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The State of the Union Address offered a disturbing juxtaposition of facts and rhetoric.  President Bush bragged on 4.6 million new jobs while pushing his American Competitiveness Initiative. 

Restless citizens sense something tinny about the Bush prosperity: too many jobs pay miserly wages, 45 million Americans with no health insurance, a material bounty resting on cheap Chinese labor, and record foreign borrowing, not exports, paying for imports Americans once made. 

It’s caviar for the rich and cake for the rest, as wealth grows atop a fragile pyramid of inflated home prices, consumer debt and foreign largess.

Bush’s Rx: more math and science education, R&D tax incentives, vague promises to cut oil imports, and Health Savings Accounts. These are repackaged programs from years past—federal initiatives in math and science in schools and boost R&D date back to the 1960s. Some are patently useless—Health Savings Account do little for a family of five earning $50,000 annually with no health insurance.

Central to America’s problems is the huge trade deficit—which is now more than six percent of GDP.

Industries competing in global markets pay higher wages, invest more in new products, and employ more engineers than other sectors of the economy. By importing more without exporting more, Americans destroy good jobs in industries like autoparts without creating enough new ones designing software. 

The massive trade imbalance is caused by large federal budget deficits, a broken health care system, lousy energy policies, and naïve trade policies.

The budget deficit cannot be financed with only domestic savings—Americans won’t save enough and U.S. securities are too attractive to foreigners. Americans don’t need another blue ribbon commission to figure an answer—just realism. 

During the Twentieth Century, a culture emerged encouraging young people not to be serious about paying their way until their mid twenties, and older folks to quit working in their late 50s. Our entitlements problem centers on the fact that people can’t live into their 80s, and work only 30 or 35 years. Youth must be more productive and folks must work longer, or even Enron accountants would not be able to make the federal budget work.

Americans spend about 15 percent of GDP on health care, and western Europeans only 10 percent by regulating prices and rationing access. U.S. firms competing in global markets are handicapped by that cost differential. If Americans don’t regulate prices and access, we won’t be able to compete and provide decent care for everyone.  

Petroleum accounts for 35 percent of the trade deficit. In the 1970s, saving gas meant swapping comfortable Chevys for cramped Chevettes. Today, if massed produced, Americans could have affordable, spacious, powerful, highly efficient SUVs made with hybrid engines and lightweight steel and composites.  Accomplishing necessary production volumes requires high gas taxes or tougher fuel economy standards—the former would drive too many working Americans broke and the latter U.S. automakers reflexively oppose.

Ford and GM have adequately demonstrated their ability to misjudge the future. Higher fuel standards would ensure stable consumer vehicle preferences, necessary to shift production without the risks imposed by volatile gasoline prices. Just do it.

American trade policy is in ruins. China, India and other developing economies undervalue their currencies, tolerate cartels, impose arbitrary conditions on U.S. investors, and employ other industrial policies that subsidize exports and limit imports. The Doha Round of trade negotiations does not address these problems, and President Bush calls critics raising these issues isolationists and protectionists. Is that Reaganism or McCarthyism? 

President Bush and other Republicans are hostage to notions of laissez faire that don’t fit the real world. They would be ruined but for the fact that the Democrats are obsessed with social issues and assume wealth will always be there to be taxed.

It is time for some American pragmatism. If not, hidebound ideologies will sink the lot of us.
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