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From The Desk Of Margaret Spellings… 
America is entering a new era of globalization made of equal parts 
opportunity and challenge. The last century saw America claim a position 
of global leadership. Now we see prosperity reaching a widening group of 
countries. They are ultimately America’s partners and competitors in the new 

globalization of manufacturing, information technology, 
and education. Globalization is also proving inherently 
disruptive to the old ways of doing things. 

Today, “Made in America” is increasingly synonymous 
with innovation and entrepreneurship. Advances in 
computing power are enabling the massive accumulation 
of information, and data is being shared and stored in 

new ways across the world. Just as globalization is breaking down the barriers 
between countries and economies, so it should be for the world’s best and 
brightest individuals. A country’s stock of human capital—people with all of 
their skills, talents, and abilities—represents its greatest competitive advantage. 
America’s business community depends on attracting, retaining, equipping, 
and deploying this immense resource. 

For 100 years, the U.S. Chamber has been standing up for American business. 
We have fought to ensure that the business community has a seat at the 
table, a voice in the debate, and a stake in the policy decisions that influence 
America’s future. We are strong, and we have been successful, because we have 
the strength of 3 million businesses behind us. 

Throughout this year, we will be celebrating our history. Yet our focus is really 
on the future. We face new challenges in the 21st century, and it will take the 
power of free enterprise and the initiative of businesses to overcome them. For 
the next 100 years, the Chamber will work to restore and strengthen America’s 
prosperity and competitiveness around the world, and we will continue to 
stand up for American business.  

Sincerely, 

Margaret Spellings
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ARE WE REACHING   
AMERICA’S
MOMENT?

For a generation, the conventional wisdom in academia, the 

media, and the punditry held that America is a nation in 

decline.  Many other Americans have embraced this view. 

According to a poll by The Wall Street Journal, most respondents 

believe the country is heading in the wrong direction. In a 2011 Pew 

Survey, close to a majority felt that China has already surpassed the 

United States as an economic power.

B Y  J O E L  K O T K I N
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In reality, a confluence of largely unnoticed economic, 
demographic, and political trends has put the United 
States in a far more favorable position than its rivals. 
Rather than facing the end of its preeminence, America 
may well be entering its greatest era of opportunity since 
the fall of the Soviet Union.

In part, this has as much to do with the deficiencies 
of America’s competitors than its own basic virtues. For 
instance, the European Union’s prolonged crisis will 
likely only end in further 
economic decline. Relative 
to 2009, for example, U.S. 
exports have risen by over 
10 percent, while those of 
the Eurozone, including 
Germany, have increased by 
roughly one-fifth as much.  

Aging Japan has fared 
better in export growth, 
but its GDP is expanding 
at one of the slowest rates 
in the high-income world. 
The once fearsome Japanese 
empire has long passed its 
prime, with its market share 
receding in everything from 
automobiles to high tech.  

China’s impressive economic juggernaut is now 
slowing, and the Middle Kingdom faces increased social 
instability, environmental degradation, and a creaky 
one-party regime. Foreign investors, for example, 
increasingly complain about difficulties with protecting 
trademarks and technology in China—even in simply 
transferring money out of the country.

The United States faces its challenges, but it is 
positioned to achieve a more solid long-term trajectory 
than its European and Asian counterparts. What it lacks, 
however, is a strong political leadership capable of seizing 
this opportunity. 

Resources
In contrast to the information-age theorists, we are 

far from the end of the “petroleum” age or even the 
industrial era. As the world’s 
population grows and its middle 
class expands—particularly 
in the developing world—the 
demand for products, either for 
direct consumption or used in 
manufactured goods, seems likely 
to continue to expand. Energy 
consumption itself, according 
to International Energy Agency, 
could rise as much as 50 percent by 
2030, with over 84 percent of that 
increase coming from fossil fuels. 

Some assert that this new scarcity 
regime hurts the United States; 
it is assumed that as an already 
developed country, there is little 
more to be exploited. The prediction 

of “steady American decline,” predicted by researchers at the 
Singapore Ministry of Trade and Industry, is just the most 
recent example of a globalized conventional wisdom. 

This assessment may be premature. Unlike most 
of its major competitors, the United States remains 
extraordinarily resource-rich; on a per capita basis, the 
United States’ endowment in terms of raw materials is far 
greater than that of its prime competitors, including the 
European Community, India, China, and Japan.     

U.S. exports have  
risen by over  

10 percent, while those  
of the Eurozone, 

including Germany,  
have increased by  
roughly one-fifth  

as much.  
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In a world where demand for food is on the rise, 
both in total and in terms of demand for proteins and 
higher quality grains, countries with large agricultural 
surpluses—Australia, Canada, Brazil, and the United 
States—enjoy intrinsic economic advantages compared 
to their less well-endowed competitors. America’s exports 
of soybeans to China have more than doubled in the last 
four years, topping $10 billion last year. Overall, U.S. farm 
exports reached a record $135.5 billion in 2011. With 
global demand increasing, we can expect sustained growth 
will continue across America’s fertile agricultural regions.   

Of course, having a strong food resource base may not 
guarantee a strong overall economy—witness Argentina 
over the last century. Yet it does give a leg up on those 
countries that can use their agricultural surplus as a base 
for wider economic growth.   

Similarly, energy has helped shape the level of 
economies from antiquity, although it is no guarantor of 
future growth. After growing largely based on its huge 
oil and coal reserves in the last half of the 20th century, 
America fell into the position of a major importer of 

raw materials—especially oil. Constituting at times close 
to half of U.S. imports, a persistent negative balance in 
energy has been eroding the country’s economy for years. 

Some more histrionic pundits, such as James Howard 
Kunstler, predict a coming catastrophe due to depleted 
resources, bringing with it the end of the largely 
suburban “American way of life.” Such predictions now 
seem particularly overdone, given recent shifts in energy 
discoveries. Due in part to new technologies, such as 
hydraulic fracking and vertical drilling, estimates of 
North America’s energy resources have skyrocketed. By 
2020, the United States, according to the consultancy 
PFC Energy, will surpass Russia and Saudi Arabia as the 
world’s leading oil and gas producer.  

In 2011, the United States became a net exporter of 
petroleum products for the first time in 62 years. American 
imports of raw petroleum have fallen from a high of 60 
percent of its total demand to less than 46 percent. Overall, 
according to Rice University’s Amy Myers Jaffe, U.S. oil 
reserves now stand at over 2 trillion barrels (Canada has 
slightly more). America and Canada together constitute 
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more than three times the total estimated reserves of the 
Middle East and North Africa. Observers such as Michael 
Lind believe that new discoveries, particularly of natural 
gas, mean that we might actually be living in an era of 
“peak renewables” and are at the onset of a “very long age 
of fossil fuels.” 

Manufacturing
 In the end, it turns out 

that tangible things still matter, 
even at the onset of the global 
information age. Outside of the 
energy producing countries, 
the greatest growth in the 
past fifty years has come from 
manufacturing-led growth: first 
in America, then in Europe, 
Japan, Korea, and now China. 

We are far from the end of 
the “petroleum” age or even 
the industrial era. Since the 
onset of the new century, the 
most sustained growth in the world has taken place not 
in the financial or information capitals, but in those 
places that produce things. These include the emerging 
manufacturing centers such as China, the  
energy economies in the Persian Gulf, or economies that 
produce both, like Brazil. In the high-income world, the 
same pattern exists, particularly relating to resource rich 
countries like Australia and Canada. Even Germany, the 
strongest European player, has thrived almost exclusively 
due to its remarkable industrial exports.

Many conclude that America has already passed its 
period as an industrial power. Yet the nascent energy 
revolution also provides the basis for an expansion in 

manufacturing. Indeed, some of the biggest backers of 
shale gas exploration are prominent CEOs of industrial 
firms. A recent study by PriceWaterhouseCoopers 
suggests shale gas could lead to the development of one 
million industrial jobs. 

Manufacturing’s role in 
promoting job and income 
growth is often understated. 
Although manufacturing 
employment overall has 
dropped, the percentage of 
higher-wage, skilled industrial 
jobs has been climbing over the 
last two decades. Much of this 
growth has been concentrated 
in formerly rural regions in the 
West and South, as well as in 
small towns. 

Yet this industrial resurgence 
is also seen in the American 
industrial heartland, with 
rising employment in states 

such as Ohio and Michigan. U.S. manufacturers have 
expanded their payrolls and increased production for 
two straight years, while Japan, Germany, China, and 
Brazil have scaled back. 

Many factors contribute to this resurgence. The 
shale energy boom is one, but foreign and domestic 
manufacturers, alarmed by rising wages and labor unrest 
in China, are seeing more reasons to invest in America. 
Japanese, German, and Korean companies also have 
concerns about China’s policies that favor local firms and 
abscond with investor’s technology. Much the same can 
be said about American industrial firms. A recent survey 
of manufacturing CEOs revealed that 85 percent believe 

U.S. manufacturers have 
expanded their payrolls 

and increased production 
for two straight years, 
while Japan, Germany, 
China, and Brazil have 

scaled back. 
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production could soon shift from overseas. As President 
Obama recently acknowledged, this is America’s 
“moment” to seize the industrial initiative.  

Foreign Investment
Rising foreign investment reflects the new American 

competitiveness. Since 2008, foreign direct investment 
to Germany, France, Japan, and Korea has stagnated; 
in 2009, overall investment in the E.U. dropped by 36 
percent. In contrast, foreign investment in the United 
States—by far the largest international recipient of new 
investment—rose 49 percent in 2010. Canada, Europe, 
and Japan contributed much of this investment in the 
United States. Foreign investment now stands at the 
fourth highest total in American history.

Critically, these firms are investing in sectors 
including manufacturing and energy. Industrial 
investment rose by $30 billion between 2009 and 2010, 
while investment in the energy sector more than tripled 
to $20 billion. This growth is particularly marked 
in parts of the country, such as Appalachia and the 
Southeast, which have historically lagged in terms of 
higher wage economic growth. Over 30 percent of 
all new investment in Kentucky in 2010 came from 
foreign sources, and in 2011, these overseas investors 
were expected to account for some 40 percent of total 
investments.

These firms are making a real difference. Energy giants 
from China, France, and Spain have snapped up stakes 
in fields in Ohio, Mississippi, Colorado, and Michigan, 
helping to finance new energy production. In fact, much 
of the new industrial growth in both the heartland 
and in the Southeast comes from foreign companies, 
increasingly including China itself.

The Information Sector
Perhaps the most important test of dominance in 

the future will be technological. In terms of published 
technical articles, for example, the United States alone 
produces three times as many as second-place Japan.  

This preeminence is reflected in business. The 
vast majority of the world’s leading software, 
biotechnology, and aerospace firms are concentrated 
in English-speaking countries. Britain and America 
account for nearly three-fifths of the world global 
pharmaceutical research spending.  

Particularly revealing has been the composition of 
the critical software industry. A review of the top 500 
software companies in the world shows that over 400 of 
these firms are based in America, as are nine of the top 
ten in that list. 

This dominance also extends to the whole of the 
Internet, social media, and electronic commerce. 
Outside of the United States, there are no significant 
equivalents of Apple, Google, Microsoft, Amazon, 
and Facebook. This preeminence suggests that the 
U.S. technology sector remains in a good position to 
dominate over the next decade.

This technological advantage parallels an arguably 
equally important cultural one. The United States is 
by far the world’s largest—in dollar terms—exporter 
of audiovisual products. Hollywood, for its part, 
rules the entertainment world, producing 40 percent 
of the world’s audiovisual exports, a dominion that 
troubles China’s President Hu Jintao, who recently 
complained that the “cultural fields” represent “the 
focal area” for Western “infiltration.”   
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Demographics
The Great Recession slowed population growth 

everywhere, but the United States maintains the youngest 
and most vibrant demographic profile of any advanced 
country. Between 1980 and 2010, the U.S population 
expanded by 75 million to over 300 million. In contrast, 
many European countries, 
including Germany, have 
suffered from stagnant 
population growth; in Russia 
and Japan, populations have 
already started declining.

This is not to say that 
America does not face some 
severe demographic challenges. 
Immigration rates are slowing 
and that could, along with a 
long-term recession, lead to a 
difficult slowing in population 
growth. Overall, according to 
the Mexican government, the 
number of people leaving that 
country dropped from 450,000 
annually in the first five years of the last decade to barely 
145,000. Similarly, the number of naturalizations from 
South Korea, India, and Taiwan are still at levels well below 
those seen in 2008. 

 If this negative trend continues, by some estimates we 
could reach zero population growth by 2100 at population 
levels far below those predicted by the United Nations. More 
importantly, a decline of immigration and an aging labor 
force represents a serious threat to the long-term trajectory 
of the global economy.

Political Factors
Given the political difficulties that arose in the last 

two presidential administrations, enthusiasm about 
America’s political system is hard to justify. Regardless 
of these shortcomings, America’s constitutional systems 
of laws and checks on central power remain a critical 

advantage. Immigration has 
declined with the recession, but 
the United States can expect to 
welcome religious and political 
exiles—such as Middle Eastern 
Christians displaced by the “Arab 
Spring”—as well as Greeks and 
Irish fleeing Europe’s economic 
decline. 

Many from Russia and China 
are seeking to immigrate to the 
United States, Canada, or Australia 
to protect their property or to live 
a freer life. Indeed, among the 
20,000 Chinese with incomes over 
100 million Yuan ($15 million), 
27 percent have already emigrated 

and another 47 percent have said they were considering it, 
according to a report by China Merchants Bank and Bain 
& Co., published in April 2011. 

Ultimately, America’s power lies with the appeal of 
its language, culture, scientific prowess, and democratic 
legal structures. Yet this power needs to be unleashed 
and America’s distinctiveness leveraged. Sadly, no leading 
politician or political party seems ready to embrace the 
country’s new strategic advantages. Many may find the 
very notion distasteful, having swallowed declinism with 
their academic mother’s milk.

Many from Russia  
and China are seeking  

to immigrate to  
the United States,  

Canada, or Australia to 
protect their property  
or to live a freer life.
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Worse still, some national policies today work against 
the wellsprings of national resurgence. Proposals to raise 
income taxes on families making over $250,000 directly 
threatens the aspiring entrepreneurial class more than the 
real “rich” whose fortunes are protected by low capital 
gains taxes and family trusts. Most critically, the current 
hostility by those on the political left to fossil fuels 
represents a direct threat to the country’s greatest new 
source of economic advantage and threatens to strangle 
America’s recovery in its infancy.

Not that Republicans are any less short-sighted. 
Many reject the infrastructure needed for an expanding 
economy—ports, roads, bridges, as well as worker 
training and support for basic research—as mere “pork.” 
Budget restraint and fiscal discipline are important, but 
preparing the country for more rapid economic growth 
requires an active, supportive government for such things 
as oil and gas pipelines.

Many on the political right also tend to view 
immigration as something akin to a hostile invasion. 

Yet some key industries—notably manufacturing and 
high tech—rely heavily on immigrant entrepreneurship, 
intelligence, and the values of hard work. Running 
against immigration constitutes an assault on the nation’s 
increasingly diverse demographics.

So although all of the essential elements for a strong, 
sustained recovery are in place, the big question remains 
whether America will find political leaders capable of 
tapping the country’s phenomenal potential. Even for 
an optimist for America’s future, it’s hard to be too 
terribly hopeful that this leadership will emerge in the 
near future. n   

NCF Fellow Joel Kotkin is an internationally-

recognized authority on global, economic, 

political and social trends. Kotkin is a 

distinguished presidential fellow in Urban 

Futures at Chapman University and an Adjunct 

Fellow for the Legatum Institute in London. 

Kotkin is also the author of The Next Hundred Million: America in 

2050, The New Geography: How the Digital Revolution is Reshaping 

the American Landscape, and Tribes: How Race, Religion and 

Identity Determind Success in the New Global Economy.
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The turn of the millennium twelve 
years ago was not just a chronological 
milestone. It coincided with a sea 

change in what economic globalization means for 
U.S. manufacturers. 

Globalization, in the sense of imports and 
exports of manufactured goods, is nothing new—
international trade has long been a significant 
engine of economic growth 
in the United States and 
around the world, with 
global trade growing twice 
as fast as overall output 
since 1990. What is new is 
that the information and 
communication revolution 
embodied in the commercial 
use of the Internet and 
dramatic declines in the 
cost of computing power, 
combined with declining 
transportation costs and 
improved ability to manage logistics, have 
enabled the fragmentation of global supply 
chains. This means companies are becoming less 
vertically integrated than ever before and have 
many more geographic choices with regard to 
sourcing production.

A second factor driving the New Globalization 
is China’s deliberate and sustained efforts to 
industrialize and become a major economic 
power. This culminated in its accession to the 

World Trade Organization in December 2001. 
Less than a decade later, China ascended to the 
top of the global manufacturing ranks. This has a 
number of consequences for U.S. manufacturers, 
among the most important of which are a 
potential source of relatively cheap labor on the 
supply side and a large potential market on the 
demand side. While China is the poster child 
of the New Globalization, it is by no means 

the only rising star—Brazil, 
India, Indonesia, and 
others are moving along 
similar trajectories, albeit at 
different speeds.

U.S. manufacturers are at 
the center of these tectonic 
shifts, which have forced 
them to rethink production 
strategies and intensify 
efforts to cut costs and 
improve productivity. By and 
large, they have been more 

successful than manufacturers in other industrial 
countries. At the same time, they face important 
structural obstacles to further enhancing 
their competitive position, largely because of 
government policies. These obstacles may also 
discourage foreign firms from locating here.

To set the context, Figures 1 and 2 show the 
increasing globalization of manufacturing through 
the evolution of U.S. imports and exports of 
manufactured goods since 1990. With regard to 

the New Globalization 

is more than just 

lower trade barriers 

and higher trade 

flows; it is a battle to 

capture the economic 

value of production. 
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exports, global growth is about the same on the 
business cycles on either side of the millennium: 
they doubled from 1990 to 2000 and then 
doubled again from 2001 to 2011. Underneath 
the top-line number is an increase in the share of 
exports going to emerging markets, starting with 
Mexico in the aftermath of the North American 
Free Trade Agreement in 1994 and spreading to 
China and other emerging markets starting in 
2000. By 2011, the share of U.S. manufacturing 
exports to emerging economies (including Mexico) 
reached 34 percent, up from 25 percent in 1990. 

The narrative for imports is qualitatively 
much the same, with a few important contrasts. 
First, growth of U.S. manufacturing imports 
actually slowed in the 2000s relative to the 
1990s: top-line growth was 150 percent in 
1990-2000 and 80 percent in 2000-2010. 
However, because imports are significantly larger 
in dollar terms than exports, the trade deficit in 
manufactured goods widened from $304 billion 
in 2001 to $449 billion in 2011, 70 percent of 
which is accounted for by China.

The other main difference is that the share 
of imports from emerging markets other than 
Mexico (which at 20 percent in 2000 was 
significantly larger than the share of exports at 
the time) increased to nearly 30 percent in 2011. 
As a result, the combined share of imports from 
emerging markets (including Mexico) increased to 
43 percent in 2011, up from 26 percent in 1990.

Perhaps more indicative of the fragmentation 
of supply chains is the fact that a growing share 
of international trade is in intermediate rather 
than finished goods—an estimated two-thirds 
of the total in 2011. Countries no longer trade 

primarily final goods; rather, they move parts and components 
around the globe, adding value incrementally along the way. The 
automotive sector in North America is a perfect example, with 
components crossing the Canada-U.S. border multiple times 
before the finished car or truck rolls off the assembly line. 

This ability to slice manufacturing supply chains into 
component parts is a paradigm shift in international trade, because 
it forces countries and businesses to think differently about the 
meaning of trade competitiveness. If we track the value-added 

Figure 1: U.S. exports of manufactured goods, 1990-2011 
(billions of dollars)

Figure 2: U.S. imports of manufactured goods, 1990-2011 
(billions of dollars)

Source: International Trade Administration

Source: International Trade Administration
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of a given product, what forms is the so-called “smile 
of value creation,” as shown in Figure 3. A value chain 
for a product consists of a number of interlinked tasks 
extending from upstream R&D, prototyping, and 
commercial design, to manufacturing in the middle 
of the chain, and to downstream marketing, logistics, 
and after-sales service. Generally, the upstream stage 
R&D and downstream stage marketing are capital- and 
knowledge-intensive, while the manufacturing stages in 
the middle of the chain are labor-intensive. According to 
the framework, the tasks for R&D and marketing should 
therefore be located in capital-abundant developed 
countries with a highly skilled labor force, while 
manufacturing and especially assembly activities should 
be moved to labor-abundant developing countries. 

Figure 3: The Smile of Value Creation

Source: Mudambi, R. 2008. “Location, Control and 

Innovation in Knowledge-Intensive Industries.” Journal of 

Economic Geography 8(5): 699-725. 

From a firm’s perspective, the new paradigm means 
rationalizing global supply networks to maximize the 
captured value from production of a given product. The 
offshoring phenomenon that dominated U.S. business 
headlines in the middle of the decade is largely consistent 
with such a shift. Indeed, many U.S. manufacturers 
began to offshore assembly activities to China and other 

countries whose labor costs are significantly lower, a 
practice that was subsequently condemned as “exporting 
jobs” and hollowing out U.S. manufacturing. Yet, the 
practice was much more about optimizing global supply 
networks than abandoning the United States as a high-
value node in those networks.  In the context of Figure 
3, U.S. manufacturers began to focus their domestic 
activities on the two ends of the value chain—R&D/
design and marketing/after-sales services—areas where 
the U.S. enjoys a strong comparative advantage relative 
to China and other emerging economies. If done 
intelligently, this will increase, not decrease, the value 
added to manufactured goods in the United States. 

Statistical and anecdotal evidence demonstrate that 
U.S. manufacturers have adapted well to the New 
Globalization. From a cost-effectiveness standpoint, 
manufacturing productivity soared by 65 percent 
in the 2000s, far more rapidly than all other mature 
industrialized nations and an even faster pace than in 
the 1990s. Unit labor costs declined commensurately 
and, while total manufacturing employment stagnated 
or drifted downward during the 2000s expansion, 
inflation-adjusted output grew just as rapidly as the 
overall economy. 

Behind the statistics, there has been a veritable 
renaissance of American manufacturing on the shop 
floor. U.S. manufacturers were pioneers in implementing 
enterprise resource planning systems such as SAP and 
Oracle beginning in the late 1990s, and within several 
years, they were delivering the improved coordination 
and planning that are the essential building blocks  
of efficient and far-flung supply chains. In addition, 
they responded nimbly to competitive pressures from 
China and elsewhere by implementing lean production 
techniques, just-in-time inventory management, and 
formalized business process improvement programs.
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A crucial point regarding the establishment of 
production facilities in China and other emerging 
markets is that it is much more about gaining access 
to local markets than it is about re-exporting finished 
goods back to the United States. In the mid-2000s, the 
Bureau of Economic Analysis conducted an in-depth 
analysis of the four countries with the largest increase in 
employment of U.S.-based foreign affiliates of U.S. firms 
at the time – Mexico, China, India, and Poland. It found 
that less than 10 percent of sales from those countries 
were destined to the U.S. market. The only exception was 
Mexico, which benefits from geographic proximity to the 
United States. Even in that case, only 28 percent of sales 
of Mexican affiliates were to U.S. customers. 

The smile of value creation also explains how 
offshoring certain parts of a firm’s supply chain can 
actually have positive implications. Establishment of 
facilities for lower-value assembly frees up domestic 
resources for higher-value activities at the upstream and 
downstream ends of the smile of value creation. To the 
extent foreign production facilities allow firms to grow 
overseas markets, domestic employment may increase. 
This is precisely the result of research done by Matthew 
Slaughter, former member of the Council of Economic 
Advisers for President George W. Bush, showing 
that every foreign job created by U.S. multinational 
corporations is associated with almost two new jobs here 
at home (although other researchers have noted that this 
job complementarity effect is stronger for retailing and 
services industries than it is for manufacturing).

New Globalization is not just about U.S. firms 
exploiting production and market opportunities 
overseas. The reverse is also true. Thousands of foreign 
manufacturing firms employ more than 2.2 million 
Americans in their U.S. operations, or 18 percent of total 
U.S. manufacturing employment. These companies pay 
higher wages on average than their U.S. counterparts, 

but more importantly, they have positive spillover effects 
on domestic firms via the R&D and innovation they 
invest in and the competitive pressures they bring to the 
marketplace. They locate here both to serve the large 
North American market and as a platform for export 
elsewhere in the world. 

Fragmentation of supply chains also causes 
severe distortions in the trade data that inform our 
understanding of national competitiveness. A useful 
illustrative example is the Apple iPod and iPhone, since 
their supply chains have been studied in great detail. 
Because both finished products are assembled in and 
shipped from China, for the purposes of trade statistics, 
they are considered to be “made in China.” Yet, the 
actual process of assembling iPods and iPhones in China 
adds less than 1 percent to their wholesale value. For 
units sold in the United States, 75 percent of the value-
added throughout the products’ global supply chain 
journey is captured by the United States (both by Apple, 
who designs, brands, and markets the products, and by 
distributors, wholesalers, and retailers), and most of the 
remainder accrues to Japan, which manufactures the hard 
drives and display modules.  So paradoxically, an increase 
in iPod and iPhone sales, which clearly benefit Apple and 
the American economy, actually increases the measured 
trade deficit with China. 

A more systematic look at China’s trade shows that 
its supposedly meteoric increase in competitiveness with 
regard to high-technology goods is largely a statistical 
illusion. It is commonly noted that China’s exports of 
high-technology equipment  have grown rapidly—by 
some measures, they are approaching one-third of 
total exports. However, the Chinese content of high-
technology manufacturing done in China is less than 20 
percent. Correcting for this drastically reduces China’s 
high-tech exports on a value-added basis to less than 10 
percent, which is lower than high-tech exports’ share of 
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global trade. This implies that China is currently at a 
comparative global disadvantage with regard to high-tech 
exports, though it is effective at assembling them. 

Even though China’s trade penetration in many 
markets may be overstated, there is little reason for 
complacency. China’s desire to move up the value chain 
is evidenced by its heavy investment in research. China’s 
R&D as a share of GDP has doubled in the past decade to 
1.7 percent of GDP, while the U.S. share has remained in 
the 2.6 to 2.9 percent range. Also, the number of science 
and engineering graduates exceeds the U.S. level by a factor 
of two. Anecdotally, U.S. manufacturers are reporting that 
product quality in many industries traditionally dominated 
by the United States, Japan, and Germany is improving 
rapidly in China and other emerging economies.

Policymakers must ensure that the business 
environment in the United States is conducive to 
establishing high value-added manufacturing activities. 
Unfortunately, they have fallen short on several key 
fronts. Unlike manufacturers, who have done their part 
in cutting costs, streamlining operations, and aligning 
products with ever-increasing customer demands, 
governments are in large part responsible for a number of 
obstacles to growth for U.S. manufacturers and instead 
discourage foreign firms from locating here. As noted, 
a highly skilled labor force is essential for capturing the 
upstream and downstream pieces of the smile of value 
creation, but the U.S. primary and secondary education 
system leaves much to be desired. Manufacturers report 
as many as 600,000 jobs that they cannot fill even in the 
context of 8-9 percent national unemployment. 

Furthermore, in the latest in a series of studies 
tracking structural costs facing U.S. manufacturers, 
MAPI reported that structural costs add a 20 percent 
burden to total U.S. manufacturing costs relative to 
our nine largest trading partners, an increase relative to 

2008.  Eighty-five percent of this burden is caused by two 
factors: high corporate tax rates and healthcare costs that 
are growing more rapidly than elsewhere in the world. 
The remainder is due to relatively onerous compliance 
costs for business regulation and tort litigation. Reducing 
these obstacles is essential for forward-looking U.S. 
manufacturing strength.

In short, the New Globalization is more than just 
lower trade barriers and higher trade flows; it is a battle 
to capture the economic value of production. In a world 
where physical and financial capital is mobile and human 
capital can make the difference, winning this battle 
requires three things: a policy environment that attracts 
and rewards investment; a strong national innovation 
effort; and a work force that is educated, skilled, and 
motivated to be the best. n
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There were three related and important 
manufacturing trends that emerged in 2011: 

 
a) American manufacturing remained at the forefront 
of the United States’ economic expansion for the second 
year in a row and re-established itself as one of the 
economy’s strongest sectors; 

b) An erosion of China’s manufacturing cost advantages, 
especially for wages, started to bring manufacturing 
production back to the United States from China and 
other low-wage countries, reversing a decade-long trend 
of outsourcing production overseas; and,

c) An abundance of domestic shale-based natural 
gas brought gas prices to record low levels and 
sparked a new boom in the United States for 
energy-intensive manufacturing.  

As a result of these trends, American manufacturing 
in 2011 had its best year in at least a generation by all 
relevant measures of economic performance: profits, 
output growth, and employment gains. In fact, it’s 
possible that we will look back on 2011 as a watershed 
year that marked the beginning of a great manufacturing 
renaissance in America.  

Here’s a review of U.S. manufacturing’s strong 
economic performance in 2011:

1.  Employment - Following a gain of 
109,000 jobs in 2010, manufacturing companies 
added another 233,000 jobs in 2011 and 83,000 
more in the first two months of 2012, bringing the 
total increase in factory employment to 425,000 
since the beginning of 2010. These job gains were 
notable because 2010 was the first year since 1997 

that the manufacturing sector added jobs, and 
the back-to-back gains in 2010 and 2011 marked 
the first time since 1996 to 1997 that American 
manufacturing companies added jobs in two 
consecutive years.

2.  Output – Manufacturing output expanded 
4.7 percent last year, which was almost three times 
the 1.7 percent growth rate of the overall U.S. 
economy. Industrial activity in 2011 was especially 
strong in the nation’s manufacturing heartland—
Midwest manufacturing output increased by an 
impressive 8.4 percent, led by strong gains in regional 
automotive output of 14.8 percent and regional steel 
output of 14.6 percent.     

3.  Profits – Based on data through the third 
quarter of 2011, U.S. manufacturing companies are on 
track to have their most profitable year ever, with annual 
after-tax earnings estimated at a new record high of $600 
billion. Manufacturing profits in 2011 increased by 
25.6 percent from the previous record of $477 billion in 
2010 and were above pre-recession 2007 profit levels by 
almost 36 percent. In contrast, annual profits for all U.S. 
corporations increased just 5 percent in 2011 and are 
above pre-recession levels by only 14 percent.  

Despite the frequent media reports about an 
industry in decline, the manufacturing sector was more 
profitable in 2010 and 2011 than in any two previous 
years in history. American manufacturing’s notable 
performance over the last two years is partly explained 
by the natural recovery of the U.S. economy from the 
effects of the 2007-to-2009 recession. All the same, 
there are several emerging trends starting to have a 
positive impact on domestic manufacturing.  
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Reallocation of global 
manufacturing due to an erosion 
of China’s cost advantages

In 2010, the U.S. economy started benefitting 
from the initial effects of a reallocation of global 
manufacturing from overseas back to the United 
States. That global shift contributed to the 
manufacturing sector’s rebound in 2010 and 2011. 
Surveys of American companies confirm that 
manufacturing production has 
returned to the United States 
in recent years. A quarter of 
manufacturing companies 
responding in 2010 reported 
they returned some or all of their 
production back to North America 
from a low-cost country, and 22 
percent of companies last year 
reported moving production home. 

Looking ahead, one out of 
every three U.S. manufacturing 
companies reported they are 
planning to research bringing 
production back home from low-
cost locations in 2012. With these 
plans underway, we can expect the 
return of manufacturing output 
and jobs to continue in future years.  

The recent global shift in manufacturing to the 
United States, also known as “reshoring,” reflects 
a number of favorable long-term factors that are 
expected to revitalize America’s manufacturing sector 
in the coming years. The emerging reshoring trend was 
recently summarized by the Boston Consulting Group 

(BCG) in its August 2011 report “Made in American, 
Again: Why Manufacturing Will Return to the U.S.” 

 “China’s overwhelming manufacturing cost  
 advantage over the U.S. is shrinking fast. Within five  
 years, rising Chinese wages, higher U.S. productivity,  
 a weaker dollar, and other factors will virtually close  
 the cost gap between the U.S. and China for many  
 goods consumed in North America. While China  
 will remain an important manufacturing platform  

for Asia and Europe, the U.S. will 
become increasingly attractive for 
the production of many goods sold 
to consumers in North America. 
As long as it provides a favorable 
investment climate and  
flexible labor force, the U.S. can 
look forward to a manufacturing 
renaissance.”  

There’s mounting empirical 
evidence that the manufacturing 
renaissance predicted by BCG is 
already underway, based on the 
survey data reported above, and 
further supported by documented 
accounts of dozens of American 
companies that have re-located 
manufacturing production and 

employment back to the United States in the last two 
years. This emerging reshoring trend will certainly gain 
momentum over the next five years, but it’s important 
to recognize that the initial effects of the renaissance 
have already been felt and were partly responsible for the 
strong performance of the manufacturing sector in 2010 
and 2011.       

It’s this new 
increased 

competitiveness of 
U.S. manufacturing 

that primarily 
explains why dozens 

of U.S. companies 
have moved 

production and 
thousands of jobs 

from overseas back 
to America in just the 

last few years. 
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 In addition to China’s shrinking manufacturing 
wage and cost advantages highlighted by BCG, there are 
additional factors contributing to the reshoring trend, 
including: 
 

	 •	 Long	delivery	times	and	rising	shipping	costs	 

  for overseas production; 

	 •	 Quality	control	issues;	

	 •	 The	physical	separation	of	design	and	 

  production personnel; and 

	 •	 A	lack	of	safeguards	on	intellectual	property	 

  outside the United States.  

Moreover, crude oil prices have more than doubled 
over the last three years and are expected to remain at 
record-high levels in the future. This in turn translates 
into historically high delivery costs and makes overseas 
production much less competitive than in previous years. 
Meanwhile, natural gas prices are falling to historic low 
levels in the United States, reducing energy costs for 
domestic manufacturing in many industries.  

Based on the recent changes in global manufacturing 
costs, the “math of manufacturing” has shifted, and 
American factories have become increasingly cost 
competitive. The U.S. has gradually moved from being 
viewed just five years ago as a high-cost manufacturing 
country to boasting an industrial sector that can now 
compete very effectively globally on cost, productivity, 
quality, and delivery. These advantages have the greatest 
impact on products destined for sale in the U.S. market. 

It’s this new increased competitiveness of U.S. 
manufacturing that primarily explains why dozens of 
U.S. companies have moved production and thousands 
of jobs from overseas back to America in just the last few 
years. Among these companies are the likes of Caterpillar, 
Sauder, National Cash Register, Wham-O, Otis Elevator, 
Outdoor Great Room Company, Buck Knives, Farouk 
Systems, Collegiate Bead, TapHandles, Calibowls, Sleek 
Audio Systems, and PRO Charging Systems, among 
many others.   

The factors that have motivated the initial wave 
of reshoring back to America will develop at an ever-
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faster pace in the future, especially the rising costs of 
labor, land, and materials in China. That acceleration 
will bring manufacturing production and jobs back 
home at increasing rates. According to projections 
by the BCG, the cost advantage of producing most 
manufactured goods in China will shrink to less than 
10 percent by 2015, and that’s without even considering 
other factors like transportation costs, import duties, 
delivery delays, and quality issues. Therefore, within 
three years, and possibly even sooner, it will be cheaper 
for most U.S. companies to manufacture goods for the 
American market at home, compared to producing those 
same goods in China. As the overseas cost advantage 
disappears, the return of manufacturing production to 
the United States has the potential to create as many as 
3 million new jobs over the next decade. These jobs will 
arise by reallocating existing production from China 
and other low-wage countries back to the United States 
and locating new manufacturing production facilities in 
America rather than overseas. 

Energy-related manufacturing 
renaissance

In addition to the U.S. manufacturing boom that is 
being driven by a shrinking wage gap with China, there is 
another favorable cost-related factor that will contribute 
to increased manufacturing output and jobs in the United 
States—abundant and low-cost, domestic shale natural 
gas. Advanced drilling techniques have been perfected 
in recent years, unlocking vast supplies of natural gas in 
previously inaccessible deep shale rock in areas like the 
Marcellus region in Pennsylvania and surrounding states. 
Following decades of flat domestic natural gas production, 
the “shale revolution” has set new annual production 
records in every year since 2006. The new abundance 
of domestic natural gas—a 100-year supply by some 
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estimates—has brought inflation-adjusted gas prices to 
their lowest levels since the late 1990s.  

The shale revolution of cheap natural gas in the 
United States has completely changed the world energy 
map and the U.S. manufacturing landscape. As recently 
as 2005, domestic natural gas prices were among the 
world’s highest and the United States was considered a 
high-cost location for energy-intensive manufacturing 
processes like petrochemicals and steel. Yet, in just the 
last five years, there has been a remarkable reversal in 
price thanks to cheap shale gas, and the United States 
has emerged as one of the world’s lowest-cost production 
locations for chemicals, nitrogen fertilizers, ethylene, 
steel, and iron. Consequently, the United States is in 
the early stages of what promises to be a long-term 
renaissance of energy-intensive manufacturing, much 
of it in America’s traditional, rust-belt industries that 
have been shedding jobs and shuttering factories for 
decades. In several early signs of a turnaround for 
energy-intensive industries, chemical manufacturing 
employment increased in 2011 for the first time since 
1997 and primary metal manufacturing (iron and steel) 
employment increased in two consecutive years (2010 
and 2011) for the first time since the mid-1990s.       

Those employment gains will continue because many 
energy-intensive manufacturing companies have recently 
announced investment plans to build or expand existing 
domestic facilities to take advantage of America’s low-cost 
natural gas. Those companies include:

	 •	 Dow	Chemical	(five	new	projects	including	 

  three new petrochemical facilities and the  

  revival of a closed plant);

	 •	 Royal	Dutch	Shell	(a	new	$2	billion	ethylene	 

  plant planned for the Midwest);

	 •	 Nucor	Steel	(currently	building	a	$750	 

	 	 million	plant	to	make	iron	from	natural	gas	 

  in Louisiana);

	 •	 U.S.	Steel	(recently	completed	a	new	$95	 

	 	 million	plant	in	Ohio	to	make	drilling	rigs);

	 •	 Westlake	Chemical	(planned	expansion	of	up	 

  to three existing ethylene plants); and

	 •	 Siemens	AG	($350	million	invested	in	a	plant	 

  to build turbines for gas-powered electricity).   

Looking forward, all of this construction and 
investment in domestic manufacturing bodes well for 
the outlook of America’s energy-intensive manufacturing 
and will translate into future increases in output, 
employment, and profitability. In a December 
2011 report, “Shale Gas: A Renaissance in U.S. 
Manufacturing,” PriceWaterhouseCoopers (PwC) 
predicted that cheap natural gas will spark an energy-
related manufacturing renaissance that has the potential 
to create one million new American manufacturing 
jobs by 2025. Further, PwC estimated that lower 
natural gas costs will generate cost savings of $11 billion 
annually for U.S. manufacturers, which will make 
them more competitive globally as well as contribute to 
greater profitability, increased investment in domestic 
production, and increased employment opportunities.    

This energy-related renaissance in American 
manufacturing predicted by PwC will complement the 
revival predicted by BCG resulting from the shrinking 
wage gap with China. Together, these two forces will 
serve to revitalize the American manufacturing sector in 
profound ways that nobody would have predicted even 
just a few years ago.      
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Conclusion 

 The increased competitiveness of America’s industrial 
sector in recent years has brought manufacturing 
production and employment back to the United States 
and this reallocation of global production is expected to 
continue in the future. From two parallel boosts to the 
U.S. manufacturing sector—one wage-related and one 
energy-related—the reallocation of global manufacturing 
could possibly create 3 to 4 million new manufacturing 
jobs in the United States over the next decade.  

The possibility of as many as 4 million new factory 
jobs being created in the near future is certainly 
good news for the U.S. economy, and it will allow 
manufacturing to maintain its historical importance as 
one of America’s key industries for research, innovation, 
and high-paying jobs. To be realistic, however, we 
shouldn’t expect U.S. manufacturing employment to ever 
return to the levels of the past. 

In the long run, going beyond a decade-long 
renaissance that might add millions of new factory jobs, 
the same labor-saving, productivity gains that reduced 
manufacturing employment in the past will once again 
dominate, as America’s factories innovate to produce 
an increasing amount of output with fewer workers. 
Nevertheless, that long-run reality shouldn’t minimize 
the fact that the U.S. economy will reap tremendous 
benefits from the twin renaissances now underway, 
revitalizing an industry that many once predicted would 
experience a perpetual state of decline.  

A significant benefit of the U.S. manufacturing 
renaissance is that it will help move America’s industrial 
sector forward in one area where it already has a strong 
global edge —technology-driven, modern, advanced 

manufacturing. As new manufacturing technologies 
emerge, like computationally engineered materials, 3-D 
printing, and direct-digital manufacturing, the highly 
paid, technically-trained workers available in America 
will be more important than cheap overseas labor for the 
technology-driven factory floor of the 21st century. With 
America’s rich history of innovation, research, education, 
and entrepreneurship, it has the key resources available 
to maintain its position as one of the world’s largest and 
most sophisticated manufacturing nations.   

In the coming age of advanced manufacturing, one 
challenge for America will be to train workers for the 
new high-wage, high-talent manufacturing environment. 
There is evidence that some manufacturing companies 
are currently experiencing shortages for skilled 
production workers and those shortages could create a 
drag on the manufacturing renaissance if they continue.   

For the U.S. manufacturing sector to continue its 
remarkable economic expansion of the last few years, 
take full advantage of the nascent twin renaissances, and 
move towards an advanced manufacturing future, it is 
critical that any shortages of skilled workers be addressed. 
Fortunately, the issue of training American workers for 
the new era of advanced manufacturing is getting some 
well-deserved attention from industry and educational 
institutions. Indeed, there are a number of training and 
certification programs being developed to meet U.S. 
manufacturers’ requirements for highly-trained workers. 

Putting it all together, the U.S. manufacturing sector 
had one of its best years ever in 2011, reflecting a new 
manufacturing rebound that is now underway and is 
expected to accelerate in the years ahead. Flush with 
record-level profits, the manufacturing sector has never 
been financially healthier than it is today, and the future 



 //  M a n u f a c t u r i n g  I n  O u r  F a v o r  | 25

of American manufacturing has never looked brighter. 
After years of negative reports about the decline of 
American manufacturing, it’s now time to recognize and 
celebrate a great turning point, as America’s industrial 
sector moves in a new direction that many are now 
calling a “manufacturing renaissance.”  n   
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CASE STUDIES OF RESHORING

To understand the dynamics and decision-making process 

at the company-level that have resulted in the decision to 

bring manufacturing back to the United States, here are 

some case studies:

1. The Outdoor GreatRoom Company - When the Minnesota-

based company started in 2003, it found that outsourcing 

the manufacturing of its outdoor products including fire pits, 

fireplaces, pergolas and outdoor kitchen equipment to China 

was more cost effective than manufacturing in the United States. 

Yet, in 2010, the company brought all of its production back to 

America. In making its decision, the company cited several key 

factors: growing frustration with long shipping delays and quality 

control issues; and greater efficiencies by having production 

and distribution centralized at company headquarters in Eagan, 

Minnesota. The company was also motivated to help the U.S. 

economy by bringing jobs to America that were previously held by 

Chinese workers.  

2. Buck Knives – The iconic American company has been making 

hunting knives in California and Idaho since 1902. Around 2000, 

however, under pressure from big-box retailers to lower its prices, 

the companystarted outsourcing half of its production to China to 

lower its labor costs. The company recently made the decision 

to gradually move all China-based production back to the United 

States. Half of Buck Knives’ overseas production has already 

been moved back to Idaho, with the remainder to be “reshored” 

over the next few years. In explaining why the company brought 

production back to America, the company’s chairman reported 

that Buck Knives suffered from a loss of customer goodwill, and 

eventually sales, when its products started carrying a “Made 

in China” label. Now that the knives are “Made in the U.S.A,” 

customer goodwill and sales have improved dramatically. Other 

factors that contributed to the company’s reshoring decision 

were the long lag times for ordering products from China and the 

frequently changing market conditions by the time the orders 

arrived from overseas. With production now taking place in Idaho, 

the company has greater flexibility to adjust production levels 

quickly to meet fluctuations in customer demand.     

3. Sleek Audio is a Florida-based company that designs, produces 

and sells expensive, high-end earphones that retail for $250. In 

early 2010, it decided to move 100 percent of its production from 

China back to the United States after experiencing the common 

frustrations frequently cited about manufacturing in China: delivery 

delays; frequent problems with quality; long and costly trips to 

China to coordinate production; rising shipping costs; and large 

company cash investments in inventory that can take up to six 

months to produce, ship 8,000 miles, and clear customs. After 

moving production from low-wage China back to the United States, 

Sleek Audio compensated for the higher U.S. hourly labor costs by 

pursuing a common “reshoring” strategy: it redesigned its products 

with labor content in mind and an emphasis on minimizing actual 

assembly time. In other words, companies that reshore frequently 

“innovate around cheap labor” by finding less labor-intensive 

methods of production and instead using automation, robotics, and 

advanced technology to minimize labor costs. 
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Human
Capital
 in a Global Age

B Y  N I C K  S C H U L Z

T he rapid rise of emerging countries 
such as China, India, Indonesia, Brazil, 
Mexico, and others means new challenges 

and new opportunities for the United States. So how will 
America fare in this latest wave of global competition? 

In many ways, the United States is exceptionally 
well-positioned to compete as the wealthiest, most 
advanced power in history. 

What’s more, America boasts abundant natural 
resources and other advantages—expanses of arable 
farmland; huge supplies of oil, coal, and natural gas; the 
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greatest technical colleges and universities in the world; an 
entrepreneurial culture; and a large and growing population.

No other country today possesses all of these 
endowments at the scale of our continental nation. 

Nevertheless, to maximize these advantages—and to 
make sure the United States doesn’t lose a step—it would 
be wise for policymakers and the business community to 
focus attention on America’s human capital. Human capital 
includes an individual’s skills, education, talents, habits, 
personal networks, and more that enable him or her to 
produce income. 

While America’s natural and physical capital—its forest 
and factories, farms and chip fabs—are critical to its success, 
ensuring a deep stock of human capital is what will separate 
the country from its rivals. 

The Human Capital Revolution

Over the last half century, economists, social scientists, 
and others have developed a deeper understanding 
of what drives economic success. Human capital was 
once largely overlooked; now it is viewed as central to 
economic dynamism.

The Nobel Prize-winning economist Gary Becker was 
the first person to emphasize the importance of human 
capital. Becker differentiated human capital from other 
forms of capital in the following way: 

 “Schooling, a computer training course,   
 expenditures on medical care, and lectures on   
 the virtues of punctuality and honesty are also   
 capital. That is because they raise earnings,  
 improve health, or add to a person’s good habits   
 over much of his lifetime. Therefore, economists  
 regard expenditures on education, training,   

 medical care, and so on as investments in  
 human capital. They are called human capital  

 because people cannot be separated from their  

 knowledge, skills, health, or values in the way  

 they can be separated from their financial and  

 physical assets.” 

The fact that people can’t be separated from the human 
capital is critical – call it the inseparability principle. It has 
enormous implications for issues such as immigration, labor 
market regulation, education, and more.

It’s one thing to acknowledge that a person’s skills 
matter, but how much do they matter in the bigger picture?

Economists have been trying to measure the importance 
of human capital in recent years. One estimate (see chart) 
pegs the total stock of human capital in the United States 
at over $700 trillion. That dwarfs the physical capital stock 
of $45 trillion. 

Implications: Immigration

Now think of human capital in the context of an 
increasingly globalized world. The most competitive nations 
will be those that provide the best climate for business. This 
means creating a welcome environment for both start-up 
companies and established firms. 

A key to the success of start-ups and mature companies 
is talented personnel—human capital. While the United 
States is blessed with millions of skilled native-born men 
and women, there is ample human capital elsewhere in the 
world, too. For the United States to remain at the leading 
edge of the world economy, its firms need to be able to tap 
talent from around the world. 

The United States is fortunate to have a huge 
comparative advantage over other nations when it comes to 
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attracting and developing human capital. America boasts 
the best science, engineering, and technical colleges on the 
planet, including MIT, Caltech, Georgia Tech, Stanford, 
Carnegie Mellon, University of Texas, Purdue, University of 
Maryland, and dozens more.  

Year after year, these schools turn out some of the 
finest undergraduate and graduate students. What 
is more, they act as magnets for foreign talent as the 
brightest and most ambitious foreign students want 
to come to the United States to study, learn, and 
develop—to build their human capital.

Yet, in recent years, a worrisome development has arisen. 
According to the researcher Vivek Wadhwa and others, 
many educated foreigners are now electing to leave the 
United States to return to their home countries.

What are the reasons? Many of them cite the difficulty 
of navigating and complying with America’s visa process. 
Others point to new and attractive emerging opportunities 
to work and further their careers back home in countries 
such as China and India.  

Either way, this is a relatively new phenomenon. For 
generations, skilled immigrants who came to study in 
the United States often wanted to stay here, to work in 
American companies, or to start companies of their own. 
The United States was rightly seen as the best—and for 
some refugees, the only—place to leave shackles behind 
and make dreams come true. 

Now the mood among many skilled immigrants is 
changing with significant consequences for American 
economic and technological leadership. America is no 
longing their only choice. 

“This is America’s loss,” says Wadhwa. “Innovation 
that would otherwise be happening here is going abroad. 
Without realizing it, we are exporting our prosperity and 
strengthening our competitors.”

Global Brain Race

It is not too soon to begin worrying about America’s 
comparative advantage in higher education. While the U.S. 
university system is still without peer, the rest of the world 
is eager to catch up.

As researcher Ben Wildavsky has pointed out, a 
revolution in higher education is taking place across the 
globe. Aspirational nations are investing in their universities 
in an effort to attract top students. 

Universities and colleges in China, India, the Middle 
East, and South America are looking to keep their best 
and brightest at home, and they know they must raise 
the quality of education at their universities to do so. 
They are also looking to take advantage of the greater 
mobility made possible today by inexpensive air travel and 
communications systems. This mobility makes it easier to 
attract smart people from outside their borders. 

“Innovation that 
would otherwise be 
happening here is 
going abroad. Without 
realizing it, we are 
exporting our prosperity 
and strengthening our 
competitors.”



The good news here is American universities have not 
been slow to react. Many universities and colleges are 
experimenting with satellite campuses overseas. Some of 
these experiments have been successful, while others have 
posed problems and challenges. Either way, the response 
signals a healthy entrepreneurial recognition of increased 
competition. Much more can be done. 

All in all, this growing level of international competition 
in higher education is a welcome development and 
something to be embraced. It will make American 
universities more responsive to students and to the needs 
of business and the broader economy. Make no mistake 
though:  the competition has been joined by a number of 
eager players.

New Minds: A Lever for Growth

It is important to highlight the role skilled immigrants 
play in powering growth in the United States. A few 
examples help illustrate this point. 

For America to remain at the leading edge of technology 
development, it will need to be the home to new science, 
technology, engineering, and mathematics (STEM)-related 
companies. These are the companies that will push the next 
wave of productivity-enhancing services and products into 
the marketplace.  

As it turns out, skilled immigrants are more likely to 
help create these companies. Of the new STEM companies 
founded between 1995 and 2005, one-quarter had at least 
one immigrant founder. 

Skilled immigrants also patent at a higher rate than 
native born Americans, helping build the total stock on 
useful knowledge upon which advanced economies can grow. 

   Too often, immigrants are viewed as a problem to 
be solved, instead of an asset. They are seen as a drain on 

resources instead of a means of renewing American vitality 
and optimism. Yet, viewed through the lens of human 
capital, we can more clearly see immigrants for who and 
what they are—human beings with talent, ambition, 
and potential. They are the ultimate resource. As the global 
competition for talent grows, the United States must be at the 
forefront in attracting, retaining, and developing human capital. 

In contrast to the information-age theorists, we are far 
from the end of the “petroleum” age or even the industrial 
era. As the world’s population grows and its middle class 
expands—particularly in the developing world—the 
demand for products, either for direct consumption or used 
in manufactured goods, seems likely to continue to expand. 
Energy consumption itself, according to International Energy 
Agency, could rise as much as 50 percent by 2030, with over 
84 percent of that increase coming from fossil fuels. 

Some assert that this new scarcity regime hurts the 
United States; it is assumed that as an already developed 
country, there is little more to be exploited. The prediction 
of “steady American decline,” predicted by researchers at the 
Singapore Ministry of Trade and Industry, is just the most 
recent example of a globalized conventional wisdom. 

This assessment may be premature. Unlike most 
of its major competitors, the United States remains 
extraordinarily resource-rich; on a per capita basis, the 
United States’ endowment in terms of raw materials is far 
greater than that of its prime competitors, including the 
European Community, India, China, and Japan.  n   
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Earlier this year, we celebrated the 10-year 
anniversary of the landmark education reform 
law, the No Child Left Behind Act (NCLB). 

That milestone provides the opportunity for us to look 
at the role the business community must play to improve 
education. We will not have businesses that thrive and 
grow in this global knowledge economy if we do not 
have an educated, skilled, and able workforce. We have 
the opportunity to look at where we are making progress 
in educating our nation’s students, where we need to go, 
and how we stack up to other countries.  

So where are we now? Despite the sobering statistics 
and the long way we have to go, we are making progress, 
much of which has occurred since the late 1990s. 
According to the National Assessment of Educational 
Progress, our nation’s education report card, African-
American and Hispanic 9- and 13-year-olds in 2008 were 
performing at least a full grade level ahead of where they 
had been in 1999. The exception was Hispanic 9-year-
olds, who were two grades ahead of where they had been.  

It’s not an accident that this progress happened 
after NCLB went into effect. By testing students from 
every zip code and background, the law has produced 
quality information that lets us know who needs help. 
By requiring all schools to make yearly progress and 
report it, parents could better engage. By calling for a 
highly qualified teacher in every classroom, it recognized 
teachers as the single most important factor in student 
achievement. By offering help like tutoring and the 
ability to transfer to a higher-performing public school, 
students have been able to get themselves back on track 
and achieve at grade level.

Despite this positive progress, we have a long, long 
way to go. Today, African-American students are nearly 
three times as likely to be identified for special education 
programs as white students. One-third of all students do 

not graduate from high school on time, and that number 
is about 50 percent for black and Hispanic students.  

Students in other countries continue to outperform 
American students on international tests. The 
Program for International Student Assessment (PISA) 
administered by the Organisation for Economic Co-
operation and Development (OECD) measures the math 
performance of 15-year-old students across the globe. 
In 2009, the last year for which test results are available, 
the United States ranked below the OECD average 
behind countries such as South Korea, Finland, Australia, 
Estonia, and Poland. Additionally, the Progress in 
International Reading Literacy Study, a test of 4th grade 
reading skills by the Institute for Education Studies, 
showed in 2006 that American students are performing 
above average but are still behind those in Russia, 
Germany, and Latvia.

This pattern is true for all of our students, including 
high performers and those who come from affluent 
families. A recent study found that only 6 percent of U.S. 
students perform at the advanced level in math, a figure 
that places the United States behind 30 other countries. 
Worse, however, are the comparisons between individual 
U.S. states and other countries. Our highest performing 
state, Massachusetts, ranked 17th compared to other 
countries, and our lowest performing states—Louisiana, 
West Virginia, New Mexico, and Mississippi—fall 
between Serbia and Chile.  

According to the Global Report Card issued by 
the Bush Institute at Southern Methodist University, 
achievement levels in U.S. school districts that are often 
viewed as the gold standard of American K-12 education 
are still lagging behind those in other countries. Districts 
like those in Greenwich, Conn., Palo Alto, Calif., 
and Reston, Va. are not measuring up internationally. 
In 2007, the math achievement scores of the average 
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student in Beverly Hills was at the 53rd percentile 
internationally. Similarly, students in White Plains, 
N.Y., are in the 39th percentile, those in Evanston, Ill., 
are situated in the 48th percentile, and in Grosse Point, 
Mich., students are in the 56th percentile.

These results show that the need to improve our 
schools is not just an urban problem in the United States, 
which may come as a shock to the parents in suburbia. 
One of the age-old problems in education is that parents 
always think the system overall is broken but that their 
child attends a great school. In a 2011 survey, 51 percent 
of survey respondents gave their hometown schools an A 
or a B grade. We know that in many cases, however, that 
the schools given high marks are actually failing students.  

The correlation between academic achievement and 
economic growth is staggering. If we raised students’ 
math scores on international tests by 40 points, we 
would realize $75 trillion in economic gains by 2090. 
According to the U.S. Department of Labor, we have 
about 3.2 million unfilled jobs, while 14 million 
Americans are unemployed. Even worse, experts predict a 
shortage of 14 million college-educated workers by 2020.

More than half of business leaders say their companies 
face a major challenge in recruiting non-managerial 
employees with the right skills, training, and education. 
If we don’t pick up the pace, by 2020, there will be 123 
million jobs in America defined as high-skilled and high-
wage but only 50 million people will be qualified to fill 
them. Every single data point confirms that we must pick 
up the pace of education.

Instead of figuring out how to get more kids to match 
their grade level, we are debating issues such as the very 
existence of the U.S. Department of Education and 
the extent to which we should hold states and schools 

accountable. Often at the heart of these debates is what 
President Bush famously called “the soft bigotry of low 
expectations.” There are still people who believe that 
we should allow schools to continue to underperform 
because they believe that not all children can succeed.  

We in the business community are not asking for 
much—just for students to be able to read and cipher 
at grade level—the bare minimum any of us would 
want for our own children and the bare minimum our 
students need to access the American dream.  

When 15 percent of the nation’s schools produce 
more than half of the dropouts, it is clear that some 
schools should close their doors. Despite the fact that 
half of minority students do not graduate from high school 
on time, there is a feeling of complacency in our schools 
and little action occurs to fix these dropout factories.  

By being afraid to “stigmatize” or label those schools 
that are repeatedly identified as low-performing, we 
disregard the stigma of high school graduates failing to 
land a job or college freshmen forced to take remedial 
coursework because they do not have the right skills. In 
2010, the private sector spent $50 billion on job training 
and remedial education. This is money that could have 
been used to hire more workers. 

It’s frustrating that instead of tackling the very real 
issues of accountability and the achievement gap, most of 
the discussion in the United States is around how to slow 
down education rather than speed it up or takes issue 
with the premise that nearly all kids can achieve at basic 
levels in reading and math. 

While the rest of the world is speeding ahead on 
innovation and human capital, our schools are in a 
time warp looking much like they did fifty years ago. 
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While we use cell phones, iPads, and Kindles to access 
information tailored to our needs, students go to schools 
that use textbooks and paper and pencil tests. Parents and 
teachers wait for months to get test results and information 
on how their kids and their schools are doing—too late for 
them to use it to make better decisions.

Principles that have revolutionized nearly all areas of 
our lives—things such as competition, customization, 
technology, modern management, and a relentless 
focus on the customer—must be brought to bear in 
our schools. We must take advantage of America’s edge 
in innovation and competition like we have done in 
business. If customization and technology were really 
embraced, the school day and year would be tailored to 
individual students.  

We would pay the best teachers what they deserve 
and measure them by student results, not just seniority. 
Moreover, we would put our most skilled teachers in the 
most challenging settings instead of just the opposite, as we 
often do now. High-performing countries in education pay 
significant attention to attracting, selecting, and preparing 
their teachers. It’s time for us to do the same. 

If we truly want to move forward, we must be open 
to learning what works around the world and on a much 
broader scale. Furthermore, we should see the value in 
school choice, alternative certification, adjunct faculty, 
and virtual instruction.  

As the U.S. Secretary of Education, I visited often 
with parents—of all backgrounds, races, and ethnicities—
and asked them what they wanted. The hopes and dreams 
they held for their kids were the same as we have for 
ours: the skills to get a job and live the American dream. 
It’s time to get serious about this great promise to our 
children, our country, and our future. We are up to the 
task, and our children are counting on us.  n
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The correlation between academic 
achievement and economic growth is 
staggering. If we raised students’ math 
scores on international tests by 40 points, 
we would realize $75 trillion in economic 
gains by 2090.
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A  perfect storm of risks to global corporations is 
forming. It is a new risk environment that has 
already begun to dramatically impact major 

corporations in numerous incidents around the world. 
These impacts will only continue to grow. This new risk 
environment compels new approaches to risk if the global 
firms are to survive and succeed. Active collaboration by 
businesses against common threats is now an imperative 
for survival. A proactive as opposed to reactive stance 
towards risk must be taken, one that embraces an 
increasingly dynamic environment and which necessitates 
active alliances with other corporations and governments.

With threats and interdependencies growing, leading 
firms have begun to recognize that they don’t have 
the internal resources necessary to adequately address 
these risks on their own. They are looking to jointly 
address shared risks and leverage the force multiplier of 
collaboration. Increasingly, efforts are being undertaken 
to combine risk intelligence, insights, strategies, and 
capabilities to address common threats, realize cost 
economies, and identify potential opportunities that they 
could not achieve individually. One effort involves the 
establishment of a new Global Risk Network integrating 
global corporations with key international and national 
governmental agencies, NGOs, and critical infrastructure 
in targeted nations across the globe.  

The Perfect Storm in the Making:   
Increasing Risk in a Complex & 
Interdependent Global Business 
Environment

Substantial	New	&	Recurring	Risks:	 A diversity of 
recurring risks continues to disrupt business operations 
and wider economies with what can be devastating 

impacts. These include natural hazards such as 
hurricanes/typhoons, tsunamis, tornadoes, volcanoes, 
floods, and earthquakes. Public health threats include 
localized contagions and pandemics. Man-made threats 
include black-outs, communication system failures, 
fraud, workplace violence, and terrorism.  

In addition, new types of threats to business 
operations have developed with the potential for impact 
not only on individual businesses but also wider markets. 
These include cyber thefts/industrial espionage, related 
but distinct cyber hactivism, systemic financial risks, 
wide-spread political volatility, and civil unrest.

Risk	Amplifiers: Widening Geographic Footprints, 

Growing Interdependencies and an Ever-Hungry 

Media.  The combined forces of off-shoring, 
outsourcing, international marketing, and global supply 
chains have resulted in a dramatic expansion of the 
corporate geographic footprint of operations. That 
expanded footprint has effectively created a wider 
physical target for a diversity of potential risks that 
could impact operations. Often operating in dozens of 
countries spanning a diversity of climates and terrains, 
global corporations are vulnerable to both man-made 
and natural hazards on a scale far beyond the historical 
regional or national focuses that firms have had in 
the past. International corporations are additionally 
subject to a spectrum of regulatory and market forces, 
varying infrastructure capacities, and differing political 
and cultural environments in the various countries in 
which they operate.  

International corporations also have increasing 
reliance on (and resulting risk from) external 
infrastructure that enables their core operations 
including external software/services, communications, 
and electrical power provided by a wide range of 
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private and public entities in the countries in which 
they operate across the world.  

Global supply chains are increasingly operating with 
just-in-time policies that provide little if any safety stock. 
The most recent example of this was the automobile 
manufacturing disruptions in the aftermath of the 2011 
Japanese crises.  

With 24/7 news coverage and hundreds of channels 
of media searching for content, any corporate event can 
quickly receive wide attention often playing to human 
nature’s thirst for the sensational.

Reduced	defenses	to	risk:  Despite increasing risks, 
fewer resources are now available to address risk on 
a corporate level due to economic constraints and a 
prevalent assumption that addressing risk is an overhead 
function to be minimized. In many firms, budgets have 
been cut on an across-the-board basis, often resulting 
in drastic reductions in risk management activities of 
all kinds. Lower headcounts, reduced risk assessment 
and analysis, lower redundancy, and overall less capacity 
to address disruptions of any size is the norm in most 
corporations. These reduced internal defenses are in 
turn compounded by similar reductions undertaken 
by the external dependencies of most firms up and 
down their supply chains and even in critical external 
infrastructure providers.

In sum, increased risks amplified by a wide 
geographic operation, complex interdependencies, and 
a hungry media are resulting in a hyper-charged risk 
environment that directly threatens corporate revenue 
and assets unlike any situation in recent history.

 

Collaborating to Compete:   
A necessity to address increasing 
uncertainty in the global business 
environment

Lacking sufficient internal resources, many 
international firms are recognizing the imperative to 
jointly address shared risks. Increasingly, corporations are 
reaching over corporate walls in an effort to leverage the 
force multiplier of active collaboration. They are looking to 
combine risk intelligence, resources, insights, strategies and 
capabilities to address shared threats and identify potential 
opportunities. Much in the same way that nations 
undertook alliances in the past to strengthen their ability to 
address shared threats so too are global corporations.

One effort addressing this challenge of international 
risk involves the establishment of a first-of-its-kind 
Global Risk Network. It is an effort being championed 
by senior professionals from a spectrum of firms 
including Barclays, Cisco Systems, Deutsche Bank, 
Garda, Goldman Sachs, Guardian Life, Indy Racing 
League, Jet Blue, Lancers Network, Microsoft, NC4, 
Novartis, Palantir, Pfizer, Prudential, Simudyne, 
Securitas/Pinkerton, Royal Bank of Scotland, Target, 
Thomson Reuters, and Vodafone.

The “guiding principles” identified by this 
developing Global Risk Network initiative have been 
distilled from interface with well over one hundred 
international organizations, public and private. As such, 
they offer insights into what may be perceived as the 
core challenges in addressing this new dynamic global 
operating environment and potential strategies to address 
these challenges on a collaborative basis. 
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Actively engage key stakeholders:  The interdependencies of a 
globalized economy must be acknowledged and relevant stakeholders 
from the public and private sector must be directly engaged in 
addressing shared risks. As an example, the Global Risk Network is 
working to connect: 

•	 Leading	corporations	with	international	operations	

•	 Cross-national	organizations	 
 (United Nations, INTERPOL, WHO, etc.)

•	 Targeted	agencies	of	national	governments (national security,  
 emergency management, law enforcement, public safety &  
 health, etc. of targeted nations)

•	 Critical	infrastructure	providers	(communications, power,  
 transportation, etc. in selected countries)

•	 Existing	public-private	risk	partnerships		

•	 Relevant	NGOs	(professional & industry associations and  
 preparedness/response/relief organizations)

•	 Key	subject	matter	&	research	expertise	(focusing on targeted  
 risks and geography)

Identify & embrace “win-wins”:  Successful collaboration identifies 
and leverages common objectives. It is also important to acknowledge 
that various parties may have different rationales and objectives. To the 
extent that these objectives are complementary and non-competing, 
these can form a firm and ongoing rationale for active collaboration. 
Collaboration borne solely of good intentions can be difficult to sustain 
over the long term, especially if it is lacking in specific goals or is simply 
being reactive. All parties must see clear benefits in any collaboration.

Short-term as well as long-term pay-offs are critical:  Too often risk 
activities are focused solely on the high impact/low probability event which 
may or may not occur sometime in the future.  Instead, risk management 
strategies can be structured to yield clear benefits in both minor (and 
generally more frequent) as well as major incidents and disruptions. Step-
by-step progressions (with distinct benefits at each stage) in achieving wider 
long term goals can also assist in clarifying near term value.
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Establish a trusted network:  Create an environment 
of confidentiality where concerns and experiences related 
to sensitive risk topics can be shared. Chatham House 
rules, for example, have been observed in Global Risk 
Network forums and lessons learned are evaluated in a 
supportive manner.   

Share information and perspectives on shared risks:  
This includes insights on existing and developing threats, 
vulnerabilities and their potential impacts. Premium is 
placed on understanding 
the nature and drivers of 
risks as well as actionable 
next steps to address them.  

Establish a truly global 

perspective for action:  

While there are many 
initiatives that may address 
local or even national 
risks, global corporations 
are increasingly looking 
for global strategies and 
solutions which span 
continents and include first, 
second, and third world 
countries.

Identify and integrate with other initiatives:  In this 
increasingly complex world of “information overload” 
and diverse initiatives, global corporations are looking 
for simplicity and integration. There is a clear call out 
to not duplicate or compete, but instead to identify and 
coordinate with various efforts to achieve synergies. One 
key first step in this regard that the Global Risk Network 
is undertaking is to identify and map existing relevant 
risk initiatives, including their purpose, activities, and 
contact information.

Develop both organizational and personal 

dimensions for collaboration:  It is certainly important 
to create an “organizational network of networks,” 
connecting a diversity of organizations to concretely 
address risks. However, it is equally important to create a 
productive “peer-to-peer community” among individuals 
that represent these organizations so as to enable the 
establishment of personal relationships that support the 
sharing of insights and experiences as well as ultimately 
collaborate before, during, and after crisis events. For 

example, face-to-face 
gatherings in the Americas, 
Europe, and Asia as well 
as virtual forums are core 
activities of the developing 
Global Risk Network.

Maintain a problem-

solving approach with 

a hard deliverables 

orientation and employ 

a project management 

discipline:  In this time-
constrained environment, 
organizations cannot 
afford to come together 
to solely “vent” on 

common challenges. Rather they are looking for a 
better understanding of targeted risks and the active 
development of concrete strategies to address them.  In 
the case of the Global Risk Network, a central staff will 
provide the support to assure clear deliverables within 
set timelines.

Promote cross-pollination of insights across industry 

sectors to enhance risk strategies:  Firms see real value in 
a diversity of perspectives and approaches from differing 
industries on issues of risk. They want more than can be 
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gained solely from their particular industry association. 
Manufacturing can learn from financial services, 
entertainment can learn from retail, and vice-versa. 

Convene on neutral ground:  Collaboration 
optimally should occur in an environment without 
business or political bias. 

Adopt an offensive as well as defensive stance / 

proactively address risks to achieve rewards:  Too 
often risk management activities are undertaken solely 
to protect the status quo (existing assets and operations) 
or as a compliance requirement. Their value is only 
seen as realized when and if an event occurs. In this 
increasingly dynamic global business environment, 
firms must instead start with their core objectives and 
future goals and ask how what factors in the future can 
positively or negatively impact the achievement of those 
objectives. In turn, risk management strategies should 
be focused on mitigating the potential negative factors 
and enhancing the potential positive factors—all with 
the goal of increasing the probability of achieving core 
corporate goals. 

 

Alliances & collaboration  
are key to both survival and 
success going forward

In conclusion, we must fundamentally change our 
approach to risk and our strategies to address it. We must 
change our perspective on risk management from solely a 
shield against adversity to a wider arsenal of both a shield 
and a sword—a sword which can be used to proactively 
advance corporate objectives by addressing risks that 
impact those objectives.

We must in the process establish critical alliances. 
We must move forward from an isolated “us against 
the world” approach to one which proactively 
embraces and leverages collaboration externally 
with other corporations, governments, and relevant 
organizations across global operations. Through 
collaboration we can access resources, insights, and 
capabilities vital to addressing the growing threats of 
the business environment.  

Ultimately, business at its heart is about risk and 
reward. How effectively we address risk will ultimately 
determine the rewards. Alliances and collaboration will 
be vital in that endeavor going forward. n
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In October 1910, The New 
York Times published an 
analysis of a perplexing 

new question in transportation 
technology. The article’s title was 
“Auto vs. Horse.” The crucial 
inputs in this comparison were oil, 
gasoline, hay, and oats, and the 
output was passenger miles per 
dollar. What was its verdict? “Six-
Day Test Shows Motor Car Cheaper 
and More Efficient Than Animal.” 
At 1.57 cents per passenger mile 
versus 1.84 cents, the auto beat the 
equine – by a nose. 

If economic growth is a central 
objective in our American project, then technology is the 
engine that must power our way. The automobile was 
an engine of “the American Century.” There is a great 
debate, however, about whether American innovation 
is as potent as it once was. A supplementary question is 
whether the technological advances we are making are 
creating jobs. The skeptics acknowledge one arena of 
substantial innovation is the Internet. One of the most 
thoughtful doubters, economist Tyler Cowen of George 
Mason University, however, thinks the Internet is mostly 
“cheap fun” that isn’t driving job and income growth.

These are big questions with deep implications for 
economic policy. To get at some possible answers, it is 
helpful to step back and look at the recent history of 
information technology.  Consider the world of two 
decades ago during, say, the administration of President 
George H.W. Bush. In 1990, there was no broadband, 
no Web, no digital mobile phones, and just 5 million 
analog cell phones. A terabyte drive, a device that can 
store one million megabytes – if such a thing had existed 

– would have cost $5 million. Today, 
a terabyte drive comes standard in 
most desktop computers or can be 
purchased on eBay for $69.99. The 
United States now has 84 million 
residential broadband links and 327 
million mobile phone subscriptions. 
As it happens, Internet traffic in 1990 
was about one terabyte per month. 
Today, Internet traffic in the United 
States alone is around 12 exabytes per 
month – a 12 million-fold rise.  The 
Internet cloud is roiling old industries 
and creating new ones. Is it, however, 
creating broad and deep value for the 
U.S economy? We think it is, and 
some macro numbers tell us what is 

happening. U.S. info-tech investment in 2011 totaled 
$472 billion. Over the last several years, computers, 
communications networks, and software have accounted 
for between 42 percent and 47 percent of all of the 
nation’s non-structure fixed investment. Since 1980, 
the nonresidential fixed investment share of GDP has 
doubled to more than 10 percent, and information 
technology accounted for all of the increase. 

In the 1980s, there was confusion about why the 
new information technology didn’t seem to boost 
productivity. Economist Robert Solow famously 
quipped: “You can see the computer age everywhere but 
in the productivity statistics.” 

Many studies since, however, have shown dramatic 
productivity and growth effects from information 
technology. As Harvard’s Dale Jorgenson recently 
concluded, the digital sectors are America’s most 
potent innovators, but their effects on other industries 
are even more important. “Replication of established 

In the 

digital 
world, 

things can get 

very big, 
very fast.
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technologies,” Jorgenson and his colleagues found, 
“recently through massive investments in IT hardware 
and software, explains by far the largest proportion of 
U.S. economic growth.”

Like the century-old analysis where the auto barely 
edged the horse in transportation efficiency, however, 
even these important insights from eminent economists 
don’t tell the 
whole story. 
Based on 
empirical 
data, they are 
necessarily 
backward-
looking. A 
difference of 
two-tenths of 
a cent between 
the auto and horse could not foretell the century 
ahead. Therefore, a more granular look at today’s digital 
hypergrowth and some educated guesses about what 
comes next might be helpful. 

An overview of the Internet, mobile, “big data,” and 
cloud sectors may (1) show just how important this 
industry is to the economy and jobs; (2) highlight the 
key policies needed to sustain growth in the sector; and 
(3) serve as an example of how technological innovation 
in other sectors might boost America’s long-term growth 
rate and thus its cultural and fiscal health.  The Unseen 
Internet  Much of the world still thinks of Google as a 
“search” company – a firm with an algorithm that finds 
and parses information on the Web. We’ve long referred 
to Google instead as an Internet infrastructure company. 
Google reports that in 2010, its data centers consumed 2.26 
terawatt-hours of power – that’s two billion kW-hours. Thus, 

the opening of its newest digital warehouse in chilly Hamina, 
Finland, a $273-million facility meant to take advantage 
of the cold air and seawater to cool its servers. Facebook is 
building a similar data center in Luleå, Sweden. Data center 
pioneer Equinix operates six million square feet across 98 
facilities. Globally, Internet data centers now consume 
around 2% of all electricity. The American digital economy 

more broadly 
considered may 
now account for 
10% of electricity 
consumption.  
These massive 
data centers and 
ever-growing 
broadband webs 
power the new 
multimedia 
services that are 

disrupting and enlivening the aging broadcast worlds of TV 
and radio. Today, YouTube alone receives 48 hours of video 
uploads each minute, or eight years of content uploaded 
every day. It streams three billion videos per day and is now 
launching 100 new professionally produced high-definition 
(HD) channels. 

Or consider Netflix, the successful DVD-through-
the-mail movie distributor. Within just one month of 
introducing its streaming-only subscription plan in 
December 2010, Netflix streams jumped 38% to 200 
million in January 2011. Netflix streams, according to 
Sandvine, may account for 32.7% of downstream traffic 
during peak evening hours in the United States.

Mobile Revolution 

In the digital world, things can get very big, very fast. 

“DATA IS THE NEW OIL.”
 – Andreas Weigend
  former chief scientist at Amazon.com.
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The revolution in mobile is perhaps the best example 
of this powerful scale effect. At the end of 2011, there 
were six billion mobile subscriptions worldwide. For 
the first time, smartphone sales exceeded PC sales – 488 
million versus 432 million. The United States surpassed 
the 100 percent penetration barrier – more wireless 
subscriptions (327.6 million) than people.

When we first started building 3G mobile networks 
in the mid-2000s, many thought it a silly and wasteful 
exercise. How would we ever use this capacity? Too much 
bandwidth at too much expense, and not nearly enough 
applications and services. Mobile device screens were 
thought too small and too lifeless to watch video, surf the 
Web, or read, not to mention play games or video chat. 
There were no mobile “apps” as we know them today.

Just a few short years later, a 2011 Credit Suisse 
survey of U.S. wireless carriers found their networks 
running at 80% capacity, meaning many network nodes 
are tapped out. The projected unusable abundance of 
3G wireless capacity had, thanks to the iPhone and its 
smartphone cousins, turned into a severe shortage in 
many big cities.  As of October 2011, 500,000 distinct 
Apple iOS apps had been downloaded 18 billion 
times on 250 million iOS devices. Google’s competing 
Android OS marketplace of devices and apps is, by many 
measures, growing even faster and now powers some 
52% of U.S. smartphones. This spring Apple passed the 
25 billion download mark.

Ericsson and Cisco both estimate mobile data traffic 
grew 130 percent in 2011, reaching a level almost 200 
times greater than 2007.

 U.S. service providers invested $26 billion in wireless 
infrastructure in 2010, and again in 2011. For the decade 
2001-10, U.S. wireless investment was $232 billion. 

Investments in 4G networks are now in full swing, and 
with its new multimedia capabilities, HTML5 (the first 
major upgrade of the Web’s basic language since the mid-
1990s) will bring much greater power and flexibility to 
the Web and mobile devices.

I, Cloud

Hotmail, Yahoo! mail, and Gmail were early examples 
of mass-market applications hosted not on PCs or office 
servers but in the cloud. Consumer remote back-up 
providers like Mozy, Carbonite and Dropbox gained 
widespread adoption in recent years. 

 Salesforce.com revolutionized the customer 
relationship management (CRM) business with its cloud 
service. Moving a step beyond, Salesforce.com now serves 
as a sort of app store for the enterprise world.

The thousands of Web apps hosted in the cloud today 
are second nature. Cloud, like many big ideas, arrived 
with a bang but became a cliché rather quickly. Not 
for too much longer will we even think about “local” 
versus “cloud.” Storage, bandwidth, and processing will 
increasingly be seamlessly integrated, making best use of 
the power of local devices and cloud resources.

Amazon is a key cloud computing platform for many 
smaller companies. Its Web Services (AWS) and Elastic 
Compute Cloud (EC2) allow Web companies and 
start-up developers to rent its mighty storage-compute-
network infrastructure. “Each day,” notes BusinessWeek, 
Amazon “adds enough computing muscle to power 
one whole Amazon.com circa 2000, when it was a $2.8 
billion business.”

 Facebook’s new Open Graph program will further 
transform the company from a social network into a 
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cloud-based multimedia platform. IDC thinks cloud 
services could reach 5 zettabytes (or 1021 bytes) by 2020. 

Big Data

“Data is the new oil,” says Andreas Weigend, former 
chief scientist at Amazon.com. “Oil needs to be refined 
before it can be useful. Big data startups are the new 
refineries.” From tick-marks on stone thousands of years 
ago to hand-written ledger entries in centuries past, data has 
been around for a while. Yet, the recent explosion in digital 
data – and our capacity to create, collect, store, transmit, 
massage, and analyze it – is something wholly new.  

As recently as 2000, analog storage still trumped digital 
storage. All the same, a 2011 article published in the journal 
Science found that by 2007 analog storage had actually 
declined in absolute terms and digital storage had grown 
15 times larger than analog (see Fig. 1). IDC estimates the 
world created or replicated 1,800 exabytes of data in 2011, 
up from 130 exabytes in 2005. It thinks we will approach 
almost 8,000 exabytes (8 zettabytes) by 2015.  

Data has always driven financial markets. Yet, new data 
sources will increasingly drive other industries – medicine, 
retail, social networks, geo-location, sports, and sensor data 
from millions of cameras, machines, cars, planes, factories, 
weather stations, and network nodes.   

The McKinsey Global Institute looked at Big Data from 
an economic perspective. It estimates intensive collection, 
analysis and implementation of fine-grained medical 
data will boost annual economic value in the U.S. health 
care sector by $300 billion. McKinsey thinks personal 
geolocation services could expand annual consumer surplus 
by $600 billion globally.  

WHAT’S NEXT

The rise of multimedia content delivered over the Web 
is a fundamental departure from the early days of e-mail, 
data exchange and simple websites. A new set of hardware 
and software technologies will take us well beyond existing 
notions of Web video and cloud computing.  

Firms like OnLive and Otoy are now bringing this 
new vision to life. Imagine a supercomputer built not of 
microprocessors (CPUs) but of thousands of graphics 
processors (GPUs). One of the world’s most powerful 
supercomputers is IBM’s Roadrunner at the Los Alamos 
National Laboratories, which runs at one-petaFLOPS 
(FLOPS is a basic unit of measure for a computer’s 
performance, with one petaFLOP equaling 1015 FLOPS). 
With 1 percent of the space and for 3 percent of the cost, 
we can now build a graphics supercomputer that delivers 
three times Roadrunner’s performance – three petaFLOPS.  

Connect this computer to the Internet, and you can 
stream any real-time interactive 3D video experience at 
any resolution to thousands of people using any browser 
on any device, from a home-theater to an iPhone. This 
“exacloud”—cloud computing of a scope and scale never 
seen before—will transform video games, movies, virtual 
worlds, business software, and most other media. Casual 
users gain access to services previously based on expensive, 
proprietary devices and platforms. Based in the cloud 
instead of on your device, interactivity thrives.

Beyond gaming, the exacloud will likely accommodate 
remote rendering of numerous apps and displayed content. 
Companies like SolidWorks and Autodesk make powerful 
software that runs on big-horsepower hardware to assist 
engineers with sophisticated 3D design and modeling. 
If high-powered apps, such as AutoCAD, can be hosted 
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in the cloud, a tiny fraction of one supercomputer 
can replace hundreds of expensive workstations or an 
enterprise cluster. Although the first to make use of the 
exacloud’s power will be games and engineering apps that 
require intensive graphics processing, cloud streaming 
will expand its scope across a wide range of applications 
and content.

Exponential Traffic 
Requires Investment

 The proliferation of online video, mobile devices, 
Big Data and new cloud-based architectures continue 
to drive Internet traffic growth. More mobile devices, 
for example, mean more of us are spending more of 
our time generating and consuming data. Or take the 
aforementioned exacloud. UC-San Diego estimates that 
55 percent of total American information consumption, 
or 1,991 exabytes per year, is (brace yourself ) video 
games. If just 10 percent of these games moved online, 
they would generate twice the worldwide Internet traffic 
of 2008. Video is not always the most important content 
on the Web, but it defines the architecture and capacity 
of (and often pays for) the networks, data centers, and 
software that make all the Web’s wonders possible.

The best estimates of U.S. Internet traffic show it 
continues to grow at a compound rate of around 50 
percent, perhaps reaching 12 exabytes per month in 
2011. This is a remarkable feat, something only possible 
in the digital world. It does not, however, come cheap. 
Economist Michael Mandel notes that of America’s 
largest infrastructure investors, the top two (and three 
of the top seven) are network service providers – AT&T, 
Verizon, and Comcast. It will take additional large 
investments in broadband, wireless, and data centers 
both to accommodate fast growing services and to spur 
the next wave of innovation.

An Economic Engine?

So, the Internet is growing very fast. The question 
is though, is it doing any good?   Many point to a 
recent New York Times exposé of Apple’s Chinese 
manufacturing operations as evidence that the U.S. 
digital economy may create profits but not jobs. The 
Times argued that “almost none” of the 700,000 people 
who design and build the iPhone and iPad work in the 
U.S. “Steve Jobs designed great products,” professor 
and columnist Paul Krugman agreed. “It’s very, very 
hard to make the case that he created large numbers of 
jobs in this country.”

Michael Mandel, however, quickly showed this view, 
like the “Auto vs. Horse” comparison, to be much too 
narrow. Mandel estimates that since the introduction 
of the iPhone in 2007, the “App Economy” – which 
did not previously exist – has created some 466,000 
American jobs. 

Economists Robert Shapiro and Kevin Hassett, 
meanwhile, found that advances in mobile technologies 
boosted employment by 400,000 per year from 2007 
through 2011.

These analyses, in turn, are themselves just snapshots 
of subsectors of the digital economy and do not 
capture the ongoing effects across the economy. To the 
economic and technological pessimists, the best retort 
is often the one given by Henry Ford: “If I’d asked 
customers what they wanted, they would have told me 
a faster horse.” Do we lament the automobile because 
of its effect on blacksmiths?
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 Public Policy

For half a century, the United States has led the 
world in digital computer and communications 
technology. Scientists and entrepreneurs have built our 
digital economy through experimentation and rapid 
innovation, spurred by venture capital and enabled by 
large digital infrastructure projects. The entrepreneurship 
and investment that has sustained such fast growth 
for so long is due, in substantial part, to light-touch 
government policies (at least compared to other 
industries). There have been mistakes, but for the most 
part, scientists, entrepreneurs, and big investors have 
been allowed to build new things, try new products, 
challenge the status quo, cooperate, and compete. They 
have also been allowed to fail.   

Today there is a real risk that governments are on a 
path to gradually reregulate our digital economy. From 
Net Neutrality and digital roaming mandates for wireless 
networks to new limits on “behavioral advertising” 
and clampdowns on privacy and piracy, a host of well-
intentioned new laws aim to tame the Internet.

The FCC’s recent Net Neutrality order is a potential 
break from the basic hands-off approach. Net Neutrality 
could prohibit important technologies used to manage 
data networks and substantially restrict the business 
models of network operators, content producers, and 
online service providers. It is now being challenged in the 
courts, however, and there is reason to believe a heavy-
handed, hard-edged Neutrality regime will be avoided.  

The digital ecosystem is ever-evolving. We build 
new software, hardware, and network components to 
provide new services and to relieve bottlenecks created by 
increased usage, made possible through previous abundance. 

Broadband enabled the rise of cloud computing, for 
example, and now the cloud demands ever faster and more 
widespread broadband. It’s a never ending process.  

In 2011, investment in U.S. fixed info-tech infrastructure 
totaled $472 billion (see Fig. 1). The broadband and mobile 
service providers alone invested around $65 billion.

Nevertheless, to run real-time apps from the cloud 
and to accommodate high-definition interactive video, 
we will need another decade’s worth of broadband and 
wireless innovation and investment.   

Mobile devices will increasingly rely on the cloud 
for content, computing, and storage. Video chat will be 
mostly mobile. These services will require much faster, 
more robust and more ubiquitous connectivity than 
exists today.  

Today’s crucial scarcity is thus wireless capacity. Part 
of this scarcity can be relieved through investment in new 
4G networks and small-cells. A substantial portion of the 
scarcity, however, is due to a lack of available clean radio 
spectrum – the type of spectrum that can support 4G 
networks and the volumes and diversity of future traffic.

   The Federal government, however, owns 61 percent 
of the best airwaves between 174 MHz and 4 GHz, 
while private mobile broadband providers control just 10 
percent. Much of the remaining capacity in private hands 
is the old broadcast TV spectrum, which is trapped in 
a technology time capsule and is severely underutilized. 
Unleashing this spectrum through auctions and allowing 
greater flexibility to use, buy, and sell existing private 
spectrum is a paramount concern. 

In February 2012, Congress approved auctions of part 
of this old, underused TV spectrum. Even in the best of 
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circumstances, however, these auctions take many years, 
and there is reason to believe the FCC could devalue the 
spectrum through overly intrusive mandates. The FCC 
would like to shape the industry by deciding who can bid 
on the spectrum, how much bidders can buy, and what 
business plans buyers may pursue. FCC Commissioner 
Robert McDowell warns against this path, blaming 
overly prescriptive rules for previous auction failures. 

“When governments attempt to conduct social 
and economic engineering by foisting unnecessarily 
complicated mandates on the use of spectrum,” 
McDowell told the 2012 Mobile World Congress in 
Barcelona, “their efforts frequently backfire.”  

Many of the regulatory proposals that could threaten 
America’s digital success are justified by the widespread 
belief among the digital policy elite that the United 
States is a laggard in broadband. Yet, just the reverse is 
true. The United States generates more network traffic 
per Internet user (and per capita) than any nation, save 
South Korea (see Fig. 1).  

The first rule of regulation of the digital economy 
should be humility. In such a fast-moving and healthy 
industry, the likelihood is low that complicated 
intrusions from top-down authorities will improve 
things. The biggest risks come not from digital 
innovation but well-meaning laws and rules that might 
slow innovation and diffusion of technology, and 
therefore growth across the economy. n
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KILOBYTE (KB) 103 A paragraph of text. The first computer with randomly accessible electronic memory 
  (MANIAC in 1948) had 5 KB of RAM. Today the graphical icon of one iPhone app is around 5 KB.

MEGABYTE (MB) 106 A 1989 Tandy PC had 2 MB, not even enough to store one 3-minute digital song.

GIGABYTE (GB) 109 An iPhone today has 64 GB of flash memory, which can store thousands of songs, photos, 
  and videos. A DVD movie is about 10 GB.

TERABYTE (TB) 1012 The monthly traffic across the Internet in 1990. Today our desktop PCs and many laptops each 
  have terabyte drives inside. The Library of Congress contains around 40 TB of books.

PETABYTE (PB) 1015 The monthly traffic across the Internet in 1996. Today Netflix alone streams around one PB 
  of video each hour.

EXABYTE (EB) 1018 The monthly traffic across the U.S. Internet in 2007. Equal to 50 million Blu-ray movies. 
  YouTube may be approaching one EB of streamed video per month.

ZETTABYTE (ZB) 1021 A thousand exabytes. All the information ever generated might total 100 ZB.

Figure 1

THE BYTE CHART
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recent eventS //  

STATE OF AMERICAN BUSINESS

This is a special year for the U.S. Chamber of 
Commerce.  It marks the 100th anniversary of the 
Chamber’s founding – a century spent representing 
American business and free enterprise. As a part of that 
tradition and history, U.S. Chamber President and 
CEO Tom Donohue gave his annual State of American 
Business speech on January 12, laying out the issues 
and themes that will drive the policy debate in 2012.  

The state of American business today is 
“improving,” according to Donohue, but there’s still 
much work to be done. The recovery as it is has so 
far proven weak and jobs remain in short supply. The 
Chamber’s first priority will be to fight for more job 
creation in America.

Even as we see the green shoots of recovery peaking 
above the surface, a host of risks lie just under them. 
Among them is the European Union’s sovereign debt 
crisis. Countries beyond Greece are struggling with 
overwhelming debt burdens that strain not just the 
political and social compact of these nations but the 
very underpinnings of the Union itself. Leadership 
transitions in a number of important countries—
including the United States—will test the bounds of 
political uncertainty. Also threatening the U.S. economic 
recovery is the high price of oil, which will reach far 
greater heights if tensions in the Middle East boil over.

The domestic risks to America’s recovery are in 
many ways the most fundamental. Legislative and 
regulatory uncertainty, combined with the burden of 
taxation, represent a key worry to over 80 percent of 
small business in this country, according to a survey by 
the U.S. Chamber. More regulations are on the way, in 
what Donohue terms “the regulatory avalanche.”

Donohue laid out a plan, the American Jobs and 
Growth Agenda, the U.S. Chamber believes will drive 
America’s recovery past the risks it faces. The first 
point on the agenda relates to domestic energy; after 
all, America “is on the cusp of an energy boom” that 
could create “more than 1 million jobs by 2018.” 
Allowing for greater domestic exploration and 
recovery is one way to fuel this energy boom, but so 
too is approving projects that will improve America’s 
energy infrastructure.

America must also prioritize, according to 
Donohue, the large-scale investments in infrastructure 

U.S. Chamber President and CEO Thomas J. Donohue.

JANUARY 12, 2012
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and trade that other countries are doing to their great 
credit. Donohue said that “our country should make a 
major effort to attract global investors.” Some 43 other 
countries are ranked ahead of the United States when it 
comes to inking trade deals. 

Reducing the burden of regulation should be a clear 
priority, one the Chamber has committed to fighting 
for both in legislatures and courts across the country. 
A dynamic economy should have a lean and modern 
regulatory system to match.

Economic growth in many ways requires innovation 
as well as investment. Yet, innovation can’t simply 
be conjured up. It requires a sustained commitment 
to a regulatory system that rewards advancements in 
technology.  It also means a sensible immigration policy 
that allows for the best and brightest from around 
the world to join in fashioning the American dream. 
This is particularly true for those who graduate from 
America’s higher education institutions. Education 
is a key part of the innovation equation, requiring 
“substantial improvements in our K–12 public schools, 

a major overhaul of job training programs, and close 
cooperation with our universities.” Finally, a tax system 
that is not confiscatory and thus frees up capital 
to invest in research and development remains an 
important contributor to American innovation.

Donohue finally noted the importance of fiscal 
prudency. Debts and deficits are rarely the mark of a 
vibrant economy. Entitlements and welfare constitute 
a significant drag on growth and are on pace to chew 
up more than half of America’s federal outlays. This 
is unsustainable and requires large-scale reform in the 
near term.

Facing down America’s challenges and forging a 
new path to prosperity requires leadership. Donohue 
believes the business community is uniquely placed 
to claim this mantle on behalf of American free 
enterprise. On its centennial year, the Chamber 
remains committed to fighting for the “greatest 
economic system ever devised and the driver of 
America’s greatness.” 

The assembled audience for the second annual State of American Business address.
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U.S. Chamber Chief Economist Martin Regalia.

FEBRUARY 2, 2012

U.S. Chamber of Commerce 
Quarterly Economic 
Roundtable Series –  
Fourth Quarter

The National Chamber Foundation, along with 
GFI Group, hosted the U.S. Chamber of Commerce’s 
Quarterly Economic Roundtable for Q4 on February 
2, 2012. The Chamber’s Chief Economist and Senior 
Vice President Dr. Martin Regalia delivered the 
keynote address, offering an overview of America’s 
economic recovery. He noted that while there have 
been improvements and overall U.S. sectors are 
surviving, none are performing in a strong way. 

Investments are mediocre, and income figures have 
not increased dramatically, meaning the consumers 
whose spending accounts for two-thirds of the U.S. 
economy continue to have low levels of expendable 
income. While current government leaders have 
championed the most recent employment 
statistics, it appears the drop in unemployment 
is more attributable to disillusioned job seekers 
giving up looking for work and leaving the labor 
force (thus skewing the unemployment ratio). 

The Federal Reserve is using aggressive 
monetary policies to keep inflation rates low and 
are likely to continue doing so for some time, but 
not indefinitely, Regalia warned. While consumers 
are no longer assuming large amounts of debt, 
they have not made significant progress paying 
what they owe.  As such, indebted consumers are 
“spending on borrowed time, if not borrowed 
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money.” Simply refinancing debt is a good deal 
different than repaying it, and interest rates will not 
remain low forever. 

“The growth we’re expecting will not be sufficient 
to resolve our unemployment,” Regalia said. “We 
will be stuck in this morass for a while, and we’re 
just going to have to weather the storm.”

Panelists addressed other pressing economic 
issues. David Crowe, Chief Economist of the 
National Association of Home Builders, said while 
many economists thought 2011 would show a 
housing recovery – Crowe admittedly included 
– last year was in fact one of the worst years for 
housing. 

America’s gross domestic product (GDP) 
growth rate approached 3 percent at the end of 
2012. In other circumstances, this could lead to 
decreasing unemployment, but the wildcard, said 
panelist Douglas Holtz-Eakin, President of the 
American Action Forum, is that people are actually 
dropping out of the labor force. The Baby Boomer 
generation is retiring by thousands of people a day, 
and the recession disproportionally hurt young 
workers.

In a globalized world, international markets 
and economies are intimately linked, said GFI 
Group Chairman and CEO Michael Gooch. The 
economic challenges named at the event, including 
the Eurozone crisis, show the United States is not 
fully insulated from economic disruptions around 
the world, though it is better positioned than many 
countries. 

Panelists also offered insight on how U.S. policy 
can better support growth and economic recovery. 
Holtz-Eakin noted that on both sides of the aisle, 
discretionary policy actions are hurting inflation and 
unemployment. Temporary targeted measures and 
one-off tax measures, he said, are the epitome of the 
discretionary approach in policy making. 
 

 
 

BUSINESS HORIZON RETREAT 

During the U.S. Chamber of Commerce’s annual 
winter meetings in Orlando, Fla., NCF assembled its 
Business Horizon Retreat (BHR) to take a look at the 
issues that are shaping and changing the ways America 
does business. This year’s program, “The Growth 
Agenda,” brought together noted authors, innovators, 
and leaders on several different levels to discuss some of 
the strategies, returns, and rewards that can provide us 
the growth our nation and its citizens want and need.

Notable speakers included CNBC’s Joe Kernen of 
Squawk Box and his daughter Blake, co-authors of Your 
Teacher Said What?!; Henry Nothhaft, accomplished 
entrepreneur and author of Great Again; Nick Schulz, 

Joe Kernan, co-anchor of CNBC’s Squawk Box.

March 5, 2012
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NCF Scholar and the American Enterprise Institute’s 
DeWitt Wallace Fellow; and the Chiefs of Staff for 
the Governors of New Jersey, Virginia, Oklahoma, 
and Colorado. The program explored the issues 
of education and market conditions as well as the 
policies and approaches necessary to spur growth.

In a program that was full of memorable 
highlights, the collaborative and competitive natures 
of the states presented by the four chiefs of staff 
displayed positive, bipartisan approaches that are 
occurring on the state level. These initiatives are 
making all the difference for growth.

Speakers, panelists, and attendees at NCF’s Business Horizon Retreat.  Clockwise from top-left: Nick Schulz, Henry Nothhaft, Thomas J. 
Donohue, the Governors Panel, BHR audience.
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High Risk on the High Seas: The 
Economic Impact of Piracy in 
the Indian Ocean

There are about 14,000 miles of razor wire guarding 
the decks of ships transiting waters off the coast of 
Somalia. The threat of piracy in the Indian Ocean is 
severe – it threatens human life, regional stability and 
international commerce, costing the global economy 
$7 billion to $12 billion annually. To address this issue, 
on March 13, the National Chamber Foundation 
(NCF) hosted “High Risk on the High Seas: The 
Economic Impact of Piracy in the Indian Ocean,” 
an event featuring comments from industry and 
government experts on the challenge of piracy and the 

threat to commercial interests in the Indian Ocean.

The Honorable Andrew Shapiro, Assistant Secretary 
for Political-Military Affairs at the U.S. Department 
of State, delivered the keynote address, remarking that 
because secure and reliable shipping is a critical factor 
in the world’s complex and integrated supply chains, 
piracy “threatens the lifeblood of the global economy 
and therefore global stability and security.”

With money gained from ransom payments ($135 
million in 2011 alone), Shapiro said Somali pirates are 
adapting to the changing security environment in the 
Indian Ocean and becoming more sophisticated. Pirates use 
“motherships” – pirated ships that serve as a floating base 
to supply and coordinate multiple simultaneous attacks. 
This has made Somali pirates more effective when attacking 
during seasonal monsoons and has also expanded their 
reach. The affected area is now about 2.5 million square 
nautical miles, or roughly the size of the continental United 
States.

The military and private sector efforts to protect lives 
and commerce have been effective. In 2011, the number 
of successful pirate attacks fell by half, and there was a 
significant drop in the number of ships and crew held 
hostage. Shapiro attributes this in part to the United States’ 
four-pronged approach to disrupting the pirate threat: 

•	 Security – Naval forces from as many of 20  
 nations are operating in the Indian Ocean;

•	 Deterrence – More than 1,000 pirates are  
 imprisoned in 20 countries around the world; 

•	 Diplomacy – The United States is rallying  
 support from the international community;

•	 Prevention – Security best practices for ships,  
 including physical barriers and a “citadel” – a  
 secure and difficult-to-penetrate room where crew  
 can control the ship. 

While there have been successes, Shapiro said it is 
unlikely America’s efforts will diminish the motivation 
to commit attacks. Indeed, while the number of 

High Risk
on the

High Seas
The Economic Impact of Piracy

in the Indian Ocean

March 13, 2012

http://ncf.uschamber.com/events

A discussion on the impact of piracy on business

MARCH 13, 2012
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successful attacks has fallen, the number of attempted 
attacks has risen. With limited prison capacity for 
captured pirates, Shapiro said the greatest challenge 
remains on land: “The only long-term solution is to 
reestablish stability in Somalia.” 

Shapiro’s remarks were followed by a panel discussion 
on the impact of maritime piracy, the challenges to 
security and some methods for addressing it. Panelists 
included: 

•	 Dr.	Peter	Pham, Director, Michael S. Ansari  
 Africa Center, Atlantic Council

•	 Rear Admiral Terence E. “Terry” McKnight,  
 Former Commander, Piracy Task Force 151

•	 Mitch King, Supply Chain Director - Marine  
 & Terminal Operations, The Dow Chemical  
 Company

•	 Mark	Martecchini, Managing Director,  
 Stolt Tankers

•	 Paul Gugg, Company Security Officer,  
 Emergency Response Team Leader, Chevron

•	 Svein	A.	Ringbakken, Managing Director, Den  
 Norske Kreigsforsikring for Skib (DNK)

Dr. Peter Pham opened the discussion with a 
question – if the dangerous areas in the Indian Ocean 
are only a small portion of the global shipping area, 
why are governments and industry so concerned? Pham 
said that beyond piracy’s effect on ships and their 
crew, “there are larger economic costs to the shipping 
industry, the supply chain and the global economy, 
and there are also geostrategic considerations. Without 
freedom of navigation, we have significant issues.”

Mitch King, Supply Chain Director for the Dow 
Chemical Company, offered the charter industry’s 
perspective and elaborated on the question of why 
Somali piracy is an international and serious issue. 

“This is not just a problem for the vessels that transit 
through this area,” he said. “The impact reaches around 
the globe, from the supplier to the manufacturer, to the 
shipper, and to the customer…Delays related to piracy 
create a ripple effect in the supply chain.”

The costs of piracy extend beyond the immediate 
impact on vessels and crew members, affecting access 
to materials and delivery of products, which can cause 
cascading economic effects on the many industries 
reliant on maritime commerce. The need to halt piracy is 
evident, and the panelists offered different perspectives on 
methods for stemming the pirate threat.

 Rear Admiral Terry McKnight was Commander 
of Piracy Task Force 151, the international naval force 
tasked with anti-piracy operations. McKnight noted best 
practices and tactics for preventing and stopping a pirate 
attack, such as barbed wire, fire hoses and traveling at 
18 to 20 knots. Taking protective and preventative steps 
to avoid and deter piracy can improve ship and crew 
security. 

Paul Gugg, Company Security Officer for Chevron, 
said the “critical evolution in an attack is getting from 
the small skiff up the side and onto the ship.” Security 
measures that slow or stop pirates from making it onto the 
ship – like greased or sticky rails and electrified wire – can 
help deter an attack, and while security efforts are focused 
on the perimeter, the citadel is last line of defense. 

These tactics can slow pirate advances, but many 
shippers have gone further and hired private security 
firms to guard individual ships. Mark Martecchini, 
Managing Director at Stolt Tankers said his company uses 
armed guards on ships navigating dangerous waters.

“In using armed guards,” he said, “we have had 
no ships taken, no unfavorable incidents, and the 
warning shots that have been fired on about 10% of the 
occasions of transits going through [the Indian Ocean] 
have been effective in getting the pirates to go search for 
easier targets.”
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While guards can deter attacks, all event speakers 
agreed the presence of naval forces is a key component 
in preventing successful pirate attacks.  McKnight said 
there is “no doubt, if we decrease the naval presence, the 
pirates will surge.”

Svein Ringbakken, Managing Director at Den 
Norske Kreigsforsikring for Skib, agreed. 

“The continued presence of navies in the area cannot 
be stressed enough,” said Ringbakken. “There are great 
efforts going on in industry – company policies, 
public-private partnerships, but if one were to take 
away naval resources, it would not be possible for 
industry to be able to protect itself through its own 
means.”

Ringbakken clarified the need for naval support in 
referring to the use of a citadel, designed to protect crew 

members until military forces arrive: “If there weren’t 
naval units, who are you waiting for in that citadel?”

Gugg also called for “the continued commitment of 
military surveillance and interdiction forces. Despite 
all the money spent, there are things we can’t do on our 
own,” such as indemnifying security teams and sending 
captured pirates to trial.

Overall, there was agreement that the best path 
forward is continued action on all fronts – employing 
best security practices on ships, rallying international 
diplomatic and military support to address the piracy, 
and seeking the best means for dealing with captured 
pirates. Ultimately, the solution to the pirate threat will 
occur on land in Somalia. Until then, as King said, “the 
collaborative effort between governments, ship owners 
and charters is required to address maritime piracy and 
the impact it has on the global supply chain.”    

The rising threat to business from pirates
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CENTER FOR WOMEN IN BUSINESS 
LAUNCH EVENT 

According to the U.S. Department of Commerce, 
the number of women-owned firms is growing nearly 
twice as fast as the national average for all businesses. 
Over ten years, ending in 2007, women-owned 
businesses added 500,000 new employees while 
firms led by men cut nearly 2 million jobs. Despite 
the success, the number of women-owned firms are 
about half that of their male counterparts, and women 
continue to encounter challenges in reaching top 
executive levels. 

To better understand the position of women 
in America’s private sector, the National Chamber 
Foundation (NCF), in partnership with the U.S. 
Chamber’s newly established Center for Women in 
Business (CWB), hosted a Women in Business Event  
on March 21. The full-day event featured remarks 

from female business leaders as well as the presentation 
of a NCF and CWB-sponsored study completed 
by Georgetown University’s McDonough School of 
Business that examined women’s participation in top 
management of small- and medium-size corporations.

The event was focused on identifying and 
eliminating barriers for female executives and creating 
new opportunities. Sharon Allen, former chairman 
of Deloitte, and Ilene Lang, president and CEO 
of Catalyst Inc., offered keynote addresses on the 
importance of gender diversity in organizational 
success. Lang advised women professionals to make 
their achievements visible to superiors to help them 
gain access to opportunities for advancement. Allen 
followed these remarks by emphasizing that to be 
successful, women need to be willing to take more 
risks, think strategically, and draw on the experiences 
of others.  

Dr. Catherine Tinsley, Professor of Management for 
the McDonough School and Executive Director of the 
Georgetown University Women’s Leadership Initiative 
presented findings from Women in Leadership: A 
Look at Companies in the S&P MidCap 400 Index, 
2000-2010, revealing key insights into the successes 
and challenges women find in reaching executive-
level positions. The research showed that women earn 
57% of bachelor degrees and 60% of master degrees 
but only hold 3.4% of CEO positions. Less than 5% 
of top executives in 2010 were female, and only in 
the media, life science and retailing fields did women 
hold more than 10% of executive positions. While the 
compensation gap is narrowing, the global economic 
downturn hurt the advance of women into top 
executive positions. By region, women fare best in the 
West and Northeast, with bigger hurdles in the South 
and Midwest.

Dr. Tinsley’s presentation was followed with a 
panel discussion on how to support and advance 
women’s potential in business. The panel discussed 
the importance of having and being a female mentor 
as well as about how it is critical for women to be 
“relentless advocates” for each other in the workplace. 

Sharon Allen speaks at the U.S. Chamber 

MARCH 21, 2012
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Original research from NCF, Georgetown University, and the Center for Women in Business.

Panelists included:

•	 Ana Recio Harvey, Assistant Administrator  
 for Women’s Business Ownership, Small Business  
 Administration

•	 Joan Amble, Chair and Co-Founder,  
 W.O.M.E.N. In America, Inc.

•	 Karen Kerrigan, President and CEO, Small  
 Business and Entrepreneurship Council

•	 Diane	L.	Tomb, President and CEO, National  
 Association of Women Business Owners

After the panel, Laurie Tucker, Senior Vice President 
of Corporate Marketing for FedEx Services spoke 
about building a personal brand, noting that women in 
business must be self-aware, identifying personal flaws 
or challenges, while also exuding confidence to help 
inspire confidence in others. 

The event closed with comments from Denise 
Yunkun, Chair of the Leadership Council for the 
Center for Women in Business and Director of Alliance 
and Acquisition Marketing for FedEx Services.
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M A Y
WEDNESDAY

2
CEO Leadership Series: Amway  
Mr. Steve Van Andel, Chairman of the Amway Company will discuss the need for a 
business environment that promotes entrepreneurship and free enterprise in order to create 
jobs and grow the economy. As Chairman of Amway, a company that has helped people 
around the world start businesses of their own for more than 50 years, Mr. Van Andel will 
describe the challenges that face today’s businesses as well as commonsense solutions that 
can help jumpstart the U.S. economy and lead to long-term job growth and prosperity. 

Quarterly Economic Roundtable 
The National Chamber Foundation (NCF) and GFI Group quarterly economic briefings 
are led by Martin Regalia, Ph.D., Chief Economist and Senior Vice President for the 
U.S. Chamber of Commerce.  Dr. Regalia offers insights into the impact of policies on 
key industries.  He delivers a keynote address based on GDP data released in the previous 
quarter by the U.S. Department of Commerce before leading a panel of chief economists 
who offer further analysis.

Business Horizon Series:
Manufacturing in America: A New Cornerstone of Competitiveness

The National Chamber Foundation, together with the Manufacturers Alliance 
for Productivity and Innovation (MAPI) as all we as the National Association of 
Manufacturers (NAM), is hosting a half-day program focused on how we may build 
American competitiveness through manufacturing.  Featuring a keynote and discussions 
led by noted leaders in the business community and policy arenas, we will examine the 
essential ingredients for a dynamic and prosperous manufacturing sector in America.

upcoming events

M A Y
WEDNESDAY

9
M A Y

THURSDAY

17

For more deta i ls  and regist rat ion informat ion on a l l  upcoming events in 2012,  go to ncf .uschamber.com
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The Summit will bring 
together governors and 
thought leaders from 
across the country to 
discuss the state of our 
nation’s job market, 
outline policies that 

are needed to generate jobs and accelerate economic 
growth, and highlight what policies are working in 
each participating governor’s state. 

A central part of the Summit will be the release of 
an updated edition of Enterprising States, which 
will take a comprehensive look at how states are 
positioning themselves for economic growth and 
investing in the future.  The bipartisan Governors’ 
Roundtable will be moderated by Major Garrett, 
Congressional Correspondent for the National 
Journal, following remarks by Tom Donohue and a 
research presentation based on the data released in 
the Enterprising States study.

J U N E
WEDNESDAY

13

JOBS SUMMIT 2012
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BHQ

Just a century ago, it was not 
unusual for people to live out their 
entire lives within just a 30-mile 
radius of where they were born. The 
automobile and airplane were in their 
infancy, and pretty much everything 
people might need to sustain life and 
commerce was in their immediate 

vicinity. It could be argued that life was indeed simpler 
then, but that world and existence is now something 
relegated to the history books. 

A century later, it’s not unusual for people to travel 
30 miles to work or shop, or travel another 300 miles for 
a vacation. The miles we travel and borders we cross 
have become practically transparent. For as much 
as technology has exponentially sped up our lives, 
it is commerce that has been the fuel that made the 
engines roar.  

The truth is, when people have the right incentives, 
they get creative and change starts to happen. All you 
have to do is look at your phone to see that reality. What 
was once a corded object fastened to the kitchen wall – 
something family passed to one another to say hello to 
relatives on holidays – is now the mobile tool that records 
your child’s soccer game, monitors your retirement 
portfolio, and helps order the pizza. Phone calls are 
almost an afterthought. Alexander Graham Bell could 
have never imagined these possibilities when he yelled 
the first telephonic words, “Mr. Watson—Come here—I 
want to see you.” 

What we see today is a smaller, interconnected world 
that is becoming wider in opportunity. For as much as 
people remark about the world being a small place, we 
are now fully capable of bringing the world to us in the 
palm of our hands. The revolutions in commerce and 
technology that have driven globalization for the past 
decade have made it possible for the world to seem to 
orbit around us.

Columbus and other legendary explorers could have 
never envisioned the world we live in. To them, the 
goal was to go out “there” and find riches for God and 
country, achieving the Star Trek mantra to “boldly go 
where no one has gone before.” Now we regularly go, 
connect, share, and do other things regardless of time 
zones, borders, or other boundaries.   

Our capacity to generate and manipulate information—
the most valuable of today’s commodities—knows no 
bounds. That is what will be driving the new globalization 
forward. History is often viewed as a story of the haves and 
have-nots. In time, we may look back on today through the 
divisions between the connected and unconnected.

Amidst all of this change, the challenge is to retain 
the ties that bind our fundamental human relationships. 
While Skype, e-mail, and social media posts can give us 
the instantaneous connections we long for, they will never 
replace the rewards of a face-to-face conversation or that 
ultimate metric of a concluded deal—the handshake.  We 
remain one of the most social of species on the planet and 
that will never change. 

The world may be getting smaller, but it’s growing in 
opportunity. We’re living that dynamic today. Products 
and partnerships are no longer one-dimensional items. 
They all depend on factors outside their immediate 
surroundings. Those factors will always be driven by the 
imperfect, imaginative, and always unpredictable people 
behind them.  

Opportunity abounds in this brave new world we’ve 
designed. Life may seem more far-flung and complicated, 
but the prospects to connect and explore have never been 
greater. In reality, the world has been knitted into our 
lives, and there’s something very exciting about that for 
our economy and the relationships we hold dear.

Rich Cooper, Editor

BY RICH COOPER

Forward Thoughts



NCF’s app is coming to the iPhone.
 

The National Chamber Foundation is making it even easier to connect to key analysis on business issues 
facing our country, now and in the future. The new iPhone app, coming in June, will allow you to 

catch up on the latest posts from the NCF blog, get enhanced content for all NCF events, and review 
the annual Enterprising States Studies with new interactive features. The new NCF iPhone app will be 

available in the Apple Store on June 13.

Visit ncf.uschamber.com for key insights and analysis driving public debate on the 
issues that matter most to U.S. business.

No iPad? No fear.



NCF’s brand new website is your one-stop shop for the latest events, blog posts, research, and more. 

Visit ncf.uschamber.com for key insights and analysis driving public debate on the 
issues that matter most to U.S. business.

 REDEFINED INNOVATION.


