestment in American business. The chances of even a
large, established manufacturing plant closing down within a given
seven-year period during the last decade exceeded 30 percent. The life
of smaller firms has become so precarious that only two out of five
establishments that existed in 1969 were still in business under the
same owners in 1976. As a result of plant closings in New England
industries such as shoes and apparel, anywhere from two to four jobs
were eliminated for every single new job created by new capital in-
vested elsewhere in the region. And this disinvestment phenomenon
was hardly limited to the old mill-based industries. In the New England
aircraft industry, 3.6 jobs were destroyed for every new one created; in
the metalworking machine industry the ratio was 1.6 to 1.0.
Moreover, contrary to popular belief, the deindustrialization process

has not been limited to the "Frostbelt." Almost half the jobs lost to
plant closings (and relocations) during the 1970s occurred in the Sun-
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belt states of the South and the West. In fact, the odds of a southern
manufacturing plant shutting down were actually a little higher than
for establishments in the North. Bankruptcies were responsible for
some of the job losses, but a great many of the shutdowns occurred in
establishments owned and operated by profitable companies. Tradi-
tional business failure may explain a substantial proportion of the clos-
ings of very small, independently owned businesses, but in an era of
huge conglomerates and multinational, multiunit enterprises, the
major reason for disinvestment lies elsewhere.

The Personal and Social Costs of Deindustrialization

It would be convenient if there were some simple way to define, let
alone measure, the optimal amount of disinvestment. Then there
would be a standard against which to test the actual amounts of "crea-
tion" and "destruction" associated with the capital investment deci-
sions of corporate managers. A possible estimate could be made as to
how the victims of deindustrialization should be compensated for their
losses. Unfortunately no such simple balancing of costs and benefits is
even remotely possible. At best what the process of creative destruction
is supposed to do for the economy can be compared with its actual
consequences.
Doing this reveals an enormous amount of evidence that the eco-

nomic reincarnation process is not working according to the book.
Disinvestment is supposed to free labor and capital from relatively
unproductive uses in order to put them to work in more productive
ones. But very often this is not the case. Virtually all studies of workers
who lose their jobs as the result of a plant closing show that a large
proportion of the unemployed take years to recover their lost earnings
and many never find comparable work at all. For example, automobile
workers who lose their jobs in this high productivity industry are found
two years later to be in jobs that pay on the average 43 percent less.
Even six years after losing their jobs, these workers have recovered only
about five sixths of the salaries they would have been earning had they
not been laid off. Similar long-term earnings losses are recorded for steel
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workers, meat packers, aircraft employees, and those who refine petro-
leum, produce flat glass, and make men's clothmg.v' These are not
merely personal losses, for when a worker is forced out of a high
productivity job into a low productivity job, all of society suffers. Real
productivity goes down when the experienced, skilled autoworker in
Flint, Michigan, ends up buffing cars in the local car wash.
The same is true for investment capital. Moving resources out of an

obsolete textile mill into a new high-tech factory may increase the
productivity of those working with the new equipment, while society
may benefit from the products of the new industry. But this will almost
definitely not be the case when the resources that are released are used
merely to acquire another existing business, to speculate in real estate
or pork bellies, or to shift investment abroad.
The costs of disinvestment go well beyond lost wages and foregone

productivity. Workers and their families suffer serious physical and
emotional health problems when their employers suddenly shut down
operations, and the community as a whole experiences a loss of revenue
needed for supporting police and fire protection, schools, and parks.
Entire cities and towns can be brought to the brink of bankruptcy, as
has happened in Detroit, Cleveland, and a host of smaller municipali-
ties throughout the industrial Midwest. The creative destruction pro-
cess breaks down in an obvious way when deindustriali~tion produces
permanently elevated levels of unemployment. The U. S. Bureau of
Economic Analysis has estimated that each one-point increase in the
unemployment rate, sustained over an entire year, costs the American
economy more than $68 billion in foregone gross national product, $20
billion in federal tax revenues, and $3.3 billion in added expenditures
for unemployment benefits, food stamps, and other forms of public
aid15
What about the bright side of the Schumpeterian process-the

newly developing sectors and regions that benefit from the vast influx
of fresh capital? Do these "sunrise" sectors make up for the losses
elsewhere and make the whole process worthwhile? The evidence from
the growth areas is not auspicious.
Boomtowns like Houston, Texas, that have doubled in population

since 1960 have had their highway, water, sewer, and school systems
stretched to the limit, as capital has rushed in to take advantage of the
"good business climate." The lopsided development that goes along
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with such frenzied capital investment almost invariably leaves its mark:
abject poverty counterposed to extravagant wealth, a despoiled environ-
ment, and crime rates that eclipse even those in the deindustrialized
regions from which capital is fleeing.
Moreover, with industry moving so rapidly, those who lose their jobs

in the older sectors of the economy rarely have a chance at employment
in the new ones--even within the same region. As a result, the creative
destruction process has become synonymous with our conception of the
"throwaway" culture. Instead of recycling people and communities
through the development process, the pace of capital mobility has
become so fast that people and communities are carelessly discarded
to make room for new ones.

Supply-Side Metaphysics and Other Explanations
for the Crisis

The laid-off steelworker in Ohio and the young couple in California in
search of an affordable mortgage experience the current economic crisis
in the United States in different ways. But they all share the feeling
that something has gone badly awry. Whenever things do go wrong
with the economy, even temporarily, there is no limit to the number
of explanations that suddenly appear. This certainly was the case during
the Great Depression, which in its own time was attributed to nearly
everything from prohibition to sunspots. Astrologers and numerologists
were then as prominent as economists (and on the average their expla-
nations may have been no more unreasonablel). We are in such a time
again.
For a tiny, but influential, clique of self-described neo-conservatives,

the root of the current crisis is to be found, not in some technical
maladustment in the economic machinery, but deep in the moral fiber
of society. Sociologists like Amitai Etzioni and writers like George
Gilder and Irving Kristol warn of an insidious moral decadence that has
invaded our affluent society.lv Gilder, whose book Wealth and Poverty
became an overnight best-seller when it was rumored that President
Reagan kept it at his bedside, sums up this perspective well.
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The problem of contemporary capitalism lies not chieflyin a deterioration
of physicalcapital, but in a persistent subversionof the psychologicalmeans
of production-the morale and inspiration of economic man.I?

Essentially, these "spiritual decay" theorists believe that Americans
have lost what Gilder calls the "psychological means of production"-
the commitment to innovation, entrepreneurship, and old-fashioned
hard work. We have simply become too extravagant, Etzioni warns. In
contrast, for example, to the earnest Japanese, the average American
has "turned away from hard work, saving, entrepreneurship, self-disci-
pline and deferred gratification-the values and behavior traits that
historically underlie our progress."18 Simply put, we have no one to
blame but ourselves. The crisis of American capitalism is fundamen-
tally a crisis of spirit, requiring a moral solution rather than a purely
economic one.
While secular theologians like Gilder, Etzioni, and Kristol have

made much of the moral corruption of modern society, a larger band
of economists has generated more than a little controversy by blaming
the entire demise of the U. S. economy on "big government." Supply-
siders like Arthur Laffer, Jude Wanniski, and (the unreconstructed)
David Stockman, the director of President Reagan's Office of Manage-
ment and Budget, believe that high taxes, generous welfare programs,
and business regulation stand as barriers to economic recovery because
they allegedly all but eliminate the reward for hard work and provide
a strong disincentive to savings and new productive investment.l?
Workers would love to work more, but after they pay the IRS, they are
left with so little that it is not worth the effort. Similarly, investors
would be willing to sink more into productive capital, but the after-tax
rates of return are so meager that it makes more sense to consume their
savings in luxurious living or to speculate in tax-sheltered, often unpro-
ductive investments. Shrinking the size of government is practically all
that is necessary to get the economic engine running again, if these
supply-siders are right.
Those who do not blame the average worker or the government for

the crisis often blame the Japanese. The entrance to the parking lot at
Solidarity House, the United Auto Workers' international headquar-
ters in Detroit, bears the sign: "Park Your Import in Tokyo!" With
250,000 members of their union on indefinite lay-off, the union's frus-
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tration at seeing the japanese share of auto sales reach 2.3 million units,
or 22 percent of the total domestic market, is understandable. In 1960
the japanese sold a total of 38,809 cars worldwidel-v By 1979 the
japanese were exporting nearly $26 billion worth of cars, stereos, video
records, televisions, machine tools, and other goods to the United
States, $450 worth for every American family. The United States,
however, exported only $17.5 billion back to japan.
It is easy to make scapegoats of the American worker, the federal

government, and the japanese. But it turns out to be very hard to make
the argument stick. Looking at the number of workers who hold down
two jobs to make a decent living, observing the growing incidence of
"workaholism," and taking note that in the last decade overall labor
force participation increased from 60 to 64 percent, it is hard to argue
that people are working less. In surveys, corporate managers rarely
describe their own employees as lazy or unproductive. In fact, one such
survey, appearing in Productivity, a well-regarded monthly business
magazine, reports that top managers at 221 major firms cited poor
management, weak capital spending, and poor training programs as the
major causes of depressed productivity-not workers themselves.U
Blaming the crisis on people's declining willingness to save for a rainy

day requires somehow explaining a great deal of evidence that personal
savings rates have not changed appreciably at any time since the late
nineteenth century.P If the blame is put on high taxes, welfare spend-
ing, and business regulation, an explanation somehow has to be found
for how fifteen other countries (including Germany, Sweden, and Italy)
collected a higher proportion of GNP in taxes and spent more on social
welfare, but managed throughout most of the 1970s to record greater
economic growth than the United States.P And blaming our troubles
on the japanese hardly takes away from the fact that we buy japanese
products not because they cost less-in most cases they no longer do
-but because they have learned how to build more attractive and
better quality products. Clearly, the blame for deindustrialization rests
elsewhere.
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Managerial Strategy and Class Struggle in
the Postwar Era

Deindustrialization does not just happen. Conscious decisions have to
be made by corporate managers to move a factory from one location
to another, to buy up a going concern or to dispose of one, or to shut
down a facility altogether. These things never happen automatically
nor are they simply a passive response to mysterious market forces. The
planning behind such decisions is usually intricate, often costly, and
extensive.
Deindustrialization is the outcome of a worldwide crisis in the eco-

nomic system. The very successes of the long postwar expansion gener-
ated conditions that ultimately turned the normal, and often healthy,
disinvestment process into a torrent of capital flight and wholesale
deindustrialization. During the boom years, U. S. economic expansion
abroad generated enormous short-run profits, but in the course of doing
this it helped to establish excess (unused) productive capacity in one
basic industry after another. Through their multinational subsidiaries
and the profitable sale of patents and licenses to foreign enterprises, the
leading American firms even helped to generate their own future com-
petition. In the 1970s this competition came back to haunt them in
virtually every major industry: steel, automobiles, shipbuilding, and
electronics, to name a few.
With no rational way to divide up the international market, U. S.

firms found themselves subject to intense world competition and as a
consequence, shrinking profits. One possible reaction to this situation
would have been to try to meet the new competition in the old-
fashioned way-an active search for new markets, increased research
and development, and investments in more efficient technology. Some
American firms took this route, but many more decided instead to
abandon the competition altogether (as in electronics), to reduce their
investments (as in steel), or to focus all their energies on reducing labor
costs and circumventing public sector taxes and regulations. In a des-
perate attempt to restore, or preserve, the rates of profit to which they
had become accustomed in the halcyon days of the 1950s and 1960s,
American corporate managers in the 1970s went to extraordinary
lengths to shift capital as rapidly as possible, from one activity, one
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region, and one nation to another. In the process, the industrial base
of the American economy began to come apart at the seams.
To be sure, capital flight has always been a tactic that management

wished to have at its disposal in order to "discipline" labor and to assure
itself of a favorable business climate wherever it set up operations. But
only in the last two decades has systematic disinvestment become, from
management's perspective, a necessary strategy, and from a technologi-
cal perspective, a feasible one.
It is crucial to view this development in the light of post-World War

II economic history. Itwas not only international competition that was
threatening corporate profits. The postwar series of labor victories that
successfully constrained the flexibility of management by regulating the
workplace and forcing the corporate sector to underwrite part of the
costs of the "social safety net" also contributed to the profit squeeze.
From the middle of the 1930s to the 1970s, organized labor in the

United States won major concessions on a broad set of issues that
ultimately limited capital's flexibility in its use of labor. One indicator
of this loss in flex"ibility and of the subversion of unquestioned
managerial discretion can be found in the sheer size of the contract
documents negotiated between unions and employers. The initial
agreement between the United Automobile Workers (UAW) and
General Motors (GM), signed in 1937, covered less than one-and-a-half
pages and contained only one provision: union recognition. By 1979 the
UAW-GM contract, with its extensive array of provisions covering
each of the company's 140 production units, contained literally thou-
sands 01 pages printed in proverbial small type. In exacting detail the
contract specifies hundreds of items from wage scales and a cornucopia
of fringe benefits to limits on subcontracting and the pacing of each
machine and assembly line; it even goes so far as to establish some rules
governing the introduction of new technology.
Each of these rules and regulations was forced into place by labor

for the explicit purpose of increasing job security and limiting the
discretionary power of management. With the important-indeed ab-
solutely critical--exception of limiting the right of management to
reduce the aggregate size of its labor force, these incursions by orga-
nized labor were highly successful. As long as management had to deal
with labor where workers were well organized, it was constrained to
operate within the set of rules that unions had long struggled to secure.
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Moreover, using the power of the State, labor won important conces-
sions from industry through the regulatory process. Minimum wages,
fair labor standards, occupational health and safety provisions, equal
employment opportunity, extended unemployment benefits, and im-
provements in workers' compensation constitute only a partial list of
the gains made by labor during this period. Taken together, these
victories limited management's ability to extract the last ounce of
productivity from labor and thus the last ounce of profit.
During the heyday of American economic power, from 1945 to

about 1971, industrialists were able to reap healthy profits while afford-
ing these concessions to organized labor. The so-called social contract
between labor and management even proved advantageous to the cor-
porate sector, for it assured some semblance of labor peace needed for
continued economic expansion. Corporations did not complain as bit-
terly in the early 1960s when they were earning an average annual real
rate of return of 15.5 percent on their investments. Their attitudes
changed dramatically, however, when profits began to slip near the end
of the decade. By the late I 960s, the profit rate for non-financial
corporations had declined to 12.7 percent. It fell further as the result
of increased international competition. By the early 1970s, the average
rate had declined to 10.1 percent, and after 1975, it never rose above
10 percent again24
Management found that it could no longer afford the social contract

and maintain its accustomed level of profit. Instead of accepting the
new realities of the world marketplace, one firm after another began
to contemplate fresh ways to circumvent union rules and to hold the
line on wages. Of course, labor was not initially ready to concede its
hard-won victories; therefore to accomplish its goal of reasserting its
authority, management had to find some mechanism for disarming
organized labor of its standard weapons: the grievance process, various
job actions, and work stoppages. The solution was capital mobility. If
labor was unwilling to moderate its demands, the prescription became
"movc't-e-or at least threaten to do so. For one enterprise, this entailed
disinvestment. When entire industries adopted this strategy, the result
was deindustrialization.
The capital mobility option had always been available to some ex-

tent. The early American canal systems and the coming of the steam
locomotive allowed the transfer of production to new communities
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along the new transportation routes. What is different today is the
distance and speed over which that transfer can take place. Satellite-
linked telex communication and wide-bodied cargo jets provide a tech-
nical environment that has allowed production to become far more
spatially "footloose" than ever before. The linking of communications
systems to computers permits central management to coordinate
worldwide operations at lightning speed, while jet aircraft permit the
movement of physical commodities at near the velocity of sound-a far
cry from the 3.2 mile per hour of barge traffic on the Erie Canal in the
I 840s
The capital mobility option provided by the new technology has

shifted the fulcrum of bargaining power in favor of capital to an
unprecedented degree. It gives employers the ability to effectively insist
upon smaller wage improvements or, as has been seen in an increasing
number of core industries, actual wage rollbacks. In essence, the capital
mobility option provides industry with the power to make "take it or
leave it" propositions stick. There are some signs in the auto, steel, and
rubber industries that the strategy is actually beginning to work. But
the cost to workers and communities in the form of plant closings and
labor displacement has been enormous.
The capital mobility strategy is not merely aimed at organized labor.

The newly enhanced ability to move capital between regions within the
same country provides corporate management with the necessary eco-
nomic and political clout to insist upon reductions in local taxation, and
therefore cuts in community services and the social safety net. The
competition between local governments to retain existing capital or to
attract new private investment is leading to an extraordinary retrench-
ment in social programs as we have known them. The most noteworthy
victories of the corporate sector in this regard are found in Proposition
13 in California and Proposition 2V2 in Massachusetts. These substan-
tial tax cuts were actively supported by the banking and business com-
munities of each state, which suggested that failure of passage would
seriously undermine the "business climate" in their regions. The in-
terregional rivalry to attract capital, in light of the high degree of
threatened or real capital mobility, has led the business press to write
that the nation is in the midst of a new civil war-a new "war between
the states. "25 Without the heightened ability to move capital, this
could not have happened.
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The election of Ronald Reagan elevated the "civil war" to a new
level. To reindustrialize America, the federal government is insisting on
creating a "good business climate" in the United States through ex-
treme cuts in corporate taxes, drastic reductions in the government's
guarantee of the social safety net, and the virtual deregulation of the
private sector. Washington has joined the corporate sector in declaring
a class war on workers and their communities.
Ironically, there were those in the business community who foresaw

this a long time ago. In a special commentary in October 1974, Busi-
ness Week predicted a slower growing economy in which

some people will obviouslyhave to do with less, or with substitutes, so
that the economy as a whole can get the most mileage out of available
capital .... Indeed, cities and states, the home mortgage market, small
business, and the consumer, will all get less than they want because the
basic health of the U. S. is based on the basic health of its corporations
and banks: the biggest borrowers and the biggest lenders. Compromises,
in terms of who gets and who does without, that would have been un-
thinkable only a few yearsago, will be made in the coming yearsbecause
the economic future not only of the U. S. but also of the whole world is
on the line today.'6

The editors went on to observe that the idea that income and resources
would have to be redistributed to big business would be a hard pill to
swallow. To get the American people to swallow it, they predicted, was
going to require a "selling job" beyond anything that any country had
attempted in modern times.

The Contradiction Between Capital and Community

At the root of all of this is a fundamental struggle between capital and
community. In a brilliant paper, planning theorist John Friedmann of
UCLA, has developed a particularly dramatic formulation of the con-
tradiction between the imperatives of capital and people's need for
community and economic security. It is so beautifully formulated that
it is worth quoting at length:
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Two geographies together constitute a "unity of opposites." I shall call
them lite space and economic space. Although both are necessary for
the sustenance of modern societies, they are inherently in' conflict with
each other. Over the last two centuries, economic space has been sub-
verting, invading, and fragmenting the life spaces of individuals and
communities.
Life space is at once the theater of life, understood as a convivial life, and

an expression of it .... Life spaces exist at different scales [and] are typically
bounded, territorial spaces .... Places have names. They constitute political
communities.
In contrast, economic space is abstract and discontinuous, consisting

primarily of locations (nodes) and linkages (flows of commodities, capital,
labor, and information). As an abstract space, it undergoes continuous
change and transformation.
Economic space is open and unlimited; it can expand in all directions.

Indeed, its continuous expansion is vital to the reproduction of capitalist
relations as a whole. Expansion occurs ruthlessly ....
We can see the result in the dissolution of life spaces and their progres-

sive assimilation to economic space. The capitalist city has no reverence for
life. It bulldozes over neighborhoods to make way for business. It abandons
entire regions, because profits are greater somewhere else. Deprived of their
life spaces, people's lives are reduced to a purely economic dimension as
workers and consumers-so long, at least, as there is work.27

What deindustrialization ignores is that "people want to improve
their community, not abdicate from it."28 An unfettered investment
policy destroys communities and personal assets while it creates an
industrial "refugee" crisis of serious proportion-whole subcommuni-
ties without life space or work. Ultimately the process of creative
destruction is unsustainable, as Joseph Schum peter himself reluctantly
admitted in sections of his classic work seldom cited by his more recent
admirers:

Can capitalism survive? No, I do not think it can its very success
undermines the social institutions which protect it, and inevitably creates
conditions in which it will not be able to live and which strongly point to
socialism as the heir apparent.s?

In the long run, people simply will not accept the degree of instability,
insecurity, and other expressions of "pure rationality" that the process
requires. As Schumpeter implied, capitalism and democracy are ulti-
mately incompatible.
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The Great Reindustrialization Debate is over precisely these issues.
How do we build a stable, humane, equitable community and still have
economic growth? And how can we go about the business of construct-
ing a productive economy which produces livelihoods without destroy-
ing lives?
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Chapter 5

Corporate Strategy

and Government Policy

During the Pax Americana:

1946-71

WHY ARE entire industries undergoing systematic dismantling in all
parts of the country? Why are so many leading U, S, corporations
refusing to reinvest in the upgrading of their older facilities in the
nation's basic sectors? Why do they prefer instead to acquire already
existing plants, to diversify into unrelated activities, or to go abroad
instead of building at home? It is clear that the deindustrialization of
America is having severe repercussions on working people and their
communities, But why is it occurring at all? And why now?

In one way or another, most of the existing explanations of dein-
dustrialization-by authors like George Gilder, Jude Wanniski, Ar-
thur Laffer, Amitai Etzioni, David Stockman, Jack Kemp, and even
to some extent Lester Thurow-revert to the time-honored practice
of blaming the victim, The stagnation of American productivity and
the erosion of corporate profits, which have led companies to shift
their capital out of older sectors and locations, all too often are at-
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tributed to the selfishness, impecunity, or just plain lack of motiva-
tion of American workers (or to the incompetence of their elected
governments}!
We have a different notion of "the way the world works." To

understand deindustrialization requires a careful analysis of modern
corporate managerial strategies in the context of an increasingly inter-
dependent and competitive global economic system. We need to exam-
ine three interrelated phenomena: the struggles between firms for
shares of the market, the conflicts between employers and workers over
wages and profits, and the role that government plays in mediating
these crucial contests.
To make sense 'out of the current developments, it is necessary to

reinterpret American economic history since the end of World War
II and to comprehend the transformation from the heyday of modern
American capitalist growth-the Pax Americana, during which
U.S.-based companies dominated the international economy-into the
crisis atmosphere of the 1980s. The growth between 1945 and roughly
1971 in overall production and especially in corporate profits is the
subject of this chapter. In the next, the onset of the international
economic crisis in the 1970s experienced by business, workers, and
governments inside the United States will be examined. It is necessary
to find out what kinds of strategies were developed by American corpo-
rate managers to maintain profits in the face of the crisis, how deindus-
trialization has been part of that corporate response, and how the 1980
election of the most conservative national government in half a century
has promoted the long-run interests of capital, at the expense of per-
sonal security and community economic stability.

A Quarter-Century of American Economic Growth

The United States emerged from the Second World War with the only
major functioning army, with more than half of all the usable produc-
tive capacity in the world, and as the banker and creditor to both
former allies and former enemies.s Such overwhelming economic and
military superiority had not been seen in the world since the turn of
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the century when British pre-eminence had begun to wither under the
challenge from newer industrial countries.
America's domination of the global economy was cemented by the

establishment of the dollar as the capitalist world's principal reserve
currency at the 1944 Bretton Woods Conference. Daniel R. Fusfeld,
a professor of Economics at the University of Michigan, has shown how
the Bretton Woods agreement on fixed exchange rates pegged to the
dollar contributed to the takeover of foreign industries by U. S. corpora-
tions.! Under the system of international payments that prevailed until
1971, each nation was responsible for keeping the value of its currency
within I percent of its par value. To keep it within that range, the
central bank of each country was required to sell or buy its own cur-
rency on foreign-exchange markets. By running persistent and large
capital-account deficits in its balance of international payments, the
United States effectively forced foreign central banks to buy excess
dollars with their own currencies in order to decrease the supply of
dollars in circulation. This provided American investors with the
francs, marks, and other European currencies necessary to buy assets
in France, Germany, and elsewhere. Thus, as the price for international
stability, foreign central banks were put in the awkward position of
financing the takeovers of their own countries' industry.
In this environment, American corporations were able to make mas-

sive investments abroad in new plant and equipment, producing com-
modities for foreign markets and, later on, for re-importing back into
the United States itself. These direct shifts of private American capital
became truly enormous during the 1960s. One corporation alone, Gen-
eral Electric, increased its overseas capacity fourfold, from twenty-one
foreign plants in 1949 to eighty-two in 1969.4 The proportion of total
plant and equipment investment located outside the United States
doubled in the metal and machinery industries, from an annual average
of 14 percent during 1957-61 to 28 percent during 1967-70. By the
early 1970s, nearly one third of annual U. S. automobile company
investment was being placed abroad.?
The widespread plants, mines, distribution centers and offices of the

multinational corporations made up entire production systems linked
on a global scale. Their creation changed the very meaning of the oldest
and most sacred concept in economics: competition. By 1970, "close
to three-quarters of total U. S. exports and upwards of one-half of all
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imports [were] transactions between the domestic and foreign subsidi-
aries of the same [U. S. and foreign] multinational conglomerate corpo-
rations."6 Bulova Watch provides a clear example. Bulova now manu-
factures watch movements in Switzerland and ships them to Pago
Pago, in American Samoa, where they are assembled and then shipped
to the United States to be sold. Corporation President Harry B.
Henshel said about this arrangement: "We are able to beat the foreign
competition because we are the foreign competition."?
As a result of this unprecedented global expansion, the proportion

of total after-tax profits of U. S. corporations earned abroad rose stead-
ily from about 10 percent at the beginning of the 1950s to over 20
percent at the beginning of the 1970s. (By 1978 as a result of the kinds
of overseas co-production, licensing, and subcontracting arrangements
that will be examined in the next chapter, one third of the overall
profits of the hundred largest American corporations and banks were
extracted from operations located in other countries.l"
During the 1960s, the productive capacity of the American economy

nearly tripled, even after accounting for inflation. This meant uninter-
rupted, unparalleled, and unprecedented economic expansion from the
end of the 1961 (Eisenhower) recession to the 1969-70 (Nixon) crash.
It was a period in which economists declared the business cycle obsolete
and families saw their real incomes grow by a third.
Exports tooverseas markets and production abroad were more than

matched by an enormous burst of growth in the home market, abetted
after the early 1960s by explicit government deployment of expansion-
ary fiscal policies. Growth of the federally debt-financed, discretionary
incomes of working families provided an opportunity for business to
develop and market a wide range of new consumer goods and services.
The postwar sub urbanization of middle-class households, itself in part
an aspect of this explosive consumerism, set the scene for the prolifera-
tion of shopping centers, tract-housing projects, and a seemingly end-
less array of services related to the automobile, from drive-in restaurants
to drive-in movies.
And of course there was the private automobile itself. No single

product-with its extensive linkages to other economic sectors, includ-
ing highway construction and petroleum refining-has ever so domi-
nated the imagination of the population, or the base of a national
economy, as did the car. At its peak in 1965, the domestic automobile
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industry turned out 11.1 million cars, trucks, and buses in a single year.?
Nearly 10 percent of the value of all U. S. manufacturing shipments
in that year consisted of motor vehicles and motor vehicle parts.l"
When all of the employment indirectly created by the automobile is
taken into account, from used-car salesmen to typists in the automobile
insurance industry, it has been "guesstimated" that perhaps one out of
every six Americans owed his or her job to the existence of the private
car. No wonder, then, that the postwar boom is identified with the
automobile, or that the decline of the domestic automobile industry has
played such a central role in our own time in bringing the problem of
deindustrialization to the attention of so many people.

The Revolution in "Permissive" Technology

At the root of the American expansion in the 1950s and 1960s are two
enormously important phenomena: one is the development of a new
"permissive" technological environment that provided the technical
means for the expansion. The other was the continued centralization
of capital that provided the financial and administrative means to take
advantage of it.
The period under discussion is characterized by almost breath-taking

changes in technologies that permit managers to shift capital (and
products) across long distances, and to operate far-reaching networks
of production facilities. Of course, it is hardly a new development for
business to want to be able to move as far as possible at the cheapest
cost. But until comparatively recently, the prevailing technologies of
transportation, communication, and production sharply constrained
such free-wheeling mobility.
Consider, for example, the prevailing mode of freight transport in

the years before the Civil War. The Erie Canal ran 363 miles from
Albany to Buffalo. In 1830 it took four to six days to make the complete
journey at a speed that ranged all the way up to 3.8 miles per hour.
Those attempting to reach Buffalo from Schenectady in less than fifty
hours often found themselves facing a $10 speeding fine levied by the
overseers of the canal."! Even then the canal opened up the possibility
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for runaway shops. It enabled producers to move away from Albany to
seek cheap land on which to place their plant, a better supply of water
power, or cheaper labor.
The introduction of the railroad and later the interstate highway

system further reduced the time, and therefore the cost, of moving
things between places. As a result the technical environment became
more permissive for capital migration. In this way, the South could be
opened up to textile production directly, or indirectly linked to north-
ern capitalists.
The Wright Brothers and Alexander Graham Bell revolutionized

this environment still further. The introduction of air travel and the
telephone allowed production to take place at ever greater distances
from consumer and supplier markets. In an emergency, products with
a high dollar value relative to their weight could be airlifted for quick
delivery, and a central office manager in New York could be in close
communication with a factory manager in Los Angeles-coordination
of production could be accomplished almost instantly by telephone. By
the end of the 1950s, a transportation and communications technology
was available that permitted firms to think of themselves in national
and international terms rather than as tied to a single region or nation.
The development of these "forces of production" had taken a quan-

tum leap during World War II. Government-financed research and
development, cost-plus military procurement contracts, and-immedi-
ately after the war-the tremendous pent-up industrial demand for
every sort of producers' equipment all helped to revolutionize the
technologies of transportation and communication. The progeny of
this revolution came with the birth of the jet age-its jumbo transports,
telex, and the computer with its satellite communication links. These
developments allowed production and coordination to be carried on in
a truly worldwide market. The textile conglomerate that moved to
North Carolina could now also operate in South Korea and South
America, its managers able to control the looms in all these locations
by buttons on a computer console at its central headquarters in New
York. At their beck and call, banks of computers could keep worldwide,
instantaneous track of every spindle, every 100m, every worker. From
its world headquarters in Dearborn, Michigan, a manager at Ford could
adjust the speed of an assembly line in Australia or change the shape
of a hood ornament in Oermany.U (How the workers in these different
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locations might respond to such attempts at "remote control" is, of
course, another story.)
The jumbo jet and the computer were only the beginning. Multina-

tional corporations are now operating their own global communications
systems, thus entirely bypassing individual countries' local government
services-and regulations. One example is the creation of a new busi-
ness service, Satellite Business Systems (SBS). This partnership of
IBM, Comsat, and the Aetna Life Insurance Company is designed
explicitly to help multinational corporations facilitate communication
among their local factories, regional sales offices, and division and
corporate headquarters. According to one study of these developments

when SBS begins operations overseas .. no longer will transnational
enterprises be reliant on national postal, telegraph and telephone authori-
ties for any of their information needs, removing the last link in their
activities susceptible to governmental scrutiny and action.P

The new technology has also permitted a substantial amount of
"deskilling." In the years following World War II, inside the factory
and later the office, managers were introducing new machinery and
radically reorganizing work tasks in ways that reduced their dependence
on high-priced skilled labor. For example, the principle of the assembly
line was applied to everything from food processing to the assembly of
television sets and the packaging of cosmetics. So-called numerically-
controlled machine tools, based at first on mechanical principles but
then becoming increasingly computerized, were developed in indus-
tries such as automobile, aircraft, and electric products. These tools
greatly reduced the range of machining skills needed in anyone em-
ployee. In later years, in an even older trade, microcomputerized sewing
systems were invented that effectively removed the stitchers' control
of the pace of piecework production and reduced their work to a set
of simple machine-tending tasks, able to be done by unskilled, low-paid
workers. 14
The creation of these new technologies, and the work reorganiza-

tions to implement them, made it easier for managers to take advantage
of new sources of cheap and-at least, initially-tractable labor in
peripheral locations, both within the country and beyond its borders.
Together with the new developments in transportation and communi-
cations, these new production techniques thus made it both possible
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and attractive for firms to shift certain fragments of the production
process out of the "horne" region, altogether- This sort of spatial
reorganization of production, bound up in industrial-organization liter-
ature with theories of the "product cycle" or "innovation cycle" 15 ,
consists in part of actual physical relocations and (more commonly) of
the branching policies of multiplant or multistore corporations.
New techniques are not invented at random, only to become com-

mercially successful once an entrepreneur happens to stumble up
against one. At least in the modern age, technology is simply too
expensive to produce without an explicit purpose. In this sense, neces-
sity truly is the mother of invention. It is the logic of the competitive
market that creates the need for these technological advances-that
makes them profitable. Wide-bodied cargo jets were not built because
it was technologically possible to do so. They were built because there
was a demand for rapid and capacious transportation that could be used
to connect global production. Computer networks were explicitly de-
signed to permit coordination of production between widespread ter-
ritories. The most advanced machine tools, computerized numerical
control (CINe) equipment, were developed at the expense of the U.S.
Air Force in large part to alleviate dependence on skilled machinists.
So it goes.
But despite our fascination with new gadgets and space-age tech-

nologies, the mere existence of a permissive environment for capital
mobility does not assure that industrialists in the era of the Pax
Americana would have been able to take advantage of it. There had
also to be a transformation in the organizational form of ownership and
management of capital itself, capable of exploiting the new opportuni-
ties afforded by the technologies facilitating decentralized production.
No other development has had more influence on the deindustrializa-
tion of America than has the emergence of these forms.

The Growing Centralization and Concentration
of Control Over Production

Whatever their theoretical and ideological persuasions, all social ana-
lysts agree that the organizational structure of American business has
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undergone a radical change since the nineteenth century. A greater and
greater share of the productive capacity of the economy-financial
assets, physical assets, and labor power-has come under the control
of those increasingly complex, hierarchically-structured, private bureau-
cracies called corporations.
To be sure, more traditional, Jess complex, "competitive" business

enterprises still exist. In fact, in terms of sheer numbers, most firms in
the United States are still describable in this way, although the share
of small, and especially independently-owned, businesses in the total
private economy is on the decline (see chapter 7). But power has passed
overwhelmingly to the corporate sector and to the public bureaucracies
that regulate, procure goods and services from, and trade executives
with the corporations. And the largest of these are getting bigger and
more powerful over time16
This process, the centralization of control over production by rela-

tively fewer and fewer, ever more powerful organizations, is closely
related to the growing concentration of economic power. Orthodox
economists prefer to reserve the term "concentration" for describing
the extent to which a small number of corporations control most of the
sales in their particular industry. Centralization and sales concentration
normally, but not always, occur simultaneously (as in the automobile
companies). But there are many exceptions, notably the big oil compa-
nies, which control a large number of relatively small subsidiary busi-
nesses, no one of which dominates its own particular industry. This is
centralization of economic power without apparent concentration.
Table 5.1 shows the growing industrial concentration in the United

States from the end of World War" to the early 1970s, These indices,
called "concentration ratios," measure the proportion of total industry
sales attributable to the four largest firms in each industry. For example,
90 percent of all breakfast cereal foods sold in 1972 were manufactured
by just four firms-Kellogg's, Post, General Mills, and Quaker Oats.
Ninety-three percent of all the sales of domestic motor vehicles in the
early 1970s belonged to General Motors, Ford, Chrysler, and the
American Motors Corporation.
These numbers are watched closely by economists who specialize in

industrial organization, and by Federal Trade Commission (FTC) offi-
cials, because they suggest which companies may have the greatest
opportunity for directly controlling their own prices and output. A firm
that can both dictate price, free of market pressure, and restrict output
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TABLE 5.1
Percentage of Sales Accounted for by the Four Largest Producers in

Selected Manufacturing Industries: 1947-72

SIC Industry Percentage of Sales

1947 1912

2043 Cereal breakfast foods 79 90
2065 Confectionery products 17 32
2067 Chewing gum 70 87
2092 Malt beverages 21 52
2211 Weaving mills, cotton 181 31
2254 Knit underwear mills 21 46
2279 Carpets and rugs 32' 78
2311 Men's and boys' suits and coats 9 19
2337 Women's and Misses' suits and coats 31 13
2421 Sawmills and planing mills IJI 18
2771 Greeting card publishing 39 70
2829 Synthetic rubber 53' 62
3211 Flat glass 901 93
3312 Blast furnaces and steel mills 50 45
3421 Cutlery 41 55
3511 Turbines and turbine generators 90' 93
3555 Printing trades machinery 31 42
3585 Refrigeration and heating equipment 25 40
3624 Carbon and graphite products 87 80
3633 Household laundry equipment 40 83
3636 Sewing machines 77 84
3641 Electric lamps 92 90
3661 Telephone and telegraph apparatus 90 94'
3674 Semiconductors and related devices 46' 57
3679 Electronic components 13 36
3692 Primary batteries, dry and wet 76 92
3711 Motor vehicles and car bodies 92' 93
3724 Aircraft engines and engine parts 72 77
3743 Locomotives and parts 91 97'
3861 Photographic equipment and supplies 61 74
3996 Hard surface floor covering 80 91

SOURCE:U. S. Departmentof Commerce, Bureauof the Census, Census of Manufactures, 1972, Table
5, pp. SR2-6---SRZ·49.
1.1954 data Z'1%3 data 3·1970 data 4,1967 data.

by barring the entry of new firms, is in a position to earn monopoly
profits, to control the pace of technological progress, to more closely
determine the rate of capital expansion, and to more easily ignore
product quality or safety.
Others are concerned about c~ncentrated industries for political

reasons. The firms that control the output of a vital commodity, such
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as oil, gain tremendous political power simply by their ability to with-
hold supply at critical times. A private concentrated industry can do
this in very much the same way as a public cartel such as the Organiza-
tion of Petroleum Exporting Countries (OPEC) In the
Middle East.
But concentration also has implications for capital mobility, which

is the main concern here. In highly concentrated industries the control
over capital location and therefore jobs is wielded by a small set of
decision makers. If one or even several firms in an unconcentrated
industry decides to move, that decision will usually have minimal conse-
quences for the industry's total labor force. Yet a single decision by one
corporate board in a concentrated industry can-as discussed in chap-
ter 3-affect the livelihood of tens of thousands of workers and the
stability of entire communities.
The numbers in table 5.1 reveal that in many industries, concentra-

tion is actually growing-and in a few, quite rapidly. For example, the
concentration ratio in the malt beverage industry grew by two and
one-half times between 1947 and 1972. National brewers such as Bud-
weiser, Miller, and Pabst squeezed local breweries out of existence. A
similar trend exists in carpets and rugs, greeting cards, refrigeration
equipment, and laundry equipment. Even among such historically
highly competitive industries as knit underwear, men's and boy's suits,
and women's and misses' dresses, the degree of concentration more
than doubled between 1947 and 1972.
Higher concentration has by no means been limited to the manuf;c-

turing sector. It is possible to construct analogous indicators for a select.
group of non-manufacturing industnes.!? Our research reveals a high,
and rising, incidence of concentration within metal mining, petroleum
and gas extraction, and even general merchandising (retail trade). The
growth of large department store chains such as Sears and K-Mart, and
of retail holding companies such as Federated, Allied, and Day ton-
Hudson, is responsible for the tremendous increase in concentration in
the retail sector. As in the case of concentrated manufacturing owner-
ship, narrowing control over key non-manufacturing sectors of the
economy brings an increasing tendency toward monopoly pricing, re-
stricted output, political influence, and centralized control over capital
location.
Of course, by excluding imports, all of these statistical measures of
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concentration exaggerate to some extent the decline of inter-firm com-
petition. As has become painfully clear to American companies-and
to their workers- Toyotas and Datsuns certainly compete in price with
Chevrolets and Fords. Moreover, in a number of industries, even the
official domestic concentration ratio has declined since the end of
World War II.
But part of this apparent decline in concentration is an illusion.

Whether, and to what extent, concentration ratios change over time
depends partly on the. kind of merger activity taking place. Horizontal
mergers of firms producing essentially the same product clearly increase
measured concentration ratios. In contrast, vertical mergers in which,
for example, a steel company purchases its iron-ore suppliers or fabrica-
tion firms that were once its own customers, may not noticeably affect
concentration at all within these industries.
Moreover, conglomerate mergers, where a single firm acquires com-

panies with totally different products or services, can actually lead to
decreased measured concentration. For example, if a conglomerate
buys a relatively small firm in a concentrated industry and then expands
this division, the four-firm concentration ratio may fall (unless, of
course, the top four firms expand at the same rate). More important,
conglomerate penetration into even the most competitive industry can
lead to oligopolistic pricing behavior at lower concentration ratios than
before.
It is precisely these impacts of conglomeration that are conveniently

ignored by groups such as the U. S. Chamber of Commerce, when they
claim that evidence of stable four-firm concentration ratios in some
industries implies a high degree of "free market competition" in the
American economy.!" These criticisms only show that sales-based in-
dustry ratios do not adequately measure the concentration of economic
power, especially in the case of vertical and conglomerate mergers.
Other statistics do, however. For example, between 1955 and 1970, the
Fortune 500 increased their share of employment; profits, and assets in
all U. S. manufacturing and mining by between 40 and 70 percent.! 9
The increasing centralization of capital, through which relatively

fewer companies came to control relatively more assets, jobs, and deci-
sions about economic life, occurred in several stages. The scene was set
during the forty years following the Civil War. Then, a number of
financially powerful, politically well connected companies came to con-
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trol sizeable shares of the markets and natural resources in their own
industries. This head start, together with their considerable financial
power, allowed these firms to grow large enough to take advantage of
"economies of scale": the lower unit costs of production that result
from managers' being able to greatly elaborate the division of labor
within the workplace and to spread fixed costs. over many units of
output.
Around the turn of the century, increases in centralized control over

capital began to be achieved through the acquisition of smaller compa-
nies in particular fields by larger ones, or, less frequently, by the merger
of two giants. Either way, between 1890 and 1905 these horizontal
combinations produced the first great wave of births of the major
product-identified corporations whose names have become household
words: U. S. Steel, American Tobacco, International Harvester, and
General Electric. According to the leading expert on the subject, John
Blair, "The driving force behind the formation of many of these con-
solidations was the desire to eliminate competition"20
The second wave of corporate mergers and acquisitions took place

from the mid-I920s through the early years of the Great Depression.
The characteristic feature of this phase of centralization was the ab-
sorption into the largest firms of companies that either supplied their
resources or unfinished goods, or distributed their final products. This
kind of vertical combination was accomplished mainly by giant corpo-
rations acquiring the assets of businesses such as mining, metalworking,
and food distribution, rather than by stock transfers as earlier. The
financial backing for this activity came, to a great extent, from the
leading investment-banking houses. Among the corporate giants
emerging from this era of vertical combination were Kennecott Cop-
per, B. F. Goodrich, General Foods, and especially the major petro-
leum companies. Through networks of wholly-owned or franchised
gasoline stations, they gained control over the entire process from
drilling and refining to the selling of gas. The new giants also spawned
a veritable menagerie of trade-marks, from Borden's Elsie the Cow to
the RCA Victor dog concentrating intently on "his master's voice."
Even before World War II, some of the more cash-rich companies

had begun to move beyond horizontal and vertical acquisition strategies
to consolidate their control over products and markets in totally un-
related businesses. But the first giant corporation to devote itself exclu-
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sively to the buying and selling of other companies came into existence
during the war. Based in Rhode Island, Textron Incorporated was
founded by Royal Little in 1943, to provide blankets and other textile
products to the U. S. army. Textron went on to set an international
standard as the first fully integrated conglomerate, buying and selling
between 1943 and 1980 over one hundred different companies in
industries as diverse as textiles, aerospace, machinery, watch bracelets,
and pens. It was diversification with a vengeance. The tendencies that
characterize corporate development had led to the emergence of an
organizational entity to which whole businesses were nothing more
than commodities to be bought and sold. No longer would the survival
of the parent firm depend on its successes or failures in any onc-e-or
even several-product markets. (For a listing of Textron's divisions and
subsidiaries, see table A.5 in the appendix).
In the years immediately before the Great Depression, substantially

unrelated or conglomerate mergers accounted for fewer than one fifth
of all corporate mergers in the country. By the late 1960s, according
to the Federal Trade Commission's data displayed in table 5.2, more
than four fifths of all mergers were conglomerate in nature.
There have been three distinct merger waves since the end of World

War II (figure 5.1). The first occurred during 1949-55; the second took
place from 1964...{i8.One way to appreciate the enormity of the merger
boom of 1968 is to realize that, in that year alone, if the capital that
went into acquiring existing companies had been spent instead on new
plants and equipment, national investment in 1968 would have been
46 percent higher than it was.21

TABLE 5.2
Distribution of Corporate Mergers by Type and Period: 1926-68

(in percentages)

Type of 1926- 1940- 1951- 1956- 1961- 1966-
Merger 30 47 55 60 65 68

Horizontal and
related 75.9 62.0 39.2 30.1 22.5 8.6

Vertical 4.8 17.0 12.2 14.9 17.5 9.8
Conglomerate 19.3 21.0 48.6 55.0 60.0 81.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

SOURCE:Subcommittee on Antitrust and Monopoly of the Committee on the Judiciary, U. S. Senate,
Hearings on Economic Concentration, 9lst Cong., l st sess., 1969, pt. 8A, appendix, p. 63.
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There was a sharp decline in the asset value of major industrial
mergers after 1968; but by 1973 the rate had begun to pick up again
and, as figure 5.1 clearly shows, rose throughout the remainder of the
decade and into the 1980s. What is more, much larger companies are
now being bought.
The explanation for this postwar "urge to merge" is straightforward

FIGURE 5.1
Real Assets of All Large Manufacturing and Mining Companies Acquired:

1948-79 (1967 = 100)
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SOURCES:Federal Trade Commission, Statistical Report on Mergers and Acquisitions (Washington,
D.C.: Bureau of Economics, July 1981) p. 115; deflator (producers price index for all industrial
commodities) is taken from Council of Economic Advisors, /980 Economic Report of the President
(Washington, D.G.: United States Government Printing Office. 1980), table 8-56. p. 268. This series
only counts assets in acquired firms that had at least $10 million in assets in the year in which
they were acquired.
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enough. From the perspective of the firm, the pressures of competition
had simply become too great to allow managers and their financial
advisors in the key banks to forego opportunities for increasing their
companies' "flexibility": the capacity to move in whatever new direc-
tions the rapidly changing world situation might present, Or to protect
themselves from being caught in potentially damaging situations (like
the overthrow of a government in Central America Or the loss of a war
in Southeast Asia). The key to corporate/conglomerate flexibility is
cash. The ability to grow, diversify, shift gears, and purchase protection
from nationalization by foreign governments, all require sufficient li-
quidity to be able to pay the bills. This constant need for cash explains
why conglomerate managers are often quite prepared to sell even profit-
able subsidaries. (This behavior will be documented in detail in the
following chapter).
There is also a personal motivation to promote merger activity. In

contrast to middle management, individual top corporate and conglom-
erate managers may stand to gain personally from following the urge
to merge. The editors of a prominent business journal, writing about
the Xerox Corporation's takeover of C.LT. Financial Corporation in
1968, observed that:

Among the biggest gainers will be C.LT.'s top management ... if the
merger goes through, they could end up with a combined stockmarket gain
on their own personal stock options of approximately$10 million, a gain
which G.LT. on its own probably couldn't have achieved for many, many
years.22

How National Tax Laws and Regulations Promoted
Centralization and Concentration

In the years following World War II, a host of public policies promoted
and facilitated the centralization and concentration of control over
private capital. Especially in the form of tax breaks to business, these
political and legal "incentives" were often publicly justified as potential
"job-creation" devices. But whatever the official rationale, the de facto
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outcome of government policy was to promote and protect concen-
trated economic power both in the United States and throughout the
world.
Consider the U. S. Tax Code. This system of laws and regulations

contains a long list of provisions ostensibly designed to encourage
capital investment by providing tax benefits that reduce the net cost
of buying productive assets.
As a consultant to the FTC, Boston University law professor, Alan

Feld, conducted a detailed study of the impacts of the Tax Code on
industrial concentration. Three elements in the code are particularly
important in this regard. Accelerated depreciation allowances in effect
grant the companies with the largest tax liabilities interest-free loans
by reducing their taxable income in the earlier years. Investment tax
credits allow deferral of a portion of the tax indefinitely; for the largest
firms, they can approach total tax forgiveness. And mineral resource-
notably oil-depletion allowances grant a tax deduction to cover "the
cost of making the hole in the ground."
In one recent year alone (1978), the cost to the U. S. Treasury in

foregone revenues from these three "incentives" was about $10.9 bil-
lion. And all three benefits, according to Feld, went disproportionately
to the largest corporations.O In 1978, for example, U. S. Steel paid only
$8 million in taxes on net profits of $250 million, an effective rate of
3.2 percent. The year before, with net profits of $135 million, U. S.
Steel paid no taxes, and in fact received $36 million in federal tax
credits.s"
All corporations in theory can take advantage of these provisions in

the tax code, but as with the personal income tax, those who most avail
themselves of tax incentives are the wealthiest. This helps to induce the
uneven development of the corporate sector. Those firms that are
already large and concentrated can boost their after-tax profits, while
the firm that is struggling to grow usually has little net profit against
which it can charge, for example, accelerated depreciation. Thus the
Jaw is heavily biased in favor of the most profitable and most capital-
intensive firms.
The U. S. Tax Code includes many other pro-concentration provi-

sions as well, including deductions for advertising and political lobbying
expenses, special treatment of capital gains, and the "loss carryback"
provision according to which a corporation with a history of profits
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incurring a loss in the current year may carry it back to offset those
earlier profits and obtain an immediate refund of the earlier taxes paid.
Such an arrangement clearly favors established corporations over new
ones.
Another spur to concentration is the federal tax-deductibility of the

interest that corporations (and especially banks and insurance compa-
nies) receive when they purchase the industrial development bonds
issued by state and local governments. Several researchers have shown
that the largest and most powerful firms that already have the highest
credit ratings enjoy the greatest benefits from this highly inequitable
(and also, as it turns out, quite inefficient) approach to financing local
economic development. 25
With respect to the fostering of mergers, which clearly promote

concentration, Feld concludes that:

The Federal income tax provides a generally benign climate for acquisi-
tions. The acquiror ordinarily incurs no tax on purchase of an asset. The
acquiror pays tax determined by the gain on a stock investment only when
the gain is realized.... Generally, shareholdersof the target corporation
can defer tax when they exchange their stock for stock of an acquiring
corporation in a reorganization ... a sale for cash incurs capital gains tax,
while an exchange in a reorganization often can net the shareholder some-
thing close to cash but without tax.26

Furthermore, if the acquiring firm were to distribute the stock of its
new subsidiary to a group of shareholders, it would be required to pay
taxes immediately on the capital gains. Thus the code has a powerful
built-in disincentive to deconcentration by retarding the distribution of
stock in the operating subsidiaries of large corporations.
Because all of these tax loopholes confer their greatest benefits on

the largest corporations-or, alternatively, because it is the largest and
most profitable firms that are in the best position to make use of these
benefits-their net effect is to promote concentration. By the end of
the era of the Pax Americana, the combined effect of this complement
of tax loopholes was to reduce the effective 1973 tax rate of the hundred
largest manufacturing companies to about 25 percent. The rate for all
other companies was something closer to 44 percent.s?
The Tax Code is only the most prominent aspect of a regulatory

environment whose net effect has been to promote the centralization

J.28
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of control over capital. Other laws allow conglomerates in particular to
engage in a wide variety of accounting practices that can often, under
the right macroeconomic conditions, help them to project an image of
continued growth in the net earnings of the firm as it whole, thereby
keeping upward pressure on the price of their stock. The tricks involve
the use of varying methods of depreciation and inventory valuation.
Managements' objective is to enable the conglomerate

to report substantial increases in earnings per share without improving
operating efficiency. As earnings per share of conglomerates increased year
after year, stock prices increased even more rapidly. Since most mergers
were based on exchanges of stock ... the ever-increasing stock prices of the
conglomerates enable them to acquire more and larger companies.t''

For the most part, mergers and acquisitions have never been seri-
ously challenged by the Iustice Department or strongly penalized by
the courts. Litigation is expensive and can take literally years and years;
few officials have had the stamina to stay with it. During the heyday
of American capitalism, of all the 14,000 mergers that took place
between 1950 and 1967, fewer than 200 were challenged-and half of
these involved small firms. The government won 90 of these challenges,
yet in only 48 "were the companies required to divest themselves of
anything."29

Taxes, Tariffs, and Other Government Regulations
Supporting the International Expansion of Capital

So far, in this reconstruction of the role of the State in promoting the
centralization of American capital following World War II, the em-
phasis has been on the domestic scene. But the international expansion
of U. S. capital was perhaps even more crucial to the process of Ameri-
can economic growth in this period.
U. S. military policy and American foreign aid were vitally important

in extending the global reach of American industry. Whatever their
manifest military purposes, American troops, military advisors, off-
shore cruising naval vessels, strategic long-range bombers, and, eventu-
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ally, long-range ballistic missiles all helped at least indirectly to protect
and extend American business interests abroad. During these years, the
U. S. government made commitments to a whole network of antidemo-
cratic dictatorships, whose leaders seemed dedicated, along with keep-
ing themselves in power locally, to promoting the entry of American
business enterprise into their economies. In this context, many of
America's new Third World allies-South Korea, Taiwan, Brazil, and
Argentina-courted U. S. firms by offering terms that were unbelieva-
bly tempting, especially low wages and prohibitions on free union
activity. The modern equivalent of U. S. gunboats-much more subtle
covert intelligence operations and secret funding of military and
paramilitary operations-protected these regimes from internal dissent
and external attack, while U. S. diplomats averted their eyes from the
official government terrorist campaigns to crush free trade unions and,
for that matter, free democratic popular elections of any kind.
While unquestionably less important in promoting the global expan-

sion of American business than military and foreign policy, favorable
foreign tax and tariff regulations also played a role ..As with the new
technologies in production, transportation, and communications, it is
not the case that the preferential tax and tariff treatment of foreign
investment caused U. S. corporate managers to shift their capital
abroad. Rather, these public policies reinforced corporate decisions that
were based on more important factors: markets, labor costs, and politi-
cal security. But this is no trivial point. It implies that managers who
. invested abroad were rewarded with windfall profits from the IRS.
For example, the U. S. Tax Code was rewritten to permit American

corporations to credit all of their foreign income taxes against their
domestic tax liabilities on a dollar for dollar basis. This constitutes a far
greater saving than is normally available on other business expenses,
which are usually deducted from revenue to arrive at the taxable "bot-
tom line."
Consider this example. Suppose Corporation X, based in the United

States, has a fully owned subsidary operating abroad, Corporation Y.
This firm makes $1 million profit one year and pays $250,000 in income
taxes to its host country, repatriating the remaining $750,000 to its
parent firm, Corporation X. In 1967 at the maximum statutory U. S.
corporate income tax rate of 46 percent, the U. S. Treasury might have
expected to receive

13°
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.46 X net profits of Corporation X =

.46 X ($1,000,000 - $250,000) = $345,000

Under the terms of the Foreign Tax Credit, however, the revenue
received by the Treasury would be only:

(.46 X $1,000,000) - $250,000 = $210,000

The owners of Corporation X are therefore richer by $135,000, and the
federal treasury is poorer by this amount.
An even larger and more controversial tax incentive for foreign

investment has been the provision allowing U. S. firms to defer the
payment of taxes to this country until the profits are actually repa-
triated. Multinationals have become adept at postponing repatriation
by using profits earned on existing overseas operations to finance fur-
ther foreign investments. In some cases repatriation is put off almost
indefinitely so that, for all intents and purposes, no U. S. taxes are ever
paid.
Multinationals also dodge the U. S. tax collector by engaging in the

practice of "transfer pricing." The U. S. parent firm-Corporation X
-might set an arbitrarily high price for an item or service that it sells
to the overseas subsidiary, Corporation Y. As a result, the latter will
show a smaller profit to be repatriated to the United States. Alterna-
tively, if tax rates in the subsidiary's host country are very low, the
American parent may do exactly the opposite: overprice its imports or
underprice its exports with the subsidiary, so that the larger amount of
profit is exposed to the tax collector of the low-tax foreign country. In
some instances, this transfer pricing strategy is pursued simply to pre-
sent a trade union that is challenging the multinational in one of its
product lines with an artificially deflated profit picture during wage
negotiations.tv
The very quality of multinationality gives these giant corporations

the opportunity to playoff one country against the other. Thus, it has
become quite common for

u.s. based international companies to create a headquarters and a two-tier
legalstructure. On top, the u.s. parent. In the first tier, a holding company,
incorporated in a low-tax nation which levies no taxes on dividends from
abroad. And in the second tier, all the national subsidiaries,legallyowned
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by the first tier holding company. The holding company is used as a low
[tax] cost reservoir and conduit for sending funds between national
subsidiaries.U

As a result of all of these various tax breaks, by the end of the Pax
Americana, U. S. corporations in 1972 paid to the U. S. government
only $1.2 billion in taxes on foreign earnings of over $24 billion-an
effective tax rate of just 5 percent. 32 Think of how overjoyed the typical
factory or office worker would be if the federal government taxed her
or his personal income at such a rate.
Subsidies for foreign investment have also been available to industry

through certain provisions of the U. S. Tariff Code. For example,
during the 1960s American corporations created a number of so-called
"export platforms" abroad. Components would be made in domestic
plants, shipped to low-wage European and Third World countries for
assembly, and then re-imported back into the United States for sale to
the home market. Under tariff item 806.30, which was actually created
in 1930 to promote the assembly of automobiles and other metal
products in Canada, but not utilized extensively until the 1960s, duty
is paid only on the value added in the foreign assembly process, not on
the entire market value of the assembled product. Item 806.30 is now
used by the manufacturers of aircraft parts, steel mill products, and, of
course, "chips"-the semiconductors (integrated circuits imprinted on
silicon chips) that drive computers and miniature memory units for
everything from calculators to microwave ovens. Passed in 1963, tariff
item 807.00 extended the same provisions to the textile, apparel, televi-
sion, and radio industries. In the five years following creation of tariff
item 807.00 (over the strenuous objection of the International Ladies'
Garment Workers' Union), the duty-free value of imports brought into
the country under this and item 806.30 jumped by 400 percent, twice
the rate of all dutiable imports during the same period.t! (The export
platform strategy will be studied more closely in the next chapter.)
Over the years a host of other federal programs were created to

subsidize foreign investment. These include: the Overseas Private In-
vestment Corporation, the Commodity Credit Corporation, and the
U. S. Export-Import Bank. Among its other activities, the latter has
used $310 million of taxpayer money to finance the transfer by Dow
Chemical, Ford, Alcoa, Goodyear, B. F. Goodrich, Armco Steel, Kai-
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ser, Reynolds, and Union Carbide of $410 million worth of equipment
from their American plants to various subsidiaries in the Third
World.34

The Postwar "Social Contract" Between Capital
and Labor

American corporate leaders realized almost immediately after World
War II that their new national and international opportunities for
profit could more easily be pursued if their domestic relations with labor
could be stabilized. The trade union movement had been growing since
the late 1930s. Labor militancy ebbed somewhat during the war but
revived explosively immediately afterwards. In 1946 more Americans
went out on strike than in any other year in the nation's history. If labor
peace could be secured-by either breaking the unions or coming to
an accommodation with them on matters of wages and fringe benefits
-it could give corporations the breathing space needed to undertake
the major investments and work reorganizations necessary for launch-
ing their global reach. If they were successful, the wealth accumulated
in the process could even be shared with the American working class,
at least to the extent necessary to nullify the further organizing capabili-
ties of the unions.
In this way, postwar economic growth both required industrial peace

and, at the same time, promised to generate the material basis for
sustaining it by raising workers' standard of living. Moreover, the new
economic doctrines of Keynesianism taught that such a burst of new
consumption by working families would itself contribute to the process
of economic expansion. This wealth in turn made it possible for govern-
ment to legitimate the new order (based on corporate expansion and
international Cold War military policy) by greatly expanding the "so-
cial wage": that amalgam of benefits, worker protections, and legal
rights that acts to generally increase the social security of the working
class.
Achieving labor peace through sharing a greater part of the benefits

of economic growth was a new strategy for employers, and one that

133



American Economy Is Undergoing Deindustrialization

they only grudgingly accepted. The history of American class relations,
between the end of the Civil War and the end of World War II, is
filled with confrontation in the workplace between organized labor
unions and associations, and increasingly defensive managers who
at times resorted to the active police power of local-and even, on
occasion, the federal-government to quell labor unrest. It is also a
history of labor participation in grass-roots politics, both within the
Democratic party and to some extent in third party movements: This
direct political activity produced a number of explicitly pro-labor and
socialist electoral victories in state and local jurisdictions across the
country.t?
Out of these local electoral victories and influence over national

party platforms came a series of public programs to underwrite the
social security of workers, whether or not they belonged to unions. The
objective was to reduce workers' absolute, immediate dependence on
their employers. Nearly all of the legislation that makes up the social
wage (widely referred to in this country as the "social safety net") was
first written and implemented at the state and municipal level, espe-
cially in the populist Midwest and in patrician-paternalistic Massachu-
setts, and only subsequently rationalized by the national government
under Presidents Wilson and Franklin Roosevelt.
For example, the first workmen's compensation law to pay workers

for job-related injuries and disability was passed in 1909 in the state of
Montana.w The principle of unemployment insurance was pioneered
in Massachusetts in 1916, although the first bill to actually pass a state
legislature was not drafted until the early 1930s in Wisconsin, and a
national program was not instituted until 1935 as a provision of the
Social Security Act. The first state welfare boards preceded both work-
men's compensation and unemployment insurance. Massachusetts ap-
pointed the first state board to oversee local relief charities in 1853, but
it was not until 1917 that a modern department of public welfare was
created in the state of Illinois-followed by Massachusetts in 1919. By
1926 five states had aid programs for widowed mothers and another six
had general programs of support for mothers with children, nine years
before the federal government created a national minimum in what
later became the program of Aid to Families with Dependent Children
(AFDC).
In the 1930s a prairie fire of social legislation spread throughout the
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nation. The utter desperation of the Great Depression, combined with
continued labor victories in the workplace and the election booth,
instilled not altogether unrealistic fears of an imminent popular upris-
ing in the United States. Within this climate, the national government
produced a wave of national laws designed to legitimate, but also to
circumscribe, union activity. The Norris-laGuardia Act of 1932 put a
stop to the use of court-ordered injunctions forbidding workers to strike
or picket. The Wagner Act of 1935-often called "Labor's Magna
Carta"-created the National Labor Relations Board and gave workers
in the private sector the right to organize unions and to collectively
bargain with management over wages and work rules. To protect this
right, the act prohibited companies from committing a variety of "un-
fair labor practices," including the blacklisting of prospective em-
ployees who were union members or organizers. Finally the Fair Labor
Standards Act of 1938 abolished child labor, established the first mini-
mum wages, and institutionalized the eight-hour day.>?
Under the umbrella of these hard-won legal provisions, labor union

activity in the United States blossomed. The movement was bolstered
by the tight labor markets created by World War II and by the national
priority assigned to the defense industries to push out military produc-
tion with practically no regard to cost. So greatly was organized labor's
power reinforced by these market conditions that by 1946 it could stage
strikes over postwar wage and fringe-benefit demands that involved one
out of every ten American workers. These actions took place in all parts
of the country, in a wide variety of industries, and were often of long
duration. The United Automobile Workers struck GM for 113 days.
For a major employer like General Electric, the 1946 national strike by
the United Electrical Workers was the largest and longest that corpora-
tion had ever faced.38
An extreme reaction by business was inevitable. The Cold War with

the Soviet Union had begun, and fears of Russian expansion abroad and
subversion at home were easily fanned under the pretense of fighting
communism. The militant wings of the largest industrial unions were
purged, under the pressure of a nationwide anticommunist movement
whose most visible spokespersons were Senator Joseph McCarthy and
then Congressman Richard Nixon. Beginning in the key defense
plants, strikes were soon broken throughout the country. Loyalty oaths
were introduced to screen out supposed radicals. In short, management

135



American Economy Is Undergoing Deindustrialization

was willing to share the proceeds from economic growth to some
extent, but it was absolutely -unwilling to concede any control over the
process of production to what it viewed as "radical elements."
In this context, the almost continuous attempt since 1937 by the

National Association of Manufacturers and the Chamber of Com-
merce to amend the Wagner Act was finally successful. In 1947 over
President Truman's veto, Congress compromised the Wagner Act's
guarantee of the right to organize, to strike, and to secure a union shop
by passing the Taft-Hartley Act.39 Section 8(b) established a number
of unfair labor practices for which unionscould be held legally account-
able, including sympathy strikes and "secondary boycotts." Section 301
made labor contracts legally enforceable, which gave employers the
opportunity to sue any union that called a strike in violation of a
no-strike clause in the labor-management agreement.
Most important of all, section l4(b) of the new law allowed individ-

ual states to override federal statutes and to enact so-called "right-to-
work" laws, which outlawed compulsory union membership whether or
not a majority of the workers in a unit voted for it. In the years to come,
section 14(b) would seriously set back union organizing in the South
(whose congressional delegation had worked the hardest for it) and
would lead to the decertification of many unions that had previously
won representation elections. By making dues-paying voluntary, 14(b)
undermined the financial strength of the unions. By 1980 twenty states
had passed these "right-to-work" laws. These states are indicated by the
shaded areas in figure 5.2. The right-to-work states are overwhelmingly
concentrated in the South Atlantic, the East South Central, the West
South Central, and the Mountain regions.
These political and ideological initiatives by business helped to

weaken labor's resistance to all forms of postwar corporate reorgani-
zation. They made it easier for management to change work rules in
the older factories of the Frostbelt and to promote rationalization
plans that closed down older productive capacity in order to free cor-
porate resources for southern and global expansion. With labor's lead-
ership internally divided, an overriding Cold War climate, and media
campaigns describing the new multinational corporations as the
world's greatest "engine of progress," the trade union movement lost
a good deal of its momentum. As Solomon Barkin wrote about this
period:
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The pressures of intensified competition and rising unemployment are
limiting union power, and public disapproval of strikes is making trade
unions more amenable to the conciliatory processes provided by public
intervention, thereby diminishing their own bargaining leverage.

Legislators and judiciary have become increasingly responsive to pressures
from business interest desirous of undermining union power and its internal
strength. They have yielded to demands for laws and interpretations that
restrain trade unions. The pendulum has alreadyswungso far as to halt the
growth of the labor movement and actually constrict it40

Indeed, after 1954 the proportion of workers belonging to unions began
to fall in every region of the country, from an average of 35 percent
in that year to only about 24 percent in 1978.41
With the difficulties of organizing new workers, particularly in the

South, the labor movement shifted its emphasis to improving the wages
and working conditions of its existing membership. This was a much
easier task to accomplish, especially in those industries such as automo-
biles, steel, aerospace, and rubber that were benefiting from the post-
war economic expansion. From capital's point of view, this was an
attractive development. Thus, between organized labor and big busi-
ness, a "new social contract" began to emerge, admittedly with a good
deal of strife.

When the United States emerged victorious from the war, with a much
greater degree of economic concentration than had been the case prior to
the Creat Depression, the large corporations were in a position to offer a
new type of deal to the unions. If the unionswouldenforce labor discipline,
supply labor stability, accept longer contracts, purge the radicals, set up
grievance procedures which removed the handling of grievances from the
rank and file as much as possible, stay within the two-party system, leave
price and other social decisions alone, etc., then the employers would
recognize the unions, provide dues check-off, increase wages [in some
unionized industries] substantially, not resist too strenuously certain types
of legislation favorable to labor, grant seniority rights, etc."

What the corporations won with this cease-fire was the avoidance of
unacceptable levels of economic disruption at home during a period
when American capital had an unprecedented opportunity to expand
abroad.
Jack Metzgar calls the result-an amalgam of tacit understandings
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and formal rules embodied both in the Wagner and Taft-Hartley acts
and in various court rulings-the system of "negotiated class struggle."
What the corporations were really offering to labor was sustained
economic growth and, with it, the promise of both steadily rising real
wages and an increase in the social autonomy of the working class.

The freedom to live in its own waywithin a steadily expanding range of
choiceswas the principalbenefit for the workingclassof the socialcontract
between capital and labor. It seemeda smallprice to pay for these increases
in social autonomy to allow "the company" to make the larger decisions .
. . . Whether and where a company does business, the overalldirection of
an industry and the conditions of the eccnomy are some of those larger
decisions.

In particular, "shutdowns and cutbacks arc not negotiated. They arc
announced."43

Conclusion

The extent to which capital as a class deliberately and consciously
decided to call a cease-fire with organized labor during the Eisenhower
years can be exaggerated. Managers might more accurately be de-
scribed as having grudgingly accepted the collective bargaining process,
considering the apparent benefits that union cooperation in the man-
agement of stable industrial relations gave to them.
But it is crucial to recognize that whatever the interpretation, both

the new social contract with organized labor in particular and the
extension of the social wage in general were clearly predicated on more
or less continuous economic growth that in turn depended on the Pax
Americana in global affairs. As the conditions underlying that growth
fell apart in the late 1960s and early 1970s, it was inevitable that both
the willingness of capital to honor the social contract and the ability
of the U. S. economy to afford a large and growing social safety net
would come to an end. And that, of course, is exactly what is occurring
now.
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Chapter 6

Managerial Capitalism and

the Economic Crisis: 1971-?

It was easy in the pre-Vietnam days to look
at an area on a map and say, "that's ours"
and feel pretty good about it. That's no
longer the case, as Iran has made so terri-
bly clear, American investment ... is going
to happen at a reduced rate until we can
redefine the world.
Prediction by the Middle East chief of

a major U. S. bank, quoted in
Business Week, 12 March, 1979.

THE "GOLDEN AGE" of the 1950s and 1960s was not to last.
Challengers to the global hegemony of American corporations began
to emerge from behind every bush. In one industry after another-
steel, rubber, textiles, automobile, electronics, and footwear-Japanese
and European competitors arose to challenge U. S. supremacy. Be-
tween 1960 and 1970 the American share of world trade declined by
16 percent-and would fall during the decade of the I970s by another
. 23 percent. I In support of their own multinational corporations-
many of them state-owned enterprises-the other capitalist govern-
ments of the world refused to abide any longer by the Bretton Woods
accords. The collapse of the accords in 1971, symbolized by the Nixon
administration floating the dollar free of the twenty-five-year regime of
fixed currency exchange rates, signaled the end of the Pax Americana.
Long-developing tendencies within the global economy com-

pounded the troubles felt so keenly in the United States. None was
more disruptive than the chronic stagflation: the trend toward long-run
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inRation combined with high unemployment. Stagflation seemed to be
related to the basic institutional facts of life in the new global capitalist
system. It was certainly fueled in part by the pricing behavior of giant
oligopolies. It was exacerbated by the' increased interdependence
brought about by the multinational investment policies of these same
oligopolies, which contributed to the growing synchronization of busi-
ness cycles across nations. And it was reinforced by the inclination of
democratically-elected welfare states-especially the United States-
to finance military interventions by running huge deficits rather than
by taking the fiscally responsible, but politically unpopular, tack of
raising taxes or reducing the social wage.
By the 1970s governments found that their ability to deploy Keynes-

ian policies to "fine-tune" their economies had been seriously under-
mined. In the United States, above all, the result was slower growth,
soaring prices, more frequent recessions followed by "Ratter" recover-
ies, and an increasingly impotent central government. For industry, all
of this meant greatly heightened international competition and a sharp
squeeze on profits.s How capital reacted to this situation explains in
large measure the deindustrialization of America.

The New International Competition

In the years just after World War Il, the major surviving European and
Japanese corporations, as well as newly formed ones, were preoccupied
with rebuilding their domestic capacities. The Allied proscription
against German and Japanese remilitarization after the war contributed
significantly to this reconstruction by effectively forcing those two
countries to plow back virtually all of their domestic savings into re-
search, development, and new plant and equipment for the production
of marketable commodities.
For a while, this left a substantially clear field for American firms in

the postwar global economy. Not until the 1960s could foreign corpora-
tions afford to undertake major, direct overseas investments again. But
when they did begin to compete internationally, it was from a modern,
tightly-managed capital base, under conditions of relative domestic
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political stability and backed by a wide consensus about the desirability
of active government indicative planning.
To be sure, direct foreign investment by American corporations

continued to increase even after Nixon's landmark action on exchange
rates in 1971. It expanded from a rate of $2.2 billion per year in 1966
to about $6 billion a decade later.! But the investments of other
countries' multinationals grew much faster. As a result, U. S. corpora-
tions' share of the total direct foreign investment flows of the thirteen
countries in the Organization for Economic Cooperation and Develop-
ment (OECD) which keep such records (including the United States,
Japan, Canada, Australia, and nine Western European nations) fell by
one half, from an average of 61 percent during 1961-67 to 30 percent
during 1974-78.4
Individual U. S. corporate giants increasingly had to share the world

stage. In 1959, according to a study of twelve manufacturing industries
and international commercial banking, the United States was "home"
for III out of the world's 156 largest multinational corporations: a
share 0171 percent. By 1976 only 68 out of the largest 156 (43 percent)
were American based. Moreover, the competition was across the sec-
toral board. The U. S. share of the dozen top companies in each of the
thirteen industries in the study declined in twelve of those industries. 5
The story that is often told of this dramatic turn of affairs is how the

efficient Germans and the hard-working Japanese labored, albeit with
aid from the American government, to build economies that were able
to successfully compete with the United States. What that story leaves
out is just how much these economic miracles owe to the direct involve-
ment by American corporations in their affairs.
The fact is that, from the middle years of the Pax Americana,

American corporations frequently pursued their objective of gaining
access to overseas markets by granting licenses to foreigners to enter
the industry, using technologies developed by the American pioneer,
in return for a royalty." On other occasions, the American corporation
moved abroad by implementing a joint production arrangement with
a foreign firm, sometimes involving the construction of a "turnkey"
plant that would subsequently be turned over to the host country."
Direct investment by American companies in the stock of foreign firms
constituted still another form of global interdependence between os-
tensibly independent, competing firms. Indeed, in all three cases, it is
no exaggeration to say that American corporate management policy
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during the 1950s and 1960s actually helped to create its own future
competitors.
For example, an analysis of American corporate reports and Japanese

government documents reveals that General Electric first bought into
Toshiba stock in 1953 and by 1970 owned the single largest block of
shares in that Japanese electronics firm: 233 million. GE also owns 40
percent of the subsidiary, Toshiba Electronics Systems Co., Ltd. and
has twenty-four licensing agreements with both companies to make
products that GE used to export from the United States-radar, gener-
ators, lamps, and boilers-many of which are sold internationally under
the GE label. In 1969 during a big strike against GE in the United
States, Toshiba provided its nominal competitor with crucial electrical
and electronic parts, something that the unions in other American
plants were able to prevent their employers from doing.
Westinghouse negotiated its first licensing agreement with Mit-

subishi in 1923 and by 1970 was a principal shareholder. The relation-
ship was so non-competitive it compelled the Justice Department to
sue Westinghouse for conspiring with Mitsubishi to deploy patents and
technology agreements in violation of U. S. anti-trust laws. One of
many other examples is that as of 1970, GE alone had licensing agree-
ments with over sixty Japanese companies. As one researcher put it:
"Japanese competition is by no means an independent force but oper-
ates, in many cases, as a co-partner of American capital."B
Since the American electric-products industry invested so heavily

abroad during the 1950s and 1960s, via both licensing and direct
financing arrangements, it should not be surprising that, over the pe-
riod of 1968-75, electric-products imports into the United States ex-
ceeded exports by a wide and growing margin. This was especially true
for electrical equipment, computer chips, and transistors. These im-
ports displaced large numbers of domestic workers in the industries that
produced these products and cut deeply into the membership rolls of
the three unions representing thern.?
In the late 1970s the number of financial devices used for transfer-

ring technology and jobs abroad grew dramatically. In some cases these
were still volunteered by American firms attempting to penetrate for-
eign markets for sales or to achieve lower costs of production. In other
cases, however, foreign countries demanded agreements which made
them a co-producer of an American product.
Consider, for example, the aircraft industry. For many foreign gov-
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ernments, the balance of payments and desire for job creation are
important considerations in the awarding of procurement contracts.
Since most foreign air carriers are government owned, it has been
relatively easy for those countries to demand that U. S. producers
manufacture or assemble a portion of the final product in the purchas-
ing country as a condition for a successful contract bid. In effect,
American manufacturers are forced to compete on quality, price, and
the co-production percentage. Some recent contracts carry up to a 59
percent co-production responsibility. Both the companies and the
unions in the aerospace industry agree that if it were not for these
particular non-tariff trade restrictions, much more production would be
carried out domestically.
A particularly ironic twist underlies one of the largest of these co-

production agreements, between GE and the French national combine
SNECMA. Faced with-as it turned out, temporarily-declining mili-
tary sales to Washington in the wake of the Vietnam War, GE manag-
ers were under great pressure to find new customers for their jet en-
gines. But not even GE could finance the development of such
expensive new capital goods by itself, in the absence of lucrative,
cost-plus American government contracts. Thus, GE turned abroad for
financing and in 1973, struck a co-production agreement with
SNECMA. GE provided thc technology for the engine's "hot core"
(the compressor portion, originally developed for the American B-1
bomber, now modified for the European fleet), and SNECMA con-
tributed one-half of the necessary capital.J?
The sale of F-16 fighter jets to NATO provides another example of

the co-production strategem. In the NATO deal, General Dynamics
and Pratt & Whitney Aircraft promised, as part of their contract bid,
that industries in the European countries ordering the plane would
produce 40 percent of the value of the 348 F-16s they were purchasing,
10 percent of the value of the 650 to be bought by the U. S. Air Force,
and 15 percent of the value of those sold to other nations.U
"Offset" agreements are also being used as sweeteners in order to

secure international contracts. Here the seller agrees to procure markets
for the purchasing nation's products as a condition of sale. Thus, when
Belgium held out on the NATO F-16 deal, General Dynamics con-
vinced the U. S. government to purchase $30 million worth of machine
guns from the Belgian arms firm, Fabrique Nationale. This turned out
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to be just the gesture needed to win Belgium's vote on the U. S. fighter.
Fabrique Nationale was happy; so was General Dynamics.
Goodyear Tire and Rubber is another American corporation that has

become deeply interdependent with its competitors. Figure 6.1 depicts
the variety of ways in which Goodyear and four other ostensibly inde-
pendent multinational tire corporations are linked to one another on
the supply side, even as they compete for market share in the world-
and, increasingly, even inside each other's countries. Thus, Goodyear
and Michelin may be rivals for the attention of consumers of automo-
bile tires, but that has not stopped them from cooperating in the
co-production of synthetic rubber. Similarly, Goodyear shares technol-
ogy with its principal japanese competitor, Bridgestone.
Another example of the interdependence among ostensibly compet-

ing industries of different countries has recently come to light. A new
study of the restructuring of the American steel industry dramatically
illustrates the contradictory nature of the claims that U. S. capital is
being "out-competed by foreigners" -claims that are continually ar-
ticulated by some of the very same American companies that turn out
to be deeply involved in financing their own competition abroad.P
The contractions in the domestic steel industry during the 1970s-

including the highly publicized shutdown of the Youngstown Sheet
and Tube Company in Ohio- were caused in part by the inability of
some of the companies to finance modernization plans. In that case,
three of the principal bankers of the conglomerate parent, the Lykes
Corporation, began withdrawing their support in the mid-1970s. At the
very time they were doing so, these same banks were significantly
increasing theirinvestments in the japanese steel industry. Between
1975 and 1977 alone, Citibank increased its loans to japanese steel
from about $59 million to over $230 million. Chase Manhattan's
investments in japanese steel rose from $59 million to over $204
million. And the loans from the Chemical Bank of New York increased
more than five times, from $15 million in 1975 to over $82 million just
two years later.
Publicly, the domestic steel industry, led by U. S. Steel, loudly cried

that foreign-especially japanese-companies were "dumping" excess
steel output on the U. S. market, at prices below the cost of production.
The Carter administration responded in 1977 by introducing a "trigger
price" or minimum floor for steel. Any importation of steel at a price
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FIGURE 6.1
Interlocking Relationships Between Major Tire Companies
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below that floor would call forth an investigation from the Justice
Department.
Yet even as the U. S. Steel Corporation was expressing concern

about unfair competition from abroad, it was investing in overseas
operations linked directly to that very competition. Thus, U. S. Steel's
1979 Annual Report lists partial ownership of eleven foreign companies
operating on five continents, including four mining and mineral pro-
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cessing businesses in South Africa, in which it held shares ranging from
20 to 49 percent. This might not have been a problem except that these
processing companies work closely with the South African Iron and
Steel Corporation OSCOR), a state-owned enterprise that produced
nearly three quarters of the steel used in South Africa during the 1970s.
Between 1972 and 1978, ISCOR also received almost $538 million in
loans from American banks. Almost 90 percent of that total came from
Chase and Citicorp, both of which were among those banks that were
refusing to provide investment capital to upgrade the domestic U. S.
steel industry.
And who were ISCOR's principal foreign customers for iron ore and

other minerals-dolomite, coal, zinc, and tin? None other than those
same Japanese steelmakers who had received such enormous loans from
the very U. S. banks that were disinvesting in Youngstown. Finally, to
complete the circle, in 1979, according to U. S. Department of Com-
merce records, ISCOR's rapid growth made South Africa the fifth
most important exporter of processed iron and steel to the United
States.

Economic Crisis and the Squeeze on Profits

The upshot of all these developments was the dramatic erosion of the
inflation-adjusted, after-tax rates of profit of American corporations.
According to a careful study by Daniel Holland and Stewart Myers, the
real rate of return for all non-financial corporations in the United States
fell from 15.5 percent in the period of 1963--66 to 12.7 percent during
1967-70. As if this were not bad enough, the rate fell to 10.1 percent
in 1971-74 and finally to only 9.7 percent for the period through
1978.13 Since it hardly makes sense to borrow money at 15 percent to
invest in new capital that yields a profit of only 10 percent, new capital
investment naturally declined.
The fall off in profitability was especially noticeable in America's key

industries. Using Internal Revenue Service data on corporate earnings,
we have calculated the average rate of return on total assets for the
periods of 1963--68 and 1969-75. These pre-tax profit rates are shown

147



American Economy Is Undergoing Deindustrialization

in table 6.1. Those sectors that have suffered the Japanese "invasion"
the most-radio and television equipment (consumer electronics) and
motor vehicles-show the greatest loss. In both cases industrywide
profitability fell by nearly two thirds. The average slump across all
twelve manufacturing industries cited in table 6.1 exceeded 46 percent.
It is little wonder then that an economy whose engine is fueled by profit
began to sputter.
For the managers of American industry, there appeared to be only

two things to do to reverse this trend. They could identify new, more
profitable uses for their capital. Or they could find ways to cut produc-
tion costs in their existing activities, either to restore profit margins
directly-if they thought they could retain their markets in the face of
the heightened global competition-s-or to enable them to shave their
prices, thereby hopefully becoming more competitive without having
to forego further profits.
During the 1970s the managers of American corporations pursued

both sets of strategies. They sought new, typically "quick-fix," profita-
ble opportunities. And they radically restructured the geography of
their production arrangements in order to escape high labor-cost busi-
ness "climates." Both strategies required that they move mountains of
capital between economic sectors and among regions.

TABLE 6.1
Net Pre-Tax Profit Rates in Selected Manufacturing 'Industries: 1963-7S

(in percent)

Industry 1963-68 1969-75 Percentage Change

Rubber products 9.1 6.1 -36.2
Glass products !Z.O 7.9 -34.2
Steel industry 7.3 4.4 -394
Fabricated metal products 8.0 6.4 -20.4
Radio, television equipment !Z.2 3.8 -69.2
Machine products ll.9 9.3 -33.4
Farm machinery 8.4 4.1 -51.4
Machine tools 12.9 61 -53.1
Electrical equipment (heavy) ll.2 7.7 -49.1
Motor vehicles and parts 16.3 67 -64.8
Shipbuilding 5.8 3.1 -47.0
Railroad equipment 7.8 3.4 -56.9
Average for the twelve industries -46.3

SOURCE:U. S. Department of the Treasury, U. S. Internal Revenue Service, Sourcebook of Statistics of
Income, Publication 647, (Washington, D.G, U. S. Government Printing Office), 1963-7$.
NOTE: Net profit rate = net pre-tax corporate income (less deficit) divided by total assets.
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What followed might well turn out to have been the most frenzied
period of capital shift in American history. Conglomerates bought and
sold subsidiaries at a feverish rate, often running down and finally
closing profitable enterprises after milking them of their cash to finance
investment elsewhere. Traditional product-oriented companies began
to emulate the conglomerates, using key industries such as steel, trans-
portation equipment, metalworking, and petroleum exploration and
refining as "cash cows" to finance diversification. By the end of the
decade, the entire private sector seemed to be engaged in buying,
selling, or devouring parts of its own corporate anatomy in a madcap
race to enhance or protect the "bottom line."

Conglomeration and the "New Managerialism"

It is a central tenet of modern industrial organization theory that large
corporations are under constant pressure to grow and to expand their
market share. "History suggests," wrote Paul McCracken, the head of
President Ford's Council of Economic advisors, in a letter to the
chairman of K-Mart, "that companies which decide to 'take their ease'
are apt to be On the route to decay."14
This advice poses serious problems for the corporation caught in a

profit squeeze. Where is it to find the capital for expansion? With its
own retained earnings in a slump, it must turn to outside sources of
funding. In normal times, it goes to the bank for this purpose. But
when interest rates become so high that they seriously discourage
external borrowing, it becomes even more urgent than usual for corpo-
rations to attract equity capital from investors. Since the latter make
their money mainly from capital gains realized when they sell their
stock, corporate managers are forced to pay close attention to the
selling price of their shares. To most investors, it is the spread between
a stock's selling price and its expected yield-or earnings-that mat-
ters: its so-called multiple. To companies trying to attract these inves-
tors, maintaining high "price/earnings (P/E) ratios" becomes the key
objective of financial management.
During the crisis years of the 1970s, some of the most (in)famous
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conglomerates developed a degree of notoriety for engaging in what
was euphemistically called "creative accounting," in order to fool Wall
Street into validating the firm's quest for high PIE ratios. Many of
these methods involved unsound and sometimes illegal procedures to
inflate the value of a firm's assets. In our own interviews with former
officers of a well-known conglomerate, we found that the managers had
simply reported the worth of one particular subsidiary's inventory at
150 percent of its true market value! In another case, $250,000 out of
$375,000 worth of samples advanced were in the hands of salesmen
who were no longer even with the business in question. Yet the parent
conglomerate counted this as a recoverable asset-and therefore as an
increment to net worth. This same subsidiary had also purchased a
building for $1.8 million before being acquired. After acquisition, the
parent conglomerate "sold" this building to its nonprofit, non-taxable
charitable foundation for $3 million (obviously a purely paper transac-
tion) and reported the $1.2 million difference as an operating profit of
the subsidiary. All this was done in an effort to trick the market into
bidding up the PIE ratio on the conglomerate's stock.
Stories like this may be amusing, and they are fairly ubiquitous. But

of far greater significance for the deindustrialization of America are the
many thoroughly legal, aboveboard conglomerate strategies that make
up what is sometimes called the "new managerialism." The basic policy
-to emphasize cash management over a commitment to any particular
product line-was codified by the Boston Consulting Group (BCG),
a prominent management consulting firm originally affiliated with the
Harvard Business School.
In the early 1970s, BCG proposed that the optimal portfolio of a

diversified company could be described in terms of a matrix arraying
the market share of each of the corporation's product (or service) lines
against the sales growth rate of each activity.I> Lines with both low
market shares and low growth rates were nicknamed "dogs." BCG
recommended that they be abandoned, even if they were nominally
profitable, on the grounds that they would probably require reinvest-
ment of any cash surplus in order to maintain market share. (To BCG,
the ability to move surplus cash around is the sine qua non of sophis-
ticated managernent.)
Branches or subsidiaries with high market share but low growth rates

would typically be found in more mature industries. These were the
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famous "cash cows," expected to generate large positive cash flows that
corporate headquarters should "milk," in order to provide investment
funds for rapidly growing but still low-market-share product Dr service
lines (the so-called "problem children" Dr "question marks") Dr to
acquire altogether new subsidiaries.
The fourth category-the high-share, high-growth "stars" -shDuld

be allowed to go their own way for the time being. They would probably
need all of their retained earnings while they were in this mode, and
SDcould not yet be expected to make regular, sustained contributions
to the corporate "cash box.'
There are literally endless examples of the practical application of

these categories and investment rules during the 1970s. The problem
is that many of them led to questionable, and in some cases, incredibly
inept management decisions that actually destroyed viable business-
es and generated much of the capital disinvestment discussed in
chapter 2.
FDr example, some corporate headquarters required that their

branches Dr subsidiaries (including those that were formerly successful
independent businesses) meet minimum profit targets, known in the
trade as "hurdle rates of return." Division and local managers' execu-
tive perks-a-not to mention fresh financial resources for the subsidiary
itself-were often made tDdepend on whether these targets were mel.
Many branches and previously acquired businesses were thus ultimately
shut down, not because they were unprofitable, but because they could
not achieve the parent corporation's current (and often arbitrary) hur-
dle rate of return.
At Cornell University, William F. Whyte and his colleagues have

been studying cases of conglomerate destruction of viable businesses.
Among their findings are numerous examples of abandonment of going
concerns by conglomerates whose target rates of return were not mel.
FDr example:

The Herkimer [New York] plant, producing library furniture, had been
acquired by Sperry Rand in 1955.The plant had made a profit every year
except one through the next tWDdecades,and yet Sperry Rand decided to
closethe plant [in part hecause it] wasnot yieldinga 22% profit on invested
capital, That was the standard used by this conglomerate management in
determining an acceptable rate of return on its investments.tv
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Similarly, Genesco, a major clothing conglomerate with holdings
throughout the East, is known to have once imposed a 25 percent
hurdle rate on its various companies-three times the average rate of
profit earned in its industry I? And there are many more examples like
these. .
But whatever the particular value of the target in any particular

company, the principle of the corporate hurdle rate means that viable
businesses can be closed because, although they are making a profit, it
is simply not enough of a profit to satisfy company policy.
Probably the most famous modern conglomerate-related plant clos-

ing in America was the 1977 shutdown of the Youngstown Sheet and
Tube Company in Ohio. In 1969 Sheet and Tube, then the nation's
eighth largest steelmaking firm, was purchased by a New Orleans-based
conglomerate, the Lykes Corporation. The acquisition was financed
mainly by a loan that Lykes promised to payoff out of Sheet and Tube's
very substantial cash flow. During the next eight years, Lykes used
Sheet and Tube's cash to amortize that debt and to expand its non-steel
operations. Figure 6.2 shows pre- and post-merger annual capital invest-
ment in Sheet and Tube. In the decade before the merger, investment
in plant and equipment averaged $72 million a year and increased each
year at an average rate of $9.3 million. After the acquisition by Lykes,
the average fell to about $34 million per year and would have had a
zero growth trend if not for a few investment projects begun in 1975
and then quickly abandoned. Figure 6.2 shows that, in the years im-
mediately following the acquisition, Lykes pursued a strategy of
planned disinvestment in its recent acquisition. By the time changing
market conditions had convinced Lykes that it might make sense to
remain in Youngstown after all, there were no longer sufficient reserves
to finance the necessary retooling.
It is also true that Lykes's bankers were redlining both the company

and the town by this time-refusing to invest in either. Nevertheless,
most financial analysts seem to agree that "Lykes must bear responsibil-
ity for a good deal of the failure at Youngstown Sheet and Tube."IB
As Business Week said in its 3 October 1977 issue: "The conglomera-
tors' steel acquisitions were seen as cash boxes for corporate growth in
other areas."
In a rather absurd postscript to the closing-which, as we have seen,

cost 4,100 Ohio workers their jobs-Lykes merged in 1978 with the
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FIGURE 6.2
New Capital Investment in the Youngstown Sheet and Tube Company,
Before and After its 1969Merger with the Lykes Corporation: 1961-75
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illnvestment project undertaken only after two consecutive years of unexpectedly high worldwide demand

for steel. Project was abandoned during the 1975 recession.

conglomerate Ling-Ternco-Vought (LTV), owner of the nation's next
largest steelmaker. The argument used in court by Lykes and LTV to
overcome antitrust objections to the merger was that their steel busi-
ness was "failing" and could only be rescued by achieving financial scale
economies through merger! The now-completed merger makes Lykes-
LTV the nation's third largest producer of steel. Such is the history of
how an industry "naturally" becomes more concentrated.
Centralized control by a home office can impair the profitability of

a newly acquired branch or subsidiary in a number of other ways as well.
Some of these costs have been so great that they actually turn a
once-profitable subsidiary into a loser.
Sometimes, the home office requires its new acquisition to carry

additional management staff sent from headquarters-personnel not
previously needed by the subsidiary and that market analysts feel are
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superfluous. For example, a recent issue of a New England trade maga-
zine cited One case of a small manufacturer, with 40 percent of the
domestic hypodermic-needle market, which was put up for sale by its
conglomerate parent. A market analyst noted that "the parent corpora-
tion, a Fortune 500 company ... has imposed an excess of staff and
other requirements which add non-productive costs to the operation.
A pro forma [simulated balance sheet] eliminating this overlay of corpo-
rate expenses shows a much better picture." 19
This practice was also present in the case of the Sheller-Globe

Corporation's acquisition in 1974, operation of, and subsequent closing
in 1977 of the Colonial Press in Clinton, Massachusetts. The Press was
charged $200,000 some months and a yearly average of $900,000 in
corporate overhead costs. There was little justification for these. The
Press was being forced to pay the costs of larger corporate activities
from which it did not benefit. Sheller-Globe primarily makes automo-
bile parts, school buses, and ambulances and had acquired this book-
printing firm incidentally, as part of a larger acquisition of an automo-
tive competitor that had itself bought the Press earlier. Sheller-Globe's
previous experience was in its big-city auto-parts plants, where physical
security of the premises is important. Sheller-Globe had an entire
department solely responsihle for security. This centralized corporate-
security department applied the same protective systems to all divisions
-including the Colonial Press, located in a bucolic New England mill
town! Sheller-Globe built a link fence around three sides of the Colo-
nial Press plant and hired twenty-two security guards. Upon leaving the
plant, employees would be searched for stolen goods. The level of theft
occurring at the Press could not possibly have justified such outlays. Yet
the Press was forced to bear part of these costs.s?
Taxing a subsidiary in order to subsidize headquarters operations or

corporate allies is destructive enough. But perhaps most serious of all
are the cases where home-office policy actually creates the unprofitabil-
ity of a previously-profitable subsidiary through clumsy interference
with the local managers who know the situation best. William Whyte's
case study of the Herkimer, N. Y. library furniture plant revealed just
such a problem.

The plant had alwayshad its own salesforce and was not dependent upon
SperryRand for its market. In fact, being part of the conglomerate imposed
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seriousbarriers in marketing. For example, it wasa rule of SperryRand that
the Library Bureau salesman could not call on any customers served by
Sperry Rand. While this left the Library Bureau its main markets with
public and educational institution libraries, the rule barred the plant from
selling to a large number of industrial and business firms that used library
equipment. The [subsidiary]could only enter these markets through Sperry
Rand salesmenwhowere unfamiliarwith LibraryBureau products and had
more important things to sell.The handicapswere similar in the export field
... [Acccrdingto the former]head of salesfor the LibraryBureau ... "We
were not officiallybarred from exporting,but to sellanything outside of the
country, we had to send our proposal to the international division, and it
would just die there. We would never hear anything back."2l

Similarly, Sheller-Globe immediately brought outside management
into its Colonial Press subsidiary who were, with the exception of the
newly installed president, totally without experience in the publishing
industry. Nevertheless, this outside group was given control over the
most important decisions. Flexibility with respect to publication
schedules for such prestigious customers as Reader's Digest and Ran-
dom House was reduced. Not only was the Press no longer allowed to
offer free warehouse space to publishers, but the customer service and
order departments were also merged to the point where "orders were
misplaced and the relations with customers deteriorated." A fancy and
overblown computerized management information system was in-
stalled at great expense, which so fouled up operations that "books were
lost and there was often general confusion about what materials there
were and where they were located." Publishers were no longer given
itemized cost estimates. Not surprisingly, "customers became alien-
ated, large accounts (such as Random House) were lost, and sales
declined .... Decisions which were appropriate to the automotive
industry proved disastrous in the book-printing industry."22
The success of the conglomerates at maintaining their cash flows

well into the worldwide economic crisis of the 1970s-albeit at the
expense of workers and communities hit by one plant closing after
another-prompted imitation by many older, more established firms.
By the end of the decade, corporations long identified with particular
products-many of them vital to the economic well-being of the whole
society-were vigorously milking their more lucrative operations or
running down their oldest facilities rather than upgrading them, in
order to finance diversification.
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Thus, for example, the Mobil Oil Corporation used part of its post-
1973 inflated international oil profits, not to expand badly needed
domestic petroleum production, but to purchase Montgomery Ward,
a well-established department-store chain.s! This was just the begin-
ning of Mobil's diversification drive, as will be seen later.
Throughout the last decade, many of the nation's leading steel

companies used the profits from their existing operations-profits en-
hanced by the savings derived from not reinvesting in new, modern
equipment for existing mills-to acquire non-steel businesses. Between
1970 and 1976, the steel industry as a whole paid out 43 percent of its
after-tax profits in dividends (a rate above the average for all industries)
at a time when steel-company spokespersons were loudly complaining
that pollution control expenditures required by law were preventing
them from upgrading their old plant and equipment. Some Wall Street
analysts saw this as a strategy for buying time, holding the investors'
confidence, while management developed a plan for diversifing into
new fields.>'
In the late 1970s the entire industry did just that; it shifted capital

into cement, petrochemicals, coal, natural gas, nuclear power plant
components, containers and packagiug, and real estate. Between 1976
and 1979 the ratio of new capital spending to depreciation in the steel
operations of U. S. Steel fell by 50 percent. So far had this diversifica-
tion progressed that, by 1978, of that corporations's total worldwide
assets 44 percent were in businesses outside of steel. 25 Symbolically, in
the middle of 1978 another major producer, Armco Steel Corporation,
legally dropped "Steel" as its middle name.
Still another example of massive corporate disinvestment to finance

diversification is provided by the withdrawal of Pullman Incorporated
from the business of manufacturing rail passenger cars, thus leaving
only a single domestic producer, the Budd Company (now a subsidiary
of Thyssen, a German steel firm). Pullman's new parent firm, Wheel-
brator-Frye, will allow it to continue to manufacture freight cars, along
with many of the products into which Pullman's managers diversified
during the 1970s: oil, petrochemical, fertilizer factories, and truck
trailers. Ironically, this occurs at a time when "the energy crisis, envi-
ronmental problems, deterioration of the central city, and congestion
of the highways all point to the need for a dramatic increase in railroad
service. "26
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Unhappily, these are anything but isolated examples. Recall the
findings by Roger Schmenner (reported in chapter 2) on the invest-
ment transactions of the Fortune 500 during the 1970s. To recapitu-
late: two out of every three "new" manufacturing plants added to the
empires of these corporations after 1972 were in fact not new at all,
but rather pre-existing facilities acquired during the decade. During the
same period, they physically expanded only one seventh of all their
plants.
Moreover, as we move into the I980s, the tendency toward conglom-

eration-the extraordinarily pervasive "urge to merge" --:-continues.
Even foreign capital coming into the United States is now going
principally into the acquisition of already-existing American companies
rather than into the creation of new enterprise and jobs.27 On the East
Coast, it is principally Dutch, British, and Canadian money; on the
West Coast, it is Middle Eastern and Japanese capital. All of it reflects
the continuing urge to merge.
The very largest multinational corporations are now displaying the

strongest merger tendencies. Not surprisingly, the oil companies lead
the pack. In 1972, even before OPEC began to openly resist Western
control over the pricing and allocation of Middle Eastern oil, John Blair
could write:

In 1968, 6 of the 10 largest and 9 of the 20 largest industrial firmswere
oil companies. But the oil companies are leaders in merger activity not just
because of their size, but because of the pressure of their immense internally
generated funds for effective utilization. Reflecting the tax advantages
enjoyedby the industry, particularlythe foreign tax credit and the depletion
allowance, the cash flow of oil companies in 1968 totaled $9.6 billion,
consisting of $5.8 billion in net income after taxes and $3.8 billion in
depletion and depreciation reserves.This is equal to the assetsof more than
60 percent of the total number of all manufacturing corporations .
between 1956 and 1968 ... the 20 major [oil] firms absorbed 20 others
primarily engaged in petroleum refining28

In 1976 Mobil Oil took the lead when it acquired Marcor Corpora-
tion (itself the result of a merger of the Montgomery Ward depart-
ment-store chain and Container Corporation of America). Three years
later, the largest oil company, Exxon, showed that it, too, could take
a lesson from the conglomerates when it acquired the Cleveland-based
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Reliance Electric Company, the nation's third largest manufacturer
(behind only G.E. and Westinghouse) of electric motors. In making
its takeover bid, Exxon paid Reliance's stockholders more than 200
percent of the prevailing market value of their stock. All of this furious
buying and selling led Harold Williams, then Chairman of the Securi-
ties and Exchange Commission, to complain to a subcommittee of the
U. S. House of Representatives:

It has become acceptable to assume that corporate control may change
hands with no greater concern about the consequences than accompanies
an exchange of property deeds in a game of Monopoly.s?

In 1981 Mobil was back in the news in connection with what turned
out to be the two most, expensive merger transactions in history.
Throughout the first half of the year and into the summer, Mobil,
DuPont, and Seagrams Distillers fought it out for the right to acquire
Conoco Inc., then the nation's ninth largest oil company. In August,
Dupont won, paying a record $7.4 billion. Less than five months later,
a furious, often tempestuous bidding war between Mobil and U. S.
Steel over the acquisition of Marathon Oil came to an end when the
courts ruled, in early January 1982, that a merger with Mobil would
violate the anti-trust laws. This left U. S. Steel free to begin buying up
a controlling share of Marathon's stock. In a last-minute fit of pique,
cash-rich and twice-denied Mobil threatened to have its way after all
-by buying a major share of U. S. Steel! The Marathon buy-out even
topped the bidding war for Conoco. Although U. S. Steel's Chairman
of the Board David M. Roderick promised that the acquisition of an
oil company "would in no way diminish [our] commitment to [our]
steel operations," the New York Times predicted that a new "storm of
criticism" would be forthcoming from Wall Street for the corporation's
decision to diversify rather than modernize.t?
But if investors are pleased with the potential money profits gained

from the exercise of their merger mania, the social crisis associated with
the deindustrialization of America has certainly not been ameliorated.
Indeed, it has almost surely been exacerbated by all this merger activity.
For one thing, the manipulations necessary to finance such expensive

mergers are likely to add to inRation. Between 1975 and 1980, more
than $100 billion of corporate cash reserves were diverted toward
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supporting tender offers alone. And during a two-week period in July
of 1981, six oil companies arranged lines of credit totaling $28 billion
-all for the purpose of financing takeovers.t! According to the House
Bankirig Committee's Chairperson Fernand J. St. Germain of Rhode
Island:

The[se] massivecredit lines secured by companies ... could put upward
pressure on interest rates ... and make it difficult for other sectors of the
business community to obtain credit. ... Privately, one Federal Reserve
ollicial acknowledgesthat the enormous credit caches could cause macro-
economic trouble. Much of the money is apparently being secured in
European credit markets,where some $735 billion in greenbackshave piled
up subject to no U. S. banking regulations. The unexpectedly massive
infusion of these funds into American financial markets could complicate
the Fed's effortsto control the U. S. money supply. If so, the central bank's
only recourse would be to put even stiffer brakes on domestic money
growth.s-

Dupont's expenditure of more than $7 billion to purchase Conoco
took place during the very same week that President Reagan signed a
bill giving $60 billion in tax cuts to American industry for the an-
nounced purpose of "stimulating new investment in plant and equip-
ment and creating jobs." But, at least in the short-run, the acquisition
of Conoco creates no new productive capacity or directly productive
(as compared with managerial) employment, whatever DuPont chooses
to do with its new property later on.
All this furious buying and selling and wheeling and dealing has

meant a huge increase in the size of corporate bureaucracies. This has
been especially true in those conglomeratelike firms that are decentral-
ized into individual profit centers, each with its own managerial hierar-
chy. The growth of these bureaucracies, used to control widespread
corporate empires and to maintain discipline within the work force,
adds layer upon layer of management, all of which adds to the cost of
production but not necessarily to real output.
In fact the mushrooming of corporate, as distinct from government,

bureaucracies may explain much of the productivity decline that has
caused so much concern to the country. Between 1950 and 1980, the
ratio of "overhead" personnel-managers, their secretaries, and so
forth-to all employees in U. S. manufacturing rose from 18 percent
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to over 30 percent.t! Economist David M. Gordon, writing in the
American Economic Review, reports statistical evidence showing that
the increase over time in this ratio contributed significantly to the
decline in productivity during the 1970s. Indeed, in Gordon's model,
an index of the effectiveness of "bureaucratic control," based on this
ratio, accounts for over 85 percent of the measured retardation in labor
productivity between 1954-73 and 1974-78.34

Centralization, Conglomeration, and Community
Economic Instability

These unrestrained acquisitions and divestitures, along with the use of
the profits from basic industry to finance diversification, help to explain
those shutdowns and relocations that were discussed in chapter ?l
Every wave of conglomeration and diversification seems to be followed
in short order by a "shake-out"-the most dramatic symptoms of
which are plant, store, and office closings. And because of the way it
is at least partly financed-that is, by running down older productive
capacity-corporate diversification policies seem always to leave indus-
trial plant closures in their wake.
Centralization is the aspect of modern capitalist development that

gave rise to the process of conglomeration. But centralization has also
undermined the economic stability of communities across the country
indirectly, through its tendency to increase the degree of absentee
control of a community's economic base. All of these shifts of facilities
or transfers of ownership during the 1960s and, with greater intensity
and at a more rapid pace in the I970s, have radically altered what some
have called the "geography of industrial organization."
In particular, as the ownership and control of productive assets

became increasingly centralized, it was inevitable that more and more
business establishments in a typical American community would di-
rectly or indirectly come under the influence of "absentee landlords"
-central managements headquartered elsewhere. The significance of
this trend is that, whether or not any particular "remotely-controlled"
business is actually reorganized or shut down by its absentee owners,
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the potential for this (or any other management decisions deleterious
to the local economy) is greatly enhanced by the very fact of absentee
control."
In his fascinating Cook's tour of New England, writer Neal Peirce

noted:

During the 1960s, the national conglomerates had a fieldday snapping up
family-ownedbusinesses,especiallyin northern New England. By the early
1970s, 19 of the 22 Vermont plants with more than 500 workerswere
owned by out-of-statecorporations. In Maine, all of the sixfirmswith 2,000
or more workerswere absentee-owned. The same applied to 16 of New
Hampshire's largest firms'6

David Birch has discovered a similar result for the southern states.
In the manufacturing sector, at least, they, too, are "colonized" by
corporations based outside the region. Whereas over the period of
1969-76, nearly nine tenths of the new jobs created in manufacturing
branch plants located in the North had corporate headquarters also
based in the North-principally in New York, Chicago, Pittsburgh, St.
Louis, Stamford, and the greater Philadelphia area''? -fewer than one
third of the new jobs created over the same period in southern manu-
facturing plants belonged to southern-based corporations. Putting it
the other way around, in recent years 70 percent of the South's net job
growth in manufacturing corporate branch plants has been controlled
by Frostbelt firms. Moreover, nearly 100 percent of the net growth of
employment in those southern manufacturing establishments that were
conglomerate subsidiaries belonged to conglomerates based in the
North.38
Between 1955 and 1968, the Federal Trade Commission (FTC)

gathered information on the location of the corporate headquarters of
both the acquired and acquiring companies involved in nearly 18,000
rnergers. Using these data to map the "geography of remote control of
capital" during this period, British researcher Peter Dicken observed
that "four out of every five states experienced an outward shift of
corporate control" as more and more of their businesses were acquired
by outside corporations.t? (During the study period 1955-68, all the
southern states were net losers of control over their own businesses.
This is the history that led to the outcome measured by Birch for
1969-76.) The vast majority of the control is located where it has
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always been located in this century: in the North. Unfortunately, the
FTC no longer releases data on the location of the parties in merger
activities.
Another enterprising researcher, Berkeley geographer Allan Pred,

collected his own data by interviewing officials in corporate home
offices in several Western cities to find out where their branch plants
or subsidiaries were located in 1974-75. For example, in that year 181
multilocational business organizations headquartered in the San Fran-
cisco Bay Area employed more than a million people worldwide. Only
one quarter of those jobs were located within the Bay Area itself (San
Francisco-Oakland-San Jose). Sixteen percent were employed in for-
eign countries. And 59 percent were employed elsewhere in North
America. These San Francisco/Oakland-based corporations controlled
23,000 jobs in New York, 92,000 in Los Angeles, 13,000 in Dallas-Fort
Worth, 12,000 in Chicago, 8,000 in Washington, D. G, and 3,000 in
Atlanta. More than one half of the 59 percent of the jobs in the United
States and Canada were located outside of the continent's seventy
largest metropolitan areas, in smaller cities, towns, and rural counties.s?
In such places, as was shown in chapter 3, a major plant closing or
permanent cutback can have an especially devastating effect on the
local economic base.
Large corporations and conglomerates unquestionably have the

financial capacity to infuse any particular community with new job-
creating capital. The question is whether or not-and how-this capa-
bility is employed. On this score, researchers at Temple University in
Philadelphia recently found that, during the decade of the I 970s,
between 58,000 and 84,000 jobs (3 to 5 percent of the employment
base in 1969) disappeared from that city through identifiable shut-
downs or relocations of establishments with thirty or more employees.
Absentee-owned corporations were responsible for 54 percent of all
these plants and store closings and an estimated 64 percent of the job
IOSS.41

This disproportionately high shut-down rate among establishments
controlled by absentee-owned corporations occurred despite strong evi-
dence that, at least in the 1970s, conglomerates tended to acquire
"winners": independent firms that exhibited higher-than-average
growth or profit rates.42 What happens then to the employment
growth of smaller, independent businesses when they are acquired?
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Again using Dun and Bradstreet data, Birch has been able to identify
about 6,000 business establishments that were independently owned in
1969, acquired between 1969 and 1972, and continued in their affil-
iated status during 1972-74. He compares the 1972-74 growth per-
formance of these establishments with that of a sample of 1.3 million
establishments that remained both "alive and independent" through-
out the five-year period. The results are displayed in table 6.2.
A comparison of the upper and lower panels of the second column

shows that conglomerate subsidiaries generally grew faster during
1972-74 than independently-owned businesses of comparable size. But
this does not take into account the fact that conglomerates tend to
acquire faster-growing businesses to begin with, which is confirmed by
examination of the first column. The comparison that properly adjusts
for this bias is contained in the third column, where it can be seen that
the acquired establishments actually did somewhat worse than the
independent establishments over the same interval of time. Birch's own
conclusion is that "the acquisition process ... has certainly done little

TABLE 6.2
Average Annual Percentage Employment Growth of u.s. Establishments

by Size and Legal Status: 1969-72 and 1972-74

Employment Size

in 1969

Employment Growth During Change in

1969-72 1972-74 Growth Rate

8.5 3.5 -5.0
0.5 2.1 1.6
-LO 1.4 2.4
-1.8 I.l 2.9
2.1 1.4 -0.7

Independents
Throughout
0-20
21-50
51-100
101-500
SOland avera

Establishments
Acquired
1969-1972
0-20
21-50
51-100
101-500
501 and overs

14.2
2.1
0.5

-08
-8.3

3.4
36
2.2
1.7

-2.6

-10.8
1.5
1.7
2.5

-5.7

SoURCE: Prepared statement of David L. Birch, in Subcommittee on Antitrust and Restraint of Trade
Activities Affecting Small Business, Committee on Small Business, U. S. House of Representatives, Hearings,
96th Cong., 2d sess., U-S. Government Printing Office, 1980, p.234.
e'The sample consisted of only twenty-eight acquired firms, too few to permit reliable inference.
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to increase [acquired companies] growth performance relative to the
independents from whom they have been culled."43
Other studies, on the experience in Maine, Wisconsin, Nebraska,

and Iowa, come to similar conclusions. Absentee-controlled firms' pay-
rolls grew more slowly than those of locally-owned companies, and the
former were quicker to cut back employment during recessions. Ac-.
quired firms were typically forced to switch from using the services of
local bankers, accountants, and lawyers to those in the parent corpora-
tion's home-ollice city.44 Industrial relations issues, especially those
involving the greatest degree of conflict, tended to be handled by
lawyers sent out from corporate headquarters rather than by profession-
als living in the community where the conflict is occurring. Residents
of the area found it increasingly dillicult to hold the managers of these
absentee-owned businesses accountable, even as the real political influ-
ence of the latter grew, for example, in local legtslatures.e"

The Break-Up of the Social Contract:
Running Away from the Unions

Buying and selling entire businesses and transferring capital from one
sector to another at the first sign of trouble constituted the most
important corporate strategies for raising short-term profitability dur-
ing the 1960s and protecting those profits in the face of the economic
crisis of the 1970s. In the process, a great many profitable, formerly
independent companies were shut down, and the social productivity
embodied in skills and viable plant and equipment destroyed.
Capital's second strategy for coping with the crisis was to relocate

--{)r more often, to differentially expand and contract-facilities to
different parts of the country, and to different areas of the globe. If the
search for profits is the prod that explains management's desire to
relocate production, which locations are considered preferable to oth-
ers?
For any particular firm, there may be a variety of "special cases" in

which factors such as market access, the availability of cheap energy,
or proximity to a particular skill center dominate the choice of location.
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But it now seems to be a fair generalization that, for the most part, the
geographic patterning of deindustrialization has to do with the pro-
clivity of companies to shift capital out of older industrial areas to
escape having to live with a labor force that, through the previous
industrialization process itself, had become "costly" in the broadest
sense of the term: acclimated to a higher standard of living and to a
greater degree of influence on day-to-day workplace procedures.
To be sure, even as the post-World War II social contract was being

developed, companies were violating the spirit, if not the substance, of
the "agreement" by shifting operations (or differentially expanding)
into the Sunbelt, non-union peripheries within the North, and abroad.
During the 1950s and 1960s the practice of running away from the
unions grew so much, that by the 1970s the northern-based industrial
unions had been severely weakened. Their membership rolls in their
older Frostbelt jurisdictions declined. The rolls in the Sunbelt states
grew slowly, if at all, under various combined obstacles: insufficient
union funds to sponsor organizing drives; cultural resistance in many
places (especially rural areas); direct legal (sometimes even police) re-
pression of attempts to organize Sunbelt workers; and the often lethar-
gic attitude of some of the older, established, national trade union
leaders toward the need to organize new members.
The business community fairly widely admits now that it consciously

chooses locations in order to avoid unionization wherever possible. For
example,

Donovan Dennis, vice-president of Fantus Corporation, the well-known
plant location consulting firm, was asked by the Wall Street Journal to
name the single most important determinant of plant location. He re-
sponded, "Labor costsare the big thing, far and away.Nine out of ten times
you can hang it on labor costs and unionization.t'e>

From his information on the industrial location practices of the
Fortune 500, Roger Schmenner concludes that an anti-union "cli-
mate" is an extremely important factor influencing industrial plant
location managers. In particular, inside the United States,

location isdirected to the ... right-ta-workstates, most of which are located
in the SunbeIt and Plains States.... While only 34 percent of the [plants
in his sample that remained in operation throughout the 1970'J were
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located in right-to-workstates, fullyone-halfof all the new plants were sited
in them. These data support the contention that the edge for non-unionism
in right-to-work states has triggered a more-than-proportional degree of
plant openings there .... No other public policycarriesanywhere near the
location clout of the right-to-worklaw.47

The antipathy of (especially traditional) southern capitalists to
unions is so great that some local development authorities are put under
pressure to actively discourage companies in highly-unionized indus-
tries from moving in. The Wall Street Journal reports that "there are
literally scores of companies that have been turned away from southern
towns because of their wage rates or union policies." As the chairman
of the Mississippi Industrial Foundation in Greenville put it, "there are
a lot of companies we never see because they know better" [than to
bring a union into Creenvillej.w
Over the years since the late 1940s, managerial strategies of shifting

capital to avoid or shed unionization have become increasingly sophis-
ticated, especially when practiced by large multiplant, multiproduct
corporations. While runaway shops may still be important in the more
highly competitive industries such as clothing, shoes, toys, furniture,
and some segments of electronics, the new strategies typically involve
the operation of multistate, multiregional systems of plants and subcon-
tractors. Chief among these strategies are parallel production and mul-
tiple sourcing.
Under parallel production, major firms in the most powerful indus-

tries-automobile, steel, rubber, electrical machinery, aircraft, and ma-
chine tools-have created essentially duplicate production facilities for
the same components and even for some assembly operations. This
phenomenon is especially prevalent where the original facility is a
union shop. Parallel production is often implemented even when it
involves foregoing some economies of scale at the original site. The
compensation to the company is that a strike or other form of disrup-
tion at the original shop can be met by redirecting more production
to the non-union facility. In this way the firm can break a strike without
ever committing a statutory unfair labor practice. Not only does parallel
production shift jobs to other areas, thus immediately causing local job
loss, but it also strengthens the hand of management back in the union
shop.
The automobile and electrical goods industries are well known for
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their use of this tactic. What the United Auto Workers (UAW) calls
General Motor's "southern strategy" was initiated soon after World
War II, when GM began a concerted effort to circumvent the union's
strength by locating new plants in what are primarily right-to-work
states. The practice continued through the 1970s. In fact, between
1975 and 1980, GM opened a total of fourteen new plants, with eight
located in the deep South and one in Mexico. Nine of the U. S. plants
were placed in right-to-work states."? This permitted GM to effectively
use the threat of shifting production to its non-union shops as a bargain-
ing lever in its northern plant negotiations.
General Electric is also known for its use of this strategy, which

began during the reign of Lemuel R. Boulware, the fiercely anti-union
vice-president for labor relations. For years the company has pursued
parallel production policies in a number of its lines. The most recent
involves aircraft engine components manufacture. GE's main competi-
tor, Connecticut-based Pratt & Whitney (the jet engine division of the
United Technologies conglomerate), established parallel plants in rural
towns in Maine and Georgia. General Electric's Aircraft Engine Group
responded by constructing a component plant in the non-union town
of Madisonville, Kcntucky.t?
What has been accomplished by this anti-union' thrust in the major

companies is being extended to smaller suppliers by the strategy of
multiple sourcing. Increasingly, prime contractors are refusing to grant
sole source arrangements to the independent shops that provide them
with components. This is true even when the subcontractor is fully
capable of supplying all the parts required and at a competitive price.
This strategy enables the prime contractors both to assure on-time
delivery of components and to play one vendor off against another.
Local suppliers are forced to reduce production runs, layoff workers,
and more strenuously oppose union organizing drives or demands. This
accounts in part for the inability of unions to organize the supplier-shop
constellations in the aircraft industry, and for the low or declining rates
of unionization in other sectors of the economy, including metalwork-
ing and electronics.
Of course a multiplant firm has the option of gradually or, on some

occasions, abruptly, phasing out the old high-wage, unionized facility
altogether and shifting operations to the non-union, lower-wage south-
ern or far northern plant. In the timber industry of the Pacific North-
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west, such shifts have been taking place for several years. Companies
in Oregon and Washington are shutting down their local mills-or are
being forced out of the market by competitive bidding for timber
supplies for export to lapan-and expanding their activities in the
Southeast.U
The Brown and Williamson Tobacco Company's decision to shut

down one of its older southern plants, and to cut back operations in
another in order to consolidate production at yet a third southern site
-unionized but with less restrictive work rules-provides evidence
that helps to explain the high rate of southern plant closings reported
in chapter 2. In early 1979, Brown and Williamson announced that it
would phase out its 3,OOO-employeeplant in Louisville, Kentucky, over
a three-year period and cut back operations in its Petersburg, Virginia,
plant. According to Carroll H. Teague, [r., vice-president for Personnel
and Labor Relations, production (and some of the more skilled work-
ers) would be shifted to the firm's Macon, Georgia, plant. Why
'Macon? Because, Teague told the press,

we had been extremely successful in negotiating restriction- free agreements
in the Macon plant. We did not have [maximum allowable] machine
speeds, manning ratios, or restrictive seniority provisions. We had only four
labor classificationsthroughout the entire plant. We organized production
in a way that permitted us to operate the machinery 24 hours a day-and
not to shut down for lunch breaks.v-

The effect of these interstate and interregional capital shifts on the
power and solvency of the largest unions has been quite signi/icant.
Consider the electric products industry, the scene of so much violent
confrontation throughout the twentieth century. Between 1958 and
1974 the principal unions-the International Union of Electrical
Workers, the United Electrical Workers, and the International Broth-
erhood of Electrical Workers-managed to organize only one out of
every four new production workers in the industry.

Since employment [within the United States] has continued to grow, al-
though fitfully,the union problems are not due to a decline in the number
of workersavailableto be organized, but rather to the difficultiesof enroll-
ing workers in new [southern] plants as old, well-established [northern]
locals shrink and even dtsappear.t?
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Some northern unions or union organizers have actively intervened
to prevent companies from shutting down operations in their jurisdic-
tions in order to expand in non-union areas. A dramatic example con-
cerns Gould Incorporated's 1,500-person circuit-breaker plant in Phila-
delphia and its union, the United Auto Workers. 54
The original ITE Circuit Breaker Company was a locally-owned

family firm with a national reputation. A 1968 merger with a Chicago
corporation created the ITE Imperial Corporation, the third largest
producer of electric power and distribution equipment in the country.
Then in January 1976, after a long merger fight, the new ITE was
acquired by Gould, Inc., another large electronics corporation head-
quartered in Chicago. The UAW knew there would be trouble, for
Gould's Chairman William T. Ylvisaker had just said as much to the
New York Society of Securities Analysts: "We don't like unions, we
fight them."
Gould had tried to shift production from the Philadelphia plant to

facilities in Florida, Virginia, and Oklahoma, but UAW Local 1612,
a holdover from the ITE days, had been able to stop them through the
successful bargaining of contract language that made such capital trans-
fers illegal. Acting on a tip from office workers, Local 1612 officers went
to Wilmington, North Carolina, in September 1977, where they found
an unmarked factory containing machinery that had gradually been
moved from the Philadelphia plant. Subsequently, five more small
plants in various states of completion were discovered in the Carolinas,
Florida, and Oklahoma.
Local 1612 had caught Gould red-handed and forced the case to

arbitration. In June 1979 an arbitrator ruled that Gould had indeed
violated a job-transfer clause of the contract and would have to recall
215 laid-off workers, pay their back wages, and haul the equipment
from North Carolina back to Philadelphia. In this case, however, the
union won only a reprieve; in 1980 the contract ran out, and Gould
began to (legally) transfer its capital to its Sunbelt facilities.
When unions have been successful in preventing a "runaway" plant,

it is often because they have achieved widespread community support.
But when it occurs, it is just such community support that makes the
.-older industrial areas of the "Frostbelt" an "undependable" place in
which to do business, and from which many companies want to run.
For example, in 1979 the International Association of Machinists went
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on strike at the Olin Corporation's Winchester riRe factory in New
Haven over company-mandated changes in grievance procedures with
respect to new productivity norms. Neighborhood residents were active
in picket lines, and anti company feeling ran high in the community as
a result of a long history of offensive behavior by Olin. In the eleventh
week of the strike, Winchester announced that it would be importing
scabs to begin production again and threatened to give them seniority
over the striking workers. Facing 800 strikers and their neighbors and
sympathizers gathered at the plant gates, New Haven Mayor Frank
Logue invoked emergency powers and effectively locked out the strike-
breakers by ordering the plant closed! He was overruled four days later
by a Superior Court judge, and the strike was eventually scttled.t?
N evcrtheless, it is unlikely that Olin and other companies doing busi-
ness in New Haven will forget the incident when making future invest-
ment plans.

International Investment and the Search
for a Union-Free Environment

In seeking to escape a "pro-union" or "anti-business" climate inside the
United States, Olin and other large corporations have another choice.
It has been noted earlier that they can build, expand, or acquire facili-
ties outside of the country altogether. In fact, all the strategic innova-
tions devised by multiplant companies for playing off one group of
workers within the country against another group-parallel plants,
multiple-sourcing, and so forth-have become standard operating pro-
cedure in the global economy as well. If anything, the intensified
competitive environment of the last decade has increasedthe proclivity
of U. S. multinational corporations for employing these strategies.
There is no question that at least some of the enormous shift of

American capital to Europe, Canada, and the Third World during the
1960s represented a response to the presence and (occasionally) to the
power of American industrial unions. Thus, for example, in 1966, as
an alternative to expanding its older, unionized television factory in
Cincinnati, RCA opened a 4,OOO-cmployeefacility in Memphis. When
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the Memphis workers organized a union, RCA closed both plants and
moved all of its black-and-white television production to Taiwan. 56Six
months after the second of two strikes at its Ashland, Massachusetts,
timer plant during the late 1960s, GE drastically cut back and then
totally shut down the operation, shifting production to Singapore. As
one former United Electrical Workers researcher.put it: "The lesson
intended is absolutely clear-GE can move, UE can't."57
One of the most dramatic examples of the runaway shop, explicitly

supported by U. Srgcvemment tax and tariff policy, is found in the
"export platform" phenomenon, first mentioned in chapter 5. The
story begins on the Mexican border.
For many years, large American produce growers had access to cheap

immigrant Mexican labor through the Bracero Program, which admit-
ted specified numbers of Mexican farm workers to the United States
for limited periods of time to work in the fields. The elimination of this
politically embarrassing program in 1964 not only gave rise to the
contemporary problem of the migration of undocumented Mexican
workers to the United States but also produced enormous unemploy-
ment in northern Mexico.
This reserve army of labor, created in the first place by U. S.-Mexican

economic policy, now provided the conditions for a new stage of devel-
opment i~ the region. In 1965 the Mexican government again offered
cheap labor to American business, this time on the southern side of the
border. The new Border Industrialization (or so-called in-bond) Pro-
gram allowed entirely foreign-owned companies to set up operations
within a virtually tax- and tariff-free I2.5-mile strip of the border. The
Mexican Minister of Commerce told the Wall Street [oumal, "Our
idea is to offer an alternative to Hong Kong, Japan and Puerto Rico for
free enterprise." Through various U. S. tariff-code loopholes (discussed
in chapter 5), American corporations could assemble products in this
zone and import them into the United States, thus paying duty only
on the value added in the assembly process, that is, only on the cost
of the cheap Mexican Jabor.
The garment and electronics industries and toy companies were

quick to respond. Among the pioneers were Litton Industries, Transi-
tron, Motorola, Fairchild, Hughes Aircraft, and General Electric.
Within two years after the program went into effect in 1969, licenses
had been granted for seventy-two U. S. plants. By 1974 the 'number
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had reached 65558 Other multinational corporations operating
maquiladoras-the word used by Mexican workers to describe these
border assembly plants-included North American Rockwell, Bur-
roughs, General Instrument, GTE Sylvania, RCA, Levi Strauss, Puri-
tan, and Kayser-Roth. In a period of less than ten years, the maquilado-
ras came to employ almost 13 percent of -the border region's labor
force.
The most recent additions to the maquiladora program are seven

General Motors and two Chrysler plants, all built in or around Ciudad
Juarez since 1978. In these plants Mexican workers turn out wiring
harnesses, seat covers, radios, instrument panel padding, electronic
controls, and shock absorbers. Workers refer to these areas, just across
the Texas border, as "little Detroit."59
Runaways in the electronics industry have continued as well. In

September 1979, GE announced that it would shut down its Provi-
dence, Rhode Island, home appliance cord set manufacturing plant and
transfer the operations to the border town of Nogales. There, in the.
words of a GE spokesperson, " ... workers earn less than $2 per hour,
compared with a $5.84 minimum in Providence.l'v? Late in the sum-
mer of 1980, General Instrument Incorporated joined the bandwagon
by shutting down its Jerrold Electronics cable TV equipment plant in
Chicopee, Massachusetts, moving it to Nogales. At the very time of the
move, in the company's 1980 Annual Report, the company's executive
director Frank Hickey stated, "Our cable TV group had its best year
by far, with a record year-to-year world-wide revenue gain and a profit
increase of $23 million."61
The growth of strikes, together with high turnover that resulted

inevitably from the monotony and health hazards of the work, caused
some of the companies on the Mexican border to move farther south
in the mid-1970s. Mexico itself opened three new tax- and duty-free
areas in the central part of the country, which almost immediately
resulted in the construction of new Burroughs Corporation computer
facilities in Guadalajara and a General Electric plant in Chihuahua.
The idea behind the maquiladoras has now spread to other parts of

the world. In response to special incentive programs, American firms
have established offshore assembly operations in Haiti, EI Salvador, and
Colombia. The North African countries play the equivalent export-
platform role for European manufacturers.
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A related device, the free-trade zone, was pioneered in the I950s and
1960s by other countries. The first free-trade zone was established at
the Shannon Airport in Ireland in 1958. Taiwan announced the open-
ing of another such zone in 1965. In 1967, the United Nations Indus-
trial Development Organization began encouraging countries through-
out the Third World to develop free-trade zones of their own. An
evaluation of these zones shows them to be populated by companies
paying the lowest possible wages accompanying the most miserable
working conditions. Indeed, low wages and standards, and the absence
of unions, are expressly designed into these trade zones, being precisely
what is supposed to attract "foot-loose" international compa-
nies.62
Similiar areas were being erected in the United States. By 1976

nearly forty federally-licensed zones had been set up in American cities
by municipal or state governments, public economic development cor-
porations, or nonprofit subsidiaries of local chambers of commerce.
Before 1950, in order to be free of the usual import duties, American
companies located in free-trade zones could only transship the articles,
that is, bring them into the country, store them, and then re-export
them. The Boggs Amendment of 1950 permitted companies located
within the zones to engage in light manufacturing and related process-
ing. Activity in the zones increased steadily thereafter into the I970s.
Indeed, between 1971 and 1976 there was nearly a fivefold increase in
both the value of goods received at and forwarded from zones located
inside the United States63 The idea of the free-trade zone has been
expanded into a proposal to create "urban enterprise zones," to be
located in inner-city areas of Britain and the United States. This pro-
posed experiment in "selective deregulation," which has become the
Thatcher and Reagan administrations' major domestic economic devel-
opment initiative, will be evaluated in chapter 7.
The inequality in the "bargaining" situation between a multina-

tional corporation and a national labor union is especially uneven when
that multinational is also organized as a conglomerate. Charles Craypo
of Notre Dame University has conducted a detailed investigation of
such a case, involving Litton Industries, one of the best known modern
conglomerates. Ranked 249th among the Fortune 500 in 1960, by 1972
Litton had become the 35th largest corporation in the country.v'
In 1965 Litton entered the typewriter market by acquiring Royal,
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then the second largest firm in the industry. Three years later, Royal
merged with a German firm, Triumph-Adler, that had been about to
introduce a new line of electric typewriters into the U. S. market.
Following a strike in 1969 at the company's Springfield, Missouri plant,
Litton transferred the production of the portable typewriter line to its
plant in Hartford, Connecticut. Later that year, the Missouri plant was
shut down entirely, and a production contract, together with the ma-
chinery from Springfield, were turned over to a firm in Portugal. Then,
in August 1970 the manufacture of office electric typewriters was
shifted from Hartford to Germany and England, where Litton also had
a subsidiary. Finally, in January 1972 Litton announced that the pro-
duction of all remaining models would be moved to England and the
Hartford plant would be shut down altogether. The Triumph-Adler
subsidiary was sold to Volkswagen. In five years, a company that had
been a leader in its industry and a major employer in the cities in which
it did business was no longer making any of its products inside the
United States.
The Hartford employees had been represented by the United Auto

Workers. In trying to bargain over the termination, to get the best
possible arrangements for its members after the company flatly refused
to discuss "what it might take for them to stay," the UAW found itself
in a truly powerless situation. For one thing,

Royal workers and their unions had no prior knowledge of these transfers
of production (and jobs); on the contrary, they were often given press
releases and other communication which proved to be inaccurate. Six weeks
before the 1970 transler of work from Hartford to England, for example,
the president 01 Royal sent an encouraging letter to each member of the
Hartford bargaining unit which stated: "We arc entering an exciting era
of new and better opportunities for the future. Our plans see Hartford
continuing as our principal United States manufacturing facility and as our
worldwide headquarters.... "65

When it came time to bargain over termination, union negotiators
at Hartford did not even know where the company's European plants
were located or precisely which product lines were being shifted to
which locations. As a conglomerate, Litton was legally able to fold
operating information on its Royal division into the consolidated corpo-
rate balance sheet and income statement, so that the union could not
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even tell whether the Hartford plant was making a profit. Nor did the
plant manager, whom the local union members knew well, have much
information himself, let alone the discretionary authority to engage in
bargaining. All negotiations were handled by Litton headquarters. All
in all,

Litton transferred overseasthe jobsof about 2,500 unionized workerswith-
out having to incur severance or termination payments, improved pension
benefits, worker relocation and retraining benefits, or any of the other
compensations often obtained by unions in negotiations accompanying
plant relocations.The impact of conglomerate, multinational structure on
collectivebargaining is to give the employer, under certain conditions, the
capacity to make the institutionalized bargaining system an ineffective
method of resolving industrial disputes.s>

Even when they cannot escape unions altogether, corporate parallel
production and subcontracting policies ("outsourcing") can still in-
crease the company's power over its workers by forcing the unionized
work force of one country to compete for jobs with that of another. In
the absence of sustained international labor solidarity, this strategy has
proven to be quite successful. This is especially true in the case of the
so-called world car.
The story-like that of the mass-produced automobile itself-begins

with the Ford Motor Company. A wave of labor strikes, grievances, and
absenteeism befell Western European businesses in 1968-69, and Ford
was no exception. First, its Belgian plant was struck in 1968. Then, a
1969 strike against Ford of Britain directly interfered with the delivery
of parts and subassemblies to the company's plants in Belgium and
Cerrnany.v?
Ford tried several ways of reorganizing production in order to reduce

its vulnerability to labor disruption in any particular plant within the
overall system. Each plant was highly specialized in its function. Ford
wanted to find a way to reduce that extreme specialization without
greatly sacrificing production efficiency. The result of this experimenta-
tion was Ford of Europe's introduction in 1976 of the Fiesta, the
company's smallest car. The engines were manufactured in two parallel
plants located in Almusafes (Valencia), Spain, and in Dagenham, En-
gland. Final assembly was located in Spain, England, and in Saarlouis,
Cermany. Each plant was designed to operate normally below potential
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capacity, in order to be able to absorb additional orders in case of a work
stoppage elsewhere. Gearboxes, transmissions and axles were single-
sourced from plants in Bordeaux, France. One Ford executive said of
this arrangement:

In the three quarters of a century since its founding, Ford has built nearly
150millionvehicles.But, outsideof the ModelT, none seemslikelyto have
such a long-lastingand decisive effect on the management of our world-
wide operations as an II-foot-long little car called the Fiesta.... [Fiesta]
began a new chapter in multinational business cooperation with manage-
ment implications far beyond the European continent or Ford68

Thus, the manufacture of interchangeable components-the old
"American system" that goes all the way back to riRe production in
Springfield, Massachusetts, in the early nineteenth century-had been
combined with the strategy of parallel production to provide a previ-
ously unheard-of degree of managerial control. In Wall Street's own
View;

If, for example, the workerson the Fiesta line at Dagenham slow'down or
strike, Ford can increase output from its Fiesta engine line at Almusafes.
And the longer supply lines dictated by the international integration of
Fiesta production could prove to be an advantage despite high transporta-
tion costs and possibleshipping delays[since]stocksalready in transit from
Dagenham can supplement the increased output from Almusafes and
thereby keep Ford's Fiesta assemblyfacilitiesoperational despite a strike.s?

The newest of Ford's world cars, a direct descendant of the Fiesta,
is the extremely successful Escort. As table 6.3 vividly illustrates, by
1980 both dispersed sourcing and parallel production had been signifi-
cantly expanded by the company. Parts were being made or assembled
in sixteen countries on three continents.
Through 1980 Toyota and Datsun were still following a traditional,

home-based production strategy, relying on extraordinarily resourceful
advertising campaigns and on American consumers' belated interest in
small cars to enable these Japanese multinationals to continue export-
ing their product to the United States and other countries, many in the
Third World. However, with the American automobile manufacturers
now forced into the small-car market, and with growing U. S. political
pressure on their government, even the Japanese are beginning to move
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TABLE 6.3
Sources of the Components of the Ford Motor Company S European Escort

Country Components

Austria
Belgium
Canada
Denmark
France

Italy
Japan

Netherlands
Norway
Spain

Sweden
Switzerland
United States
England, Germany
England
England, Germany
England, France
England, Germany
England, Italy
England, Germany
Germany
E~gland. Germany

England, Italy

England, Germany

France, Germany
England, Germany
Germany
England, Germany
England, France, Italy
England, Germany
United States
England, Germany
England
Germany
England
England, Germany
Germany
England, Germany, Sweden
North Ireland. Italy
England

Radiator and Heater Hoses, Tires
Hood-in Trim, Seat Pads, Tires, Brakes, Tubes
Class, Radios
Fan Belts
Scat Pads, Sealers, Tiers, Underbody Coating, Weatherstrips,
Scat Frames, Heaters, Brakes, Master Cylinders,
Ventilation Units, Hardware, Steering Shaft and Joints.
Front Seat Cushions, Suspension Bushes, Hose Clamps,
Alternators, Clutch Release Bearings
Defroster Nozzles and Grills, Glass, Hardware Lamps
W S Washer Pumps, Cone and Roller Bearings, Alternators,
Starters
Paints, Tires, Hardware
Tires, Muffler Flanges
Radiator and Heater Hoses, Air Cleaners, Wiring Harness,
Batteries, Fork Clutch Releases, Mirrors
Hardware, Exhaust Down Pipes, Pressings, Hose Clamps
Speedometer Gears, Underbody Coatings
Wrench Wheel Nuts, Glass, EGR Valves
Muffler Ass'y, Pipe Ass'y, Fuel Tank Filler
Steering Wheel
Tube Ass'y Steering Column, Lock Ass'y, Steering and Ignition
Heater Ass'y
Heater Blower Ass'y, Heater Control Quadrant Ass'y
Nozzle Windshield Defroster
Cable Ass'y Speedometer
Cable Ass'y Battery to Starter
Turn Signal Switch Ass'y, Light Wiper Switch Ass'y,
Headlamp Ass'y Bilux, Lamp Ass'y Front Turn Signal
Lamp Ass'y Turn Signal Side, Rear Lamp Ass'y
(inc. Fog Lamp), Rear Lamp Ass'y
Weatherstrip Door Opening, Main Wire Ass'y Tires,
Battery, Windshield Glass, Back Window Glass, Door
Window Glass, Constant Velocity Joints
Transmission Cases, Clutch Cases
Rear Wheel Spindles
Front Wheel Knuckle
Front Disc
Cylinder Head
Distributor
Hydraulic Tappet
Rocker Arm
Oil Pump
Pistons
Intake Manifold
Clutch
Cylinder Head Casket
Cylinder Bolt
Carburetors
Flywheel Ring Gear

SOURCE: U. S, Department of Transportation, The US, Automobile Industry, 1980, (Washington,
D.C.: U. S. Department of Transportation, 1980), p. 57.
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in the direction of developing "world cars" of their own. (Not surpris-
ingly, this is being promoted by UAW President Douglas Fraser
through his exhortations to the Japanese firms to locate assembly plants
inside the United States.) Honda is the first of the Japanese firms to
move in this direction, with plans to build an assembly plant in Ohio.
Datsun is constructing a pickup truck plant in Kentucky. Volkswagen
is already assembling cars in Pennsylvania."?
It is apparent that by the 1970s, U. S. corporate managers had found

a way to respond to the crisis of competition, costs, and profits by
reorganizing production on an explicitly interregional, international
scale. Capital mobility itself, whether enacted or merely threatened,
was becoming a mechanism for altering the very foundations of labor-
management relations.
But it was doing much more than that. Combined with the use of

widespread networks of subcontractors, these parallel plant and foreign-
sourcing strategies, first deployed within the United States, are revers-
ing a tendency that has characterized capitalist development since the
eighteenth century: the relationship between the centralization of con-
trol over production and the concentration of productive activity in
large, centrally located facilities. The permissive technological environ-
ment allows huge corporations to operate hundreds of smaller, geo-
graphically dispersed plants in place of a small number of politically
vulnerable, large local complexes. General Electric's Lynn, Massachu-
setts aircraft engine plant, the Gary, Indiana works of U. S. Steel, and
Ford's River Rouge complex in Detroit thus represent a spatial form
of production from the distant past, the likes of which we will not see
agam.

Fight Along with Flight: The Direct Attack
on the Unions

Even before the corporate demands for wage concessions ("givebacks")
became the most prominent feature of industrial relations in the 1980s,
an open assault on labor was becoming manifest in the form of repeated
attacks on the trade unions. In earlier periods, particularly before
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World War II, company efforts to keep out unions and to "bust" them
when their organizers successfully made inroads into the plant or the
community, were often characterized by physical violence, brought
into play by private police or company-paid "goon squads."
By the 1970s the corporations' tactics had changed dramatically.

The new "union busters" are specialized firms providing legal, psycho-
logical, and other technical assistance to management in all branches
of industry. A thousand firms, with estimated aggregate annual reve-
nues of as much as $500 million, now advise both private and public
employers how to keep union organizers and sympathizers out of the
workplace if possible; how to defeat the union when representation
elections cannot be avoided; and, where unions have succeeded in
winning elections, how to manage new elections to decertify them.
Paradoxically, partly as a result of the advice of these new white-

collar (gray-flannel), anti-union consultants, the number of unfair labor
practices cited by the National Labor Relations Board against Ameri-
can business rose by 300 percent during the 1970s. The reason is that
many companies had learned that it was more profitable to break the
law and risk paying a trivial fine than to allow unions to successfully
organize their plants, stores, and offices.
Thus, where the odds of a union victory in a typical representation

election were about three to two during the I940s and 1950s, by 1978
they had fallen to only a little above one in three. Even more ominous
for organized labor, during the decade of the 1970s, average annual
decertifications of prior union victories rose from less than 240 to over
800. In 1978 unions were losing three of these contests for every one
in which they were victorious."!
Even where unions thought themselves to be safely entrenched,

many companies have begun to openly threaten plant shutdowns unless
the unions will agree to re-open contracts and take wage freezes, or even
provide the company with givebacks. This has now occurred so often
-in seriously troubled companies like Chrysler; in firms such as Ford
that earn much higher profits overseas than in their domestic opera-
tions; in major corporations engaged in long-term restructuring
schemes like U. S. Steel; and even in healthy, profitable multiplant
firms openly exploiting the times to depress Frostbelt lahor costs to the
levels in their Sunbelt locations-that it has taken on epidemic propor-
tions.
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In the public domain, the same assault on labor is taking place. To
defeat labor-law reform and maintain the pattern of pro-business legis-
lation upon which they have come to count so heavily, companies
across the country have been forming nonprofit political action com-
mittees (PACs) to circumvent the laws (on the federal books since
1907) that made it illegal for private corporations to donate money
directly to political candidates. Unions have organized PACs them-
selves, but their resources are greatly inferior to those available to
private industry. Since the early 1970s, the growth of corporate PACs
has been astronomical, far outpacing organized labor's efforts. Corpo-
rate PACs are also being used to pay for advertising and other public
relations activities designed to influence popular referenda. Their po-
tential power has been described by one observer as "staggering.T?

Capital's Assault on the Social Wage:
The Demand fOT a "Good Business Climate"

Running away from unions was one way for capital to escape the fetter
on profit making which the postwar social contract had become, in the
context of the heightened global competition and economic crisis of
the 1970s. Another response was to fight the unions head-on over
wages, work rules, and-with the help of the corporate consuitants-
the right of a union to represent any particular company's workers at
all.
But precisely because so few American workers belong to unions,

these managerial responses to the crisis were not sufficient to make
really significant, long-term dents in labor costs. For that to happen,
workers would have to have been made so insecure and desperate for
work that they would be forced to become more "flexible," that is,
more willing to accept management's new terms with respect to wages,
working conditions, and discipline as industry underwent the process
of restructuring technologies, plant locations, and job tasks. The only
way for capital to achieve this degree of flexibility-that is, to produce
the necessary amount of insecurity-was to attack the social wage itself.
This is the historical context within which to understand the signifi-

180



Managerial Capitalism and the Economic Crisis

cance of that extraordinary 1974 Business Week editorial quoted in
chapter I, calling for the dismantling of the standard of living to which
American workers had become accustomed.
The assault on the social wage began at the state and local level,

giving rise to what Business Week's editors have called "the second war
between the states." In choosing where to locate their new plants, or
where to move existing operations if the present site is somehow unde-
sirable, managers often talk about the local "business climate." What
do they mean?
Sometimes, this fuzzy but much used term is nothing more than a

euphemism for the presence or absence of unions, or of a local tradition
of labor militancy. But corporate managers are usually thinking about
more than just unions when this mystifying but nevertheless ubiquitous
concern for a "good business climate" is expressed in local newspapers,
on television, or in hearings before legislative committees. They are
referring to the extent to which the policies of state and local govern-
ment promote or retard capital's ability to locate where they prefer,
especially with consideration of local taxes; to produce as they wish
(irrespective of any external costs that production might impose on the
area, such as environmental pollution, or on their workers, as with
on-the-job health and safety hazards); and to maintain control over the
labor process on the shop (or office) floor.
It appears that companies also have in mind the whole panoply of

government policies that provide social insurance, welfare and food
stamps, and minimum wages. These shelters from the insecurity that
comes with being totally dependent on the demands of capital repre-
sent the spoils of past political victories by workers and their unions.
The social wage is costly to business, and increasingly they want out.
That is what the corporate demand for a good business climate is
mainly about.
In the United States, from the years immediately following World

War II, the shifting of capital from the inner cities to the suburbs and
the rural peripheries of the country, and from the North to the South
and West has been accompanied by often surprisingly up-front de-
mands by corporate managers-or by their advocates in the many
private and public local economic development agencies across the
country-for a good business climate as a condition for moving in, or
staying put. Elected state and local government officials have at best
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felt helpless before these demands. But it is probably also fair to say
that these officials have tended to see state and local tax breaks and
other "incentives" to business as plausible development policies-"if
we lower their costs of doing business, why wouldn't companies invest
here?"
Whatever the rationale, the result has been a proliferation of tax

breaks and other business subsidies, together with the weakening of
pro-labor, pro-consumer regulations on industry. In a veritable orgy of
"incentive" granting, state and local governments have been falling
over each other to outcompete or, with the ubiquitous availability of
such incentives, to just stay on a par with their rival jurisdictions."!
In one recent study by the Conference of State Manufacturers'

Associations, the "goodness" of a state's "business climate" was defined
in terms of low taxes, low union membership, low workmen's compen-
sation insurance rates, low unemployment benefits per worker, low
energy costs, and few days lost because of work stoppages-in that
order. Mississippi ranked first in the nation on almost every criterion.Z"
Texas, which also placed high on the list, has no corporate or individual
income tax, no payroll tax, property taxes below the national average,
and the lowest unemployment insurance tax rates in the country.i" In
such a climate, it is not at all remarkable for large companies such as
J. P. Stevens to demand-and get-what amounts to a perpetual tax
holiday (along with lax enforcement of brown-lung regulations) from
the typically rural southern jurisdictions in which it has built its textile
mills, while over the years gradually shutting down its operations in the
North.
Bold demands by private corporations on state governments are of

course hardly confined to the Sunbelt. From the earliest days of the
PaxAmericana, companies have been threatening to leave if the local
social wage were not relaxed. One of the earliest examples involves a
firm discussed before: the first of the modern era's conglomerates,
Textron. Having bought up textile mills in Nashua, New Hampshire,
and in other New England towns during World War II, the Provi-
dence-based corporation began to shift its capital to its southern prop-
erties after earning enormous profits by speculating in, and finally
selling, the valuable stocks of raw cotton owned by acquisitions such
as the Nashua Manufacturing Company (whose name was changed to
Textron in 1947). When this policy of milking the inventories of what



Managerial Capitalism and the Economic Crisis

had been a viable enterprise was challenged by the Textile Workers
Union and by the town of Nashua, Little and his senior managers
offered to keep the mill open, provided that the union, the town, and
the state of New Hampshire make "certain concessions" that became
known as Textron's "Nashua Plan." The company demanded (I) the
freedom to ignore seniority in implementing work force reductions of
almost 1,500 employees in the mill; (2) a speed-up of the work load to
match the much higher pace of production prevailing in the corpora-
tion's southern plants; (3) substantial reductions in local taxes; and (4)
agreement by the community to accept the plan in its entirety. When
the ultimatum was not accepted, Little shut down the mill,76
In the ensuing years, multiregional, multinational corporations have

become more subtle in coercing [urisdictions to compete against each
other. Once again, the needs, and the capabilities, of capital are pitted
against the interests and the built-in immobility of communities. Two
recent examples are provided by the behavior of General Motors in the
Upper Midwest and by Goodyear in Oklahoma.
The relocation in 1979 of a $180-million Goodyear radial tire plant

from Ohio to Oklahoma provides a clear illustration of the power that
such an enormous corporation can wield over a small town. The com-
pany surveyed a large number of potential sites in the Oklahoma-North
Texas region. The managers were searching for a place large enough
to provide a skilled labor force of l,400 employees, but small enough
to be unlikely to attract any other Fortune 500 company that might
come in and bid up wages. They were quite explicit about wanting to
escape unionization. At one point, management actually placed want
ads in the newspapers of different communities to "feel out" the
availability of labor, even though at that stage there were no real jobs
to be offered. Finally, Goodyear solicited bids from six jurisdictions and
indicated quite bluntly that it would locate in the town that made the
best bid. The "winner" -the town of Lawton, Oklahoma-made what
a team of Harvard researchers called "some amazing concessions" in
the process. Goodyear had interstate highways moved, access roads
built, and even a school jurisdiction annexed so that the children of
Goodyear managers could attend a school controlled by the Lawton
City Council, over which the company would presumably have some
influence."?
When cities are in deep trouble as, for example, is Detroit with its
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persistent double-digit unemployment rate and a nearly bankrupt city
treasury, the concessions can be even grander. Such was the case with
the now infamous "Poletown" GM plant. After announcing that it
would close both of its remaining automobile plants-a multistory
Fisher Body plant and a sixty-year-old Cadillac assembly facility-
General Motors told Detroit's mayor and city council that it would be
willing to locate an ultramodern assembly plant (built from the same
plans as its sprawling, suburban facility outside of Oklahoma City) right
in the middle of Detroit, so that it would straddle both an inner-city
neighborhood and the surrounding Polish community of Hamtramack.
General Motors' president said that the corporation would be willing
to build the 6,000-employee plant if Detroit would meet its demands
for land assembly, site preparation, and a substantial tax abatement.
In this highly unequal poker game, the city had a poor hand and GM

held the aces. Everyone from the mayor to the most progressive mem-
bers of the city council knew it, and therefore the city met the com-
pany's demands almost totally. Over four hundred acres were cleared,
3,200 people were forced from their homes in what had been one of
Detroit's most socially integrated communities, churches were torn
down, and 160 community businesses were closed. The city used its
power of eminent domain to clear out the families and small-time
entrepreneurs; it agreed to relocate on-off ramps for two of the city's
expressways and finally gave in on a twelve-year tax abatement that may
cost the city as much as $240 million in foregone revenues. Despite
community opposition and a number of court battles, the plan is going
ahead as scheduled. The number of jobs saved is likely to be small-
certainly fewer than the number lost by GM's overall restructuring
program. But the city elders were in no position to deny GM what it
requested.?"
The Poletown experience is being repeated across the nation. In the

wake of the Sunbelt's head start, more and more Frostbelt states legis-
lated a succession of subsidies, tax breaks, and deregulation incentives
during the 1960s and 1970s in a desperate attempt to hold onto their
existing plants and to attract new ones. The package of "Mass Incen-
tives" offered by the Commonwealth of Massachusetts is typical. A
1980 newspaper advertisement, sponsored by the Massachusetts De-
partment of Commerce, lists twenty-three ways the state is trying to
be congenial toward business. Only a year before, the state was able to
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tell the business community that it had successfully reined in its unem-
ployment compensation program by delaying benefits and had reduced
its welfare case load by requiring general relief recipients to work for
their welfare checks. Ironically, both sets of measures were instituted
under Democratic governors after a Republican governor had, accord-
ing to the leading bankers in the state, created the worst business
clirnate in the nation by raising taxes to pay for things such as state aid
to local schools, expanded mental health programs, and assistance to
rnass transit. .
The interstate competition in concessions to business has been the

subject of a good deal of recent research. But what seems to have been
overlooked is that, so intense has the rivalry been, and so successful the
corporate blackmailing, by the mid-1970s the interstate differential on
business taxes had all but disappeared!
Our estimates of the state-by-state effective business tax rates in

1975 are presented in table 6.479 By 1975 the actual differences
between the Frostbelt and Sunbelt states amounted to no more than
a single percentage point. For instance, corporate income taxes plus
property taxes on business added up to about 1.98 percent of total
business sales in depressed Rhode Island. In booming Texas, the rate
was 1.31 percent-hardly a large enough difference to coax a firm to
pack up its capital and set off for the Southwest. Even so-called Taxa-
chusetts imposed a tax burden on its business community that in 1975
(before the advent of more "pro-business" gubernatorial administra-
tions) was no more than 1.7 percentage points higher than in South
Carolina, a state that has traditionally attracted Yankee capital by its
claims of, among other things, pro-business-structured taxation.s?
Despite all the newsprint about Taxachusetts, local business taxes are

not the chief targets of groups like the Chamber of Commerce and the
National Association of Manufacturers. Rather, the regulations that
industry complains about most loudly and most often are those that
intervene in the workplace relationship between labor and manage-
ment-laws having to do with minimum wages, affirmative action, and
health and safety-and state laws that provide for some form of income
maintenance: unemployment insurance and food stamps for those who
usually work, and welfare for those who often do not.
In this respect, the northern industrial states that first pioneered in

the development of social benefits for workers and their families are the



TABLE 6.4
SUIte and Local Effective Business Tax Rates' by SUIte: /975b

(in percents)

Region and Effective Region and Effective
State T" State T"

Rat, Rato

New England 2.46 East South Central 0.96

Maine 2.22 Kentucky 1.Z1
New Hampshire 2.4, Tennessee 0.94
Vermont 2.77 Alabama 0.63
Massachusetts 2.7, Mississippi 1.16
Rhode Island 1.98
Connecticut 2.09 West South Central I.Z4

Middle Atlantic 1.99 Arkansas 1.14
Louisiana 0,%

New York 2.16 Oklahoma I.H
New Jersey 1.99 Texas 1.31
Pennsylvania 1.66

Mountain 1.91
East North Central 154

Montana 3.41
Ohio 1.31 Idaho 1.9Z
Indiana L52 Wyoming 351
Illinois 1.,0 Colorado 1.63
Michigan 1.71 New Mexico 1.64
Wisconsin 1.89 Arizona 2.01

Utah 1.4J
West North Central 1.74 Nevada 1.48

Minnesota 1.82 Pacili.c 2.22
lowa 1.99
Missouri 1.12 Washington I.Z4
North Dakota 2.47 Oregon 1.69
South Dakota 296 California 2.43
Nebraska 1.99 Alaska 3.72
Kansas 2.20 Hawaii 1.72

South Atlantic I.ZI

Delaware 0.8, Average 1.69
Maryland I.46
Washington, D. C. 1M
Virginia 1.37
West Virginia 1.16
North Carolina 0.98
South Carolina 1.09
Georgia 1.10
Florida I.H

SOURCES:Tax rate estimates based on data in Roger Vaughan, State Teanon and Economic Develop-
ment (Washington, D. C.: The Council of State Planning Agencies, 1979), table 11, pp. 74-75
and data on manufacturing. retail trade, wholesale trade, and selected services, U. S. Bureau of
Census, StatistiC<ll Abstract of the United Staks, 1975 (Wallhington, D. C.: U. S. Government
Printing Office, 1975), Tables 11, 1267, Bl6, 132J, and I'm.
N t aT Ra Cor rate Income Tax Revenue + Business Pro rt Taxes)
o ea: all te = a ue 0 anu acturing ipments + ota etai a es

+ Total Wholesale Sales + Total Selected Service
Industry Receipts)

This "business tax rate" excludes unemployment insurance, workers' compensation, and special excise taxes
imposed by state or local governments.
f,Because of data limitations, the tax rates do not strictly correspond to a given year. Corporate income tax

data are for 1977; business property tal revenue information corresponds to 1975; total value of sales/ship-
ments/receipts is for 1972. Since the last of these values (at least in current dollars) has increased since 1972,
the tax rates as calculated here overestimate actual 1975 tax rates. This should not seriously affect
the differences between states.
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ones that have come most under attack as being "anti-business." The
legacy of those past struggles in state politics is reflected in the current
interstate differentials in benefits and coverage. Unlike taxes, these
differentials are quite large. This is particularly true of the welfare
programs: Unemployment Insurance (UI), Aid to Families with De-
pendent Children (AFDC), and General Assistance (GA). The second
war between the states is becoming mainly a struggle between those
who would preserve these benefits and those who wish to roll back the
social wage at the state and local level.
The actual beneficiaries of these programs have much to lose if the

more generous states retreat to the standards set in the more miserly,
usually southern jurisdictions. For instance, in 1979 the maximum
benefit available to unemployed workers in Massachusetts was more
than twice the level of that prevailing in Georgia and Alabama. The
maximum tax on employers was as much as 50 percent higher in some
Frostbelt states, due to a combination of stronger pro-labor support in
northern legislatures, and to generally higher unemployment rates
there.
Similarly, benefits under AFDC and GA vary enormously across the

country, with the highest amounts of cash assistance in states such as
Connecticut, Michigan, and California and the lowest in the South.
By June 1979, as a direct consequence of each state being allowed to
set its own AFDC benefit levels, the range in monthly payments in the
continental United States extended from New York at $362.93 to
Mississippi with a meager $79.87 per family. Within GA, a wholly
state-financed welfare program, the benefits in some states were as
much as twelve times greater than in others.s!
To repair these disparities, the South might be thought to be most

interested in federal welfare reform. In fact just the opposite is true.
The congressional representatives from the southern states have tradi-
tionally been the most vocal opponents of any type of expanded welfare
program. This is true despite the fact that reform would mean even
larger federal subsidies to the lowest benefit states and would hold these
states "harmless" -that is, require them to spend no more state funds
than at present.
The reason for southern opposition goes to the very heart of the

social-wage issue. While low-wage states do not wish to raise taxes and
therefore signal a worsening business climate, their legislators are even
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more concerned about the possibility of providing grants so large that
they might compete with the minimum-wage levels in their local labor
markets, now being trumpeted as an inducement to employers. They
fear that the supply of low-wage labor will be reduced by higher welfare
benefits, and so they vote to keep welfare families at below-subsistence
levels.82
What southern mayors and governors are trying to preserve, many

northern elected officials are currently trying desperately to re-create.
And the struggle goes far beyond welfare payments. Because capital is
mobile and communities are not, the pressure is building in every part
of the country for a general reduction in the social wage-and with it,
the standard of living of all working people.

"Reaganomics" and the Social Wage

Along with, and perhaps even to some extent growing out of, the
fractional, unplanned, often chaotic war between state and local gov-
ernments to attract industry (or to hold onto what they already have),
a national conflict has re-emerged between the leadership of American
industry and working people as a whole-between capital and commu-
nity on a grand scale. A concerted attack on the rights, privileges, and
standards of living of the general public is underway. In a nutshell,
capital has unilaterally ended even lip service to the great postwar social
contract.
The election of Ronald Reagan to the presidency in 1980 is in this

respect a major watershed in modern American history. For his ad-
ministration is profoundly committed to "disciplining" labor by funda-
mentally undermining the social wage. While it is no doubt true that
the tax, expenditure, and (de-) regulatory programs of the government
are also greatly redistributing income in favor of the rich, the impact
of these policies on corporate production and profitability over the long
run is of far greater historical importance.
Take the tax program. The massive supply-side tax breaks for in-

dividuals are supposed to promote new savings that can be ploughed
by institutions into new capital investment, while lower tax rates On
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businesses are expected to stimulate investment directly. We think this
is unlikely to occur (and in any case, there is in fact no shortage of
savings, as will be shown in the next chapter). But whatever the expec-
tations about the stimulative effect of the program, there can be no
doubt about its drastic impact on the capacity of the government to
continue to finance the social wage.
In August 1981, the Treasury Department officially estimated that

the cumulative revenue loss by 1986 resulting from these, and a few
smaller, business tax breaks would be about $144 billion. State govern-
ments also stand to lose massive tax revenues as an indirect result of
the federal policy. It has been estimated that, if the state governments
do not rewrite their own tax laws to disassociate them from the new
federal law, they stand to lose as much as $27.5 billion in tax receipts
over the next six years, with an estimated annual tax loss of over $10
billion by 1986. This will cut further into the already rapidly shrinking
state collection of business revenue resulting from the war between the
states over industrial location and retcntion.P!
In the area of deregulation, the policies that the conservatives are

pursuing are supposed to unfetter "free enterprise" for a new wave of
capital accumulation. But it is hard to see how-in the context of a
slack economy within a global recession-the specific policies being
followed will not actually exacerbate the problems treated in this chap-
ter. For example, consider an amendment to the Clean Air Act called
the Steel Industry Compliance Extension Act of 1981. It permits the
steel companies to defer compliance with the laws limiting air pollution
for three years, provided they use the savings to "invest in moderniza-
tion." Unfortunately, nothing in the act requires them to modernize
their steel-making facilities. And by not so stipulating, the act implic-
itly promotes continued diversification away from steel.
Take another example. In early November of 1981, the president

signed into law a bill expanding the coverage provided by the U. S.
Overseas Private Investment Corporation, a government agency which
sells political risk insurance and other financial services to American
companies investing abroad. This expansion of a policy that promotes
overseas investment stands in marked contrast to the almost simulta-
neous sharp cuts in the budget of the Export-Import Bank, which
subsidizes exports from domestic plants.
And as for the new administration's position on merger mania, just
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before Christmas 1981, the president's new anti-trust chief, William
Baxter, unflinchingly told the Washington press corps, "There is noth-
ing written in the sky that says the world would not be a perfectly
satisfactory place if there were only 100 companies."84 Just two weeks
later, Baxter and his lawyers in the Justice Department kept their word
when they dropped an anti-trust lawsuit against IBM that had been
pending for twelve years.

Conclusion

Only if the supply-side incentives-pioneered during the new war
between the states and now elevated to national policy by the Reagan
administration-are seen in their relation to the cuts in social wage
expenditures and to deregulation, does all of this begin to make sense.
It seems that the main objective of the conservatives now in power is
not so much to stimulate new economic growth as to deprive govern-
ment of the revenues with which to finance the social safety net, whose
very existence strengthens labor in its continuing struggle with capital.
Public service jobs-at least as they were originally conceived by the
Democratic leadership in the early 1970s, and even earlier, during the
1930s-provided a relatively high-wage alternative to poverty-wage-
level jobs in the private sector. Unemployment insurance, food stamps,
and welfare helped laid-off workers to hold out a little longer before
being forced to take a job inferior to the one they had before. Health
and safety regulations enabled workers, under some circumstances, to
withhold their labor from employers who ordered them to perform
dangerous or stressful tasks.
In sum, the erosion of the social wage threatens to weaken the power

of labor, unionized or not. To the extent that the strategy is successful,
capital faces the prospect of extracting more from labor-making
greater profits, at least for a while-in an era when profits can be
increased only by radically cutting costs. The question is: How far can
these new policies be pursued before they call forth enough resistance
to threaten the political stability of the system itself?85
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