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When the United States failed to reach agreement with Japan last month in bilateral framework negotiations, was it just another trade dispute between battle-scarred adversaries or a true turning point in postwar economic history?

When the largest democratic market economy in the world entrusts government with arranging "fair trade," smaller traders will heed the bad example. The immediate effect of Washington's decision is a weaker dollar and a stronger yen, which has devastating effects on the balance sheets of Japanese banks and corporations.But the long-term roots of Washington's beggar-thy-neighbor trade policy are found in the difficult economic situation facing the world. Both developed and developing nations are facing overcapacity and price deflation in key industries, prompting them to regain an advantage through trade protection.

Consider two recent examples of extraordinary government measures to prop up key industries:

* In the United States, the announced "sale" of $6 billion worth of commercial aircraft to virtually bankrupt Saudi Arabia allowed McDonnell Douglas to avoid an imminent bankruptcy filing and massive layoffs. World leader Boeing, also in serious financial difficulty due to a prolonged downturn in the travel and airline industries, similarly was given a timely boost from the "sale" to the Saudis.

* In Germany, the near-failure of Metallgesellschaft, following hundreds of millions of dollars in losses, was averted when governments engineered a last- minute bailout. The company, which employs 58,000 people in Europe and North America, was on the verge of liquidation unti German, U.S. and British banks crafted a $1 billion rescue package.

The Saudi aircraft sale is at once an illustrative and a troubling example of how the future of world trade may be evolving away from the ideal of "free trade."

Coming only weeks after the Saudi government had forced U.S. military contractors to accept delays in payments on weapons purchases, the announcement of Saudi plans to buy a fleet of new U.S. airliners could hardly have been encouraging.

Riyadh has had to delay payment of $7 billion to American defense contractors, including FMC Corp., General Dynamics, Hughes Aircraft, McDonnell Douglas and Raytheon Co. Indeed, sources in Washington say the Saudis may be forced into outright cancellation of military orders later this year or early in 1995 under financial pressure from falling world oil prices.

Under the circumstances, does anyone believe there is enough military and commercial aircraft business to keep both Boeing and McDonnell alive and, more important, profitable in the year ahead?

Rational observers would say the overextended Saudis should be denied further credit. But under the crony capitalism now embraced in Washington, Commerce Secretary Ron Brown announced the aircraft order as an economic triumph for the United States.

It is noteworthy that the bank loans used to finance the Saudi aircraft orders are guaranteed by the U.S. Export-Import Bank, meaning that the tab will be paid by the U.S. taxpayer if and when the Saudis default.

The fact is that Saudi Arabia and the other OPEC states are caught in an economic dilemma that is ultimately political in character. A deflationary specter still haunts the world economy, as seen in the global oil market.

As oil prices fell this year, cash-strapped governments in Mexico, Norway and politically volatile Nigeria, to name but three, have actually boosted production to preserve the cash-flow generated by oil sales. For example, by opening several old fields in the Reforma area (which is located in the conflict-torn Chiapas region), Mexico boosted both oil and gas production, becoming a net exporter of gas.

The bailout of Metallgesellschaft is another example of global deflation and overcapacity. Most analysts agree that metals and steel markets need a reduction in world capacity to regain profitability.

Yet instead of allowing this large metals, mining and industrial group to go out of business, Germany kept it alive to avoid liquidating bank loans and

investments and to stave off politically disruptive unemployment.

Nobody wants a company to fail or workers to lose their jobs. But the rescue of Metallgesellschaft poses a basic moral dilemma for politicians and

financial professionals who pretend to be supporters of market-based economics.

Conservatives and investment bankers often mouth platitudes about "free market" discipline. But when a large company in which they hold shares clearly fails, these same bankers fall back on corporate statism and ask taxpayers for a bailout.

If Metallgesellschaft had 5,800 employees instead of 58,000, and the creditor banks were just lenders rather than investors in the company, the banks probably would have been much less eager to fashion a bailout.

Indeed, the bailout of Metallgesellschaft and the extraordinary government sales help for Boeing and McDonnell Douglas will penalize other companies - and their employees - that operate in the same industries as the favored firms.

With the United States now throwing in the towel on "free trade," most recently with respect to Japan, the industrialized world is left, for the first time in half a century, with no major government advocating free market principles.

Instead, a dangerous new era of interventionism and widening conflict in the international arena is upon us, carrying the potential for negative social and political consequences.
