CHAPTER 2

The Argument

Wuvy DID American trade policies in the 1970s differ from those in
the 1920s, when both periods were characterized by dechning hegem-
ony and troubled internacional economies? [ argue that the increased
international economic interdependence of the post—World War 11 pe-
riod has been a major reason why protectionism did not spread widely
in the 1g70s and early 1980s. The greater integration of American
industries nto the international economy aliered domestic actors’
preferences and thus forestalled recourse to protectionism. Though
increased interdependence subjected the economy to new foreign
compelition, it also greatly augmenled international economic ties for
some lirms. These lies manifested themselves in the form of exports,
tmports of critical inputs, mulinational production, and global intra-
hrm trade. The growth of these international ties by American firms
between the 1920s and 1970s reduced their interest in protectionism
and thus contributed to the maintenance of a relatively open market
in the 1970s, despite other pressures for closure.

THE VARIABLES

The explanation here focuses on two key variables linking domestic
firms and the international economy: (1) export dependence and (2)
muliinationality. Each of these embodies a different aspect of a firm's
integration into the world economy. and hence each gives rise to a
distinct set of preferences relaling to trade policy. In general, the ar-
gument is that firms with more extensive exports and multinationality
should be less likely to demand protection, and more likely to resist it
actively, even when facing serious imp()r[ compchtion.

Some similarities between this avgumentand other domestic interest
group accounts of trade policy should be noted.’ In this literature, one

' Most studies locus on trade polivy autcomes, bur some discuss influences on corporate
trade preferences and their impic. on these outcomes See Rickird Caves, “Econouiic
Models of Poliucal Choice: Canada's Tanfl Swaviare,” Conadian fournal of Economes y
(M:v 1976 278-300; Robert Buldwm, “Fhe Poltical Econonyy of Protectionism,” iy Jm-
fort Cemprutiaon and Respoie, ed. Jagdish Bhagwati (Chicago. University of Chicago Press,
1982), pp. 263-y2: Willizr Brock and Stephen Magee, “Lhe Economics of Special Inwe-
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set of hypotheses about industry wrade preferences focuses on the po-
litica! costs of demands for protection. [t points out that the industries
likely to lose from such demands are those that are cxport dependent
and multinational. For these industries, demimds for protection may
spack retaliation abroad that hurts their own foreign operations. The
more important foreign operations are for the industry, the less pro-
tectionist it will be.

Empirical tests of these hypotheses have produced mixed results.
Several aggregate-level studies of U.S. industries have shown that high
levels of exporl dependence reduce industries’ preferences for protec-
tion and lead to lower trade barriers for these industries. Other non-
quantitative studies also reveal that in the 1920s the growth of an ex-
port sector contributed to attempas to open the American and foreign
markets.3 Some studies show thal producer groups tied (o the inter-
nationa! economy have in the past been opponents of high Tariffs.1
Some have also linked the 1934 adoption of the Reciprocal Trade
Agreements Act (kraa), with its antiproteclionist bent, to the influence

est Politivs: Case of the Tarifl£” Amovvan Economte Reirew Papers and Proceedings 68 (May
1073):246-50; Gerald K. Helleiner, “The Pulitical Economy of Canada's Tanff Structure:
An Alternatise Model," Canatian Journad of Economics 4 {(May 1677) 318-26: Robert Bald-
win, The Polirca! Econon~ of U.S. Import Polies (Combridge: ME'L Press, . 88); Jonathan
Pincus, Precane Groups ¢nd Poliies in Amtebellum Tariffc (New York Columbia ['niversity
Press, 1977): Ldward Ray. ' [he Determinants of Tiuiff and Noniariff T rade Resurictions
inthe U.S..” Journai ot Political Lconunes wy (February 1981) 103-121; I'dward Ray, "Taniff
and Nontariff Barriers to Trade in the United States and Anroar” Revire i Economics
and Stansties 63 (May 19&81):361 (8; Johp Cheh, "U.S. Coneessions in the Kennedy Round
and Short-Run Adyjustment Costs.” fouwrnal of Intsrnational Fconvmics 4 (:)74):323-40;
Réal Laverpne, The Political Economy of U.S. Tanjfs. An Empirical Analysis (1oronto: Aca-
demic Press, 198%); Jamnes Riedel, * inniff Covcessions in the Kennedy Round and Siruc-
ture of Protection in West Germany,” Jowrnal of Mnternalional Ecomoiies 7 (.977):1858-45:
Robert Baldwin and Kim Anderson, “The Political Market Jor Protecuon in Industrial
Countiics' Fmpirical Fuidence.” World Bank Stajt Working Paper. no. 492 (October 1981);
Vinod Aggarvol. Robert Keohane, and David Yoffre. *"T'he Dynamics of Negonated Pro-
tectionizus.™ Amerwcan Poliical Scienee Review 81 (June 198%):345-66. An exceplion to these
problems is Thomay Pugel aud Ingo Walte:, "U.S. Corporate [ntevests and the Political
Economy of Trade Poliev,” Revien of Econvmics and Statisiies 69 (19353 465-73

*Glenn Fong. "Expornt Dependence and the New Protection::m™ (Ph.D. disseriation,
Cornell ¥ viversity, 1g82): R Baldwin, U.S. Import Polici, Lavergne, Political Economy of
US Taryfs.
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William Becker, The Dynamics of Business-Government Relosions (Chic 230: University of Chi-
cigo Press, 1gRe.

4 Peter Gourevitch, “Internauonal Trade, Demestic Cralitions, and Liberty,” Journal of
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(Ithaca: Cornell University Press, 1986).
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of American exporters and multinationals.s These studies have lent
credence to the idea that export-dependent industries may not prefer
protection and may even advocate the dismancling of trade barriers.

Other studies have examined how multinationality and irs related
intrafrm trade affect trade policy. L'he idea that the spread of muli-
national firms would reduce wrade barriers has been discounted 1o
some extent, because these firms often enter a market 10 circumvent
such barriers and thus come to see them as a way to keep oul other
foreign competitors. Instead, the growth of global intrafirm trading
has led Lo the view thal firms with such trade would be against protec-
tion of their markets.é Analysis at the aggregate industry level has pro-
duced mixed evidence for both the multinational and the intrafirm
trade variables.?

Overall, these empirical tests are plagued by two problen:s. First,
these Lests look only at the industry and not al the firms within them.
Firmns are central, becanse they develop international ties, anticipate
the costs of protection, and formulate irade preferences, yet most of
these studies examine international ties al the industry level. In addi-
tion, since these ties are usually unevenly distributed among the firms
in an industry. the influence of these lies on preferences 1s oflen ob-
scured in industry-level analysis. Examination of both international
lies and preferences at the firm level is thus likely to yield better results
about what conditions corporate prefercnces. Second, these theories
about industry preferences are embedded in models that explain ac-
wal trade onrcomes. The intermediate step of explaining industry de-
mands is rarely taken. Empirical tests of these theories thus suffer be-
cause they are only indirect tests of theories of demand. ln other
words, factars influencing demand may be obscured when exiamining
outcomes, since certain variables may prompt trade policy demands
that are not satisfied in the policy pracess. Looking at demands by
firms is essential. The analysis here avoids both of thesc problems by
focusing on firms and on their actual demands.

“Themas Ferguson, “Lrom Normusloy 1o New De.” 1 oatinal Ovgaurition 58 (W=
(o1 19847:40-04. Lor 3 contrasting view. see Stephan i rd. " Che Indttutional Foun-
dations of Hegemor.v: Explaming the RTAA of 19347 7 .o aational Orgamzation 42 (M -
G 1YRSIg1-120.

¢Ger VK Helliiuer, “Transnational knietprise aml the New Polit.cid Tconomy of
V'S N Policy." Oxford Economic Papers 2 (davch 19775010208 36; Gerald K. Hellei
ner. ‘I ssngtional Corporations and Trade Stnucure.” i On tie Feonoma s of Tntg-firm:
Trade. ed. Hovlert Giersch ¢ Lebugen: Mabir, vgyg). pp. 159-8; Susan Strange, “Protce-
Jionism and World Politics” Mtomational Urganuation 39 (Spring 1985) 233-60. Lipson,
“7" ingforiatitn of Trade.”

* R. Baldwin, {".5. Disport Pohecy, Lavergne, Poitticint Economy of U §- Tariffs.
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This work also emiphasizes the international dimension, because the
distinction 1o be made among domestic groups resis on the extent of
their integration into the international economy. The fvst variable, ex-
port dependence, expresses the firm's ties 10 the international econ
omy that arise from its trade relations. In this context, export depend-
ence refers 10 the net balance of exports to imports as well as to the
relauve importance of these exports vis-a-vis domestic production.
Thus, the level of a firm’s export dependence expresses its vulnerabil-
ity ro reductions in these foreign sales.

'l he second variable involves the character of a hirm’s mulunation-
ality. [t reveals the significance of a finn's production capacity and
prolirs in foreign markets relative 1o those in its home market and thus
captures a firm’s vulnerability to changes affeciing 1t:ese foreign op-
eravions. Furthermore, it examines the nature of that foreirn invest-
ment. In general, production operations abroad can be either highly
integrated into a firm's worldwide trade and production network or
self-contained and vot dependent on other operations of the firro. In
the former case, intrafirm trade flows will be very signilicant; in the
latter each production unit will be autonomous. High levels of intra-
firm trade then also indicate a significant attachment to the interna-
tional economy.

The logic linking a firm's degree of export dependence and mulu-
pationality to its trade policy preferences is based on the balance of
costs and benefits Lthat would accrue to a firm from the further open-
ing or cdlosing of its home market. given the extent of its linkages to
the international economy. These costs and benefits have three
sources. First, they may be the consequence of reactions by foreign
governments to such a policy change. These policy reactions by foreign
governments are likely to entail disruption of the firm’s international
trade flows and/or of its foreign 1:vestmems. Secound, the opeming or
closing of markets has economic (price and supply) effects that will re-
dound upon the firm and are likely to be felt in both 1ts home and s
foreign markets. Third, the firm will be concerned about the effects
of a trade policy change upon its domestic market position. The differ-
ential impact of such a policy change upon the firms in an industry
may alter the competitive posttion of firms wichin the domestic mar-
ket.

These three general sources of costs and benefits generate hy-
potheses linking firms’ interpalional positions to their trade policy
preferences. In terms of export dependence, the argument is thac the
higher a firm's export dependence, the less likely is it 10 prefer protec-
tion of its home market. even in the face of severe import competition.
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Three particular factors make protection of its home market costly for
an export-dependent firm. First. closing the home market may
prompt relaliation by foreign governments. This retaliation may in-
clude protecting their own markets, which thus chreatens the firm's
exports and ultimately its profiability.

Second, even if retliation ts not forthcoming, the exporier is likely
to face economic costs—as opposed 1o politically induced ones hat
diminish its ability to export.® In particular. because it reduces avail-
able supplies, closure of the home market will tend o drive up the
price of a firm’s product and make it less compeutive abroad. Protec-
tion of one market is also likely to increase compelilion in other mar-
kets. This supply effect means that the firm will face more competition
in its foreign markets as other suppliers redirect their sales away fm{n
the closed market. The result of chis shift can entail price cutting in
(hese foreign markets andior the loss of export sales, both of which
(ceteris paribus) will tend to reduce the firm's profits. In addition, the
closure of one couptry’s market may diminish the foreign-cxchange
carnings available in other countries and make them less able to buy
exports. All of these economic costs of protection will raise the export-
dependent firm's resistance 10 protective trade practices.

A third set of costs associated with protection for these firms con-
cerns the consequences for their domestic markets. Closure of the
home markel will provide dilterential benefits 1o firms within an -
dustry. Those firms that are less export dependent and less competi-
tive will benebit more than others. Protection will thus shift competi-
tive conditions at home and placc the export-dependent firm at
further disadvantage. By strengthening some of its nvals at home,
protection will be costly to the fim with strong international trade Lie_s.
All of these costs—those associated with foreign retalistion. economic
changes, and domestic competition—rnay dissuade an export-depend-
ent hrn from seeking protection even when it faces severe import
competition at home.

In terms of multinationality, the argument is that the more sizable
and the more integrated a firm’s direct foreigm investments are. the
more likely il is to resist protection and to prefer open markets, even
if it is contronting intense competition from imports. For a highly in-
tegrated multinational- that is, one with substandal global intrafirm

f oy, “Expont Dependence,” esp. ch. 1. For s thesietical distussion, see W. AL Cor-
ten, Tie Theory of Protection (Oxfcid: Oxford University Press. 1agi); W. M. Corden,
“I'he Cents and. Conseqacnees of Protecion A Survey of Emy  al Work,” in Interna-
tional Trade ard Foniice: Fromors in Revarch, ed. Peter Keawr ambridge: Cambridye

Unuversity Press. 1975).
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trade—the costs of prolecting its home market may outweigh any ben-
ehts from doing so.

Similar to expori-dependent firms, the costs of protection for a mul-
tinational firm anise from three sources: foreign-government retalia-
tion, general economic effects, and the effects on its domestic marke:
position. First, the multinational may fear that protection at home will
prompl protection abroad, which rmay close markets for vital inputs or
for its own exports. This retalialory protection is likely o disrupt the
mulanationals’ integrated world trade flows and thus make foreign
production more cosily. In addon, retaliation may be targeted more
directly against the foreign investment itsel{. The foreign govern-
ment, in response to the closure of the multinational's home market,
may impose new rutes upon the irm—e.g., that it must export a cer-
tain percentage of its production. In the extreme, expropriation of the
firm’s foreign property may be threatened. The muliinatiosial’s vul-
nerability to retaliaton is probably greater than that of the export-
dependent firm. Thus the mulunavonal’s temptation to protect the
homce market should be even less.

Second, a bighly integrated mulunauonal might find protection too
costly because it may aftect its own intrafirm trade. If the firm uself
exports to ils home market, then closing this market would curtail its
own exports and defeat its own purpose. A firm with such internal
trading networks is unlikely to see protection as the answer to its prob-
lems. Rather, the firn: is likely to be an ardent advocate of open mar-
Kets.

Third, as in the case of an export-dependent firm, closure of the
multinational's home market will alter competitive conditions within
the industry. Costs and benefits of protection will be distributed une-
qually among the firms, and those thar are less compelitive and less
intermationally oriented will gain relatively more overall. Protection
may (hen strengthen the mulunadonal’s domestic rivals. Furithermore,
it may induce foreign firms 10 locate in the multinational’s home mar-
ket, thus creating powerful new rivals dowestically. The problems that
protection causes the multinational in its home market may add to the
expected costs of such 2 policy and. along with the costs of retahation
and intrafirm trade disruption, may prevent even a muttinational in a
distressed and highly impori-penetrated industry from preterring
such a policy.

I argue that, assuming that other solutions to their problems—such
as diversification or exit—are about equally costly to all firms, incer-
nationally oriented ones should be less likely to demand protection,
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given its higher relative cost to themn v Protection will be more costly
for internavionally oriented firms in two ways. [t will be more costly
relative to other options and as a resul, other ways of resolving their
problems will be more attractive for these firms. In addition, pratec-
von will benefit chese Airms less than domestically oriented ones. For
domestically centered firms under import pressure, protection will be
a less cosdy opuon since they do not have international ties. Thus, se-
rious foreign competiiion will be more likely to elicit preferences for
protection by domestically oriented firms than by internationally ori-
ented ones, because it 1s so much more costly for this laiter group rel-
auve to other possible solutions.

PREFLRENCLS FOR PROTECTION: HYPOTHESES

Preferences for or against protection, anising out of the expected cosls
and benefis of such a policy, can be linked to the natuve and exteot
of Rrms' ties 1o the internanonal economy. Four hypotheses, pre-
sented in table 2.1, are posited. First, firms with minimal export de-
pendence and multinationality (Type I) will view protectionism as very
desirable when faced with scvere import competition. Prolectionism
will have no major international repercussions tor them, while us siz-
able domesilic benefils will be an inducement. In contrast, fums that
are significantly export dependent (Tvpe L) will be likely 1o resist pro-
tection, despile import competition at home. The costs ol closing the
home market, largely in terms of dirinished exporis, will outweigh
the possible benefits. However, the interest of these firms will be pri-
marily the opening of markets abroad and only secondarily the open-
ing of the home market.

‘Third, hrms with both substanual export dependence and inte-
grated multnavonality (Type 111y will resist protection most fiercely
and will be the most likely 10 view further opening of markets world-

¢ _he as-wmptior that the cosis of viher options are b1z cquat for all irms is debat-
able. 1Cis unclear whether any systertitic ditfercuce i cost- exists for internationally
oricated versus uomestically orieuted firms, [t eould be argued chit domestically cen-
wred firms, being generally smallz: .owd more Hexible, will fied adjusting 1o foycign com-

petivon lese coaty . as Michiel Piore and Charles Sabel do i The Serond Industiad Drode:
Prospects for Pras; =+ (New York Basic Books. 1aR,p). On the other hand, Ja: e mulina-
tonals may have ; s~ g m oblainmg capial or buvimg into new ventures—
Laat will make ) ient Jess caovtly Tor thein Whether it will he more costly tor one

group over the other probably depcuds on the particular {rms and industry For an
interesting discrssion of how other opt’cas aftect demands lor protertion, see Aggarwal,
Keoharc, and Yo:Re, “Negotiatcd Protectiviisim ' ‘Thewr argument focuses on incusries
instead of firms. though.
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laBLE 2.1 The Four Hypotheses
High TYPe 1V TYPE I
Mixed interests; Least protectionisi;
less protectionist most free trade
than Tvoe [; selective
protectionist
MULTINATIONALYTY | =
TYPE | TYPE 11
Low Most protectionist; Less protectionis
for global pratection; than Type I mos\
mlensity of demand favored is open
varies with econornic markets abroad
difficulty
Low High

EXPOKT DEPENDENCE

wide as the besl response to import competition at home. Finally, mul-
tinational firms that lack substantial export dependence and intrafirm
trade (I'ype 1V) but face strong competilion at home from imports
will find themselves in a difficult, cross-pressured sitnation. Their mul-
tinational interests will raise the costs of protection, but the loss of
their home market and the lack of irade ties will push toward a policy
of selectively closing their home marker. In particular, the less its for-
eign and home operations are linked together in a worldwide trading
nctwork and the more its foreign rivals are already producing in its
I?ome markeg, the more likely the Arm will be to seek selective protec-
tion- .e., closing the market only to its scrongest competilors- since
two of the key factors making protection costly for 2 multinational will
have been removed.

A final group’s interests in trade require vxamination: these are the
foreign multinationals opeyuting in the host market. Trade prefer-
ences of these foreign subsidiaries are likely 1o be of (wo types. Foreign
subsidiaries, depending on their role in the local market, are in gen
eral expected to behave like Type 111 or Type IV muliinationals. If
the subsidiary’s operations in the host market service only the domes-
tic tnarket and were intended originally (0 circumvent trade barriers
to that marker. the subsidiary will bave little interest in reducing those
barriers. The foreign enterprise will dcsire at least the maintenance of
those barriers and perhaps even their elevation in times of rising im-
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port penetration.'e If the operation is part of the parent’s global pro-
duction and trade network, however, then further protection will be
undesirable, and reduction of existing barriers may even uppear desir-
able.

Cenerally, the behavior of these foreign subsidianies 61s the argu-
ments about Type IU and IV firms. When foreign subskliaries are a
part of Type IV fn'ms- 1.e., those lacking an integrated worldwide in-
trafirm trade nctwork ~their preferences are likely to reflect those of
‘heir parents and be selectively prolectionist. In other words, the more
like a purely domestic firm they are, the more protectionist they are
likely to be. When part of a globally integrated multinational. these
subsidiaries will be more {ree-trade oriented, as will their parent firrus.

THE GROWTH OF INTERNATIONAL TIES

The character of firms' ties 1o the international economy indicates one
reason why trade policy differed between the 1g20s and yg7j0s: differ-
ent ties existed between the domestic economy and the world economy
in the two periods. Different levels of dependence on the interpational
economy generated different preferences for openness or closure
among firms. The greater integration of the domestic and interna-
tional economies in the 1g970s—1.¢., the greater proporiion of export-
dependent and multinatonal irms—helped forestall the adopution of
widespread protectionism, despite the significant inroads made by jm-
ports in the period.

Evidence of the growth of these international ries is abundant. In
general, the magnitude of American trade grew phenomenally over
these fifty years; more goods and more different iypes ot goods were
traded." More specifically, Ainerica’s trade dependence grew substan-
tially. U.S. industrial exports rose from about 2 percent of wotal do-
mestic praduction in 1929 10 g percent in :gbo and to about 20 per-
cent by the late 1970s.2* Likewise, its industrial imports climbed from
2.5 percent in 1921 to 5 pereent in 1g6o and o over 20 percent of
total domestic consumption in 1g80.'* 1 he muhinationality of Ameri-

w C, Fred Burgsten, Thomas Hors atwd fheodore Mararn, Amerieqas Yidintonals and
Amerscan Tt 2 (Washiegon, D.C. Brooking- Istimation, 1978). bu. 2g7-ge,

' Ratner, Sohow, and Sylla, Evelution of Amencan Economy. pp. 6 ;-G8

# For measures of expott dependence i the 19208 see Robert Lipsey, Price and Quon-
ity T wils in thr Foyergn Trade o the Uraled States (Prnceton: Pronceton University Press,
1962). pp. 484-35: for the poustwar perind. <ce Reputt of the President’s Coinnission on
Indusiria” Corvaentiseness. Giobal Competinon: The New Reality (\Washinglon, D.C.: GPO.
1983), 1:56, chart 15.

s For measures of imnport penetrauion, sec ibid.
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can firms also rose over these five decades. The total of American di-
rect foreign investment abroad grew from about $5.5 billion in 1929
to $11.8 billion in 1950 and to over $86 billion in 1g70."t The inter-
nationalization of American industry also grew in relative terms. For-
eign assets of Uniled States industry accounted for only 2.6 percent of
total industrial assets in 1922, bul over 20 percent by the 1g70s.'5 In
addition, the global operations of these firms intensified, which led to
the creation of webs of internauonal wrade Alows within firms. In par-
ucular, exports by American multinationals from foreign production
sites back to the United States have grown jmmensely. An almost un-
known practice before the 1g40s, these types of transfers now account
for somewhere between 15 and 50 percent of all U.S. industrizl in-
ports.’® In sum, the United States’ integration into the international
economy through both trade and multinationality has deepened con-
siderably since the 1g20s (see table 2.2). )

The argument here applies on two levels. In the aggregate, the dif-
ferent composition of the economies, in terms of export-dependent
and multinational firms, accounts partially for ihe overall differences
in trade policy during the two pertods. On a microeconomic level, dif-
ferences 1n firms’ international Jinkages. regardless of which economy
they are embedded in. are responsible for the firms’ different prefer-
ences regarding trade policy. Two highly rouliinational frms, one in
the 1g20s and one in the 19705, may thus be expected to have similar
preferences. These preferences should at least be closer 16 one anoth-
er’s than 10 those of other nonmultinational firms operadng in the
same time period. In other words, the trade preferences of a 1920s
and a 1g750s large, integrated multinational should appear more simi-

* Robert Dunn, Amersani Fervegn hestnenits (New York: Viking P-ess. 1926}, p. 182;
Kent Hnehes. Trade, Tuxes, and Transnatronals (New York: Praeger. 1979). p. g4- Rutner,
Soltow. and Sylla, in Evolution of Ammicon Economy. p. 464. show 11 grew in the 1g20s (0
s17.2 billio:r and then reireated o $11.5 billion by end of the 1¢30s. Robert Pollyrd,
Econoic Securiry and tice Origing of the Cold War (New York: Counibia University P ess.
1985), p. 20;. shows U.S. pr1 dropped 10 1ts lowest poini in the century so far in 1946.

' For the 1g20s, data on the value of direct foreign investment {or industey are from
U.S. Sewte, Ameizcan Brave-h Evtoniws Abroad, 71st Cong., grd sess., 1951, S, Doc. 258, p.
27. 1or the value of U.S. industnal cnr in the 1920s. see Lipsey, Price and Quantity Trends,
p- ¢24. For the angos, see U.S. Dept. of Commerce, 1977 Enterpnse Stabisties (Washirgon,
D.C.: GPO, 19¥1). p. 475. colurmm Q over column R.

' Figures for this vary widely. Sec Joseph Grunwald and Kenneth Flamm, The Cluial
Factory. Fervign Assembly in Internationol 'reds (Washington, D.C.: Brookings Institution,
1985), p. 7. Gerald K. Helleiner and Réal Lavergne, “Intiy firm Trade ard Industrial
Exports to tic U.S " Oxford Bullstm of Econonucs und Stabiuies 41 (Novewber 1979 :297-
gre: Helleiner, " Uransnational Corporations and Trade St-ucture,” pp. 159-84.
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TasLE 2.2 Average U.S. International Economic Ties, 1920s and 1970s

U.S. Industrial Export Dependence

19205 2.9 (1925)
19708 20% (1975)
U.S. Manufaciuring Multinationality
19208 2.5% (1929)
1970s 20% {1077)

So:rers: For average U S. induserial expon denendence (the value ol industrial
expiorts xs a percentage of wtal industrial 6ap): data for 19zos [rom Robert Lipsey.
Price and Quantity Trends in the Foreign Trnde of the United States (Princeton: Princeton
Universite Press, 1963). pp. 274-35; data on the 1g70s from 1085 Ecuniona Repoii
of the President (Washington, D.C.: GPO, 1g86), t " les B-ro, B-ron. For average
mubinat.onality of U.S. industry: 10208 data on valu >l direct forvign invesiznent
by industry from U.S. Senate, Amerwan Branch Farlories Abroad. 715t Cong.. 2rd
st 1931, S. Doc. 258, p. 27; data on the value of industrial 6xe from Lipsey, Price
and Quantity Trends, p. 424. Daw on the 1970s rom U.S. Dept. of Commerce, 1977
Enterprise Stetistics (Washington, DC: GPO, 1981}, for vawue of all foreign assets of
U S. manufacturing as a percent of 1otal manufactiring assets (colunin Q over col
umn R).

lar to ane another than do the preferences of a 1920s muliinational
and a 1g20s nonmulunational.

This cross-sectional, microlevel hypothesis about the similarity
among firms in the two periods may appear problematic. The ditfer-
ent contexis of the 1g920s and 1970s should affect firms™ behavior.
Some of the main difterences in the two economic contexts -that is,
the differences in U.S. industries’ competitive position, the industries’
domestic market structure, and their multinational status - may en-
rich, rather than vitiate, the central argument, however.

Context does shape the way a firm deterniines its preferences. But
these preferences may still be more directly influenced by the firm's
own calculation of the costs and benefits of difterenc policies given ns
dependence on foreign markets, Moreover, contextual factors may en-
tiance the role that internationa! linkages play in the firmn’s calculations
of its interests. 1'he exisience of more widespread and well-developed
multinationa! ties throughout the economy in the 1970s and the con-
textual infuence this may exercise on all industries may bolster the
general argument. That more firms are ticd more deeply to the inter-
national economy affects all areas of the domestic economy. In partic-
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ular, it increases the political allies and ideological underpinning upon
which firms hoping to resist protectionist temptations can rely.

THE Cross-NATIONAL COMPARISON

The issue of context also relates to the national setting in which firms
operate. This siudy’s primary argument concerns changes in trade
policy pressures over ume. For this, analyses of American trade policy
making 1n the 19208 and 1970s are undertaken. But the cross-sec-
tional argument that firms with extensive ties 10 the international
economy are less iikely to demand protection of their home markets
calls for examinauon cross-nationally. Do firms behave similarly in dif-
ferent countries? More specifically. do the ties of export dependence
and multinationality have the sanme impact on firms' calculavons of
their (rade preferences when they are located in different countries?
Conversely, does the overall natonal context in which a firm is located
have effects that override the importance of 1he firm’s economic inter-
dependence in the calcnlations of its preferences?

To address this question, a cross-national comparison is undertaken.
In addition to looking at six industries in the United States in the
1920s and six in the 1970s, 2 set of six French indusiries in the 19708
is also examined. In general, finding similarities in the behavior of
firms in these two countries would strengthen confidence n this
study’s argument. If firms based in different countries react similarly
to vising interdependence, then the forces influencing firms’ calcula-
tions of their trade preferences cannot be overwhelmingly dependent
on their national contexts.

France was chosen because it both shares important similarites with
the United States and exhibits strong diflerences. France has experi-
enced growing international economic interdependence, as has Lhe
Uuited States (see table 2.3). L'hus 1t too should show greater resist-
ance to protectionism as a result of changes in its firms’ preferences.
Bul France was principally chosen because of its differences from the
United States. These differences make it a difficult test of the argu-
ment. Our theory suggests that French firms should react similarly to
American ones (o their increased interdependence, but the very dif-
ferent national contexts in which these firms operate make finding
such similar behavior unlikely.

Among advinced industrial democracies, the United States and
France are viewed as opposites in many respects. Their dissimilarity
has at least five important dimensions. First, the two countries occupy
different positians and roles jn the inlernational system, Although de-
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TagLE 2.9 Rising U.S. and French International Economic Ties since
1950 (in percent)

1958 1968 1981
FRANCE
Export Dependence® 12 21 33
Import Penetraton® 15 23 30
Multinationality low 10

1960 Late 1g70s

UNITED STATES
Export Dependence? 9 20
Import Penetranont 5 20
Mulunationality! - 20

+ Export dependence measures indusirial exports as a percentage of total domes-
tic 1ndustrial productior. See ik, Crise, Concurrence In'rrnctionide, et Strotigres
Multinationales (Pasis: cexry. 1581, p. 27, able 3; Minis:ére de ' Economie et de
Finances, La DREE, Un¢ Décennie du Commerce Extirienr Frangais (Paris: Documen-
iztion Fangaise, November 198g). |0 xiv.

" Import depeadence mcasures industrial imports as x percentage of total da-
mestic consumption. CFREM, Criee. Concurvence Internationale, et Stratige s Miltingi, -
nale, p. vy, table 30 Ministere de "Economic et de Finances, 1a vree. Une Décennie
du Cimimeree FXiértiotr rmigais, p. xiv.

« Foreign production by French Grms as a [iercentage of total I rench mdustria
production was very low before the 1g60s; it grew gready after that. See Julizn
Savary, Les Mullinationales Frangises (Pans: Presses de I'Universitanes Frangaises.
1981). pp 19-29, 110-12; John Avdagh, France :n the 1980s (New York- Penguin,
1982), pp. 35-47: Julien Savary, “Les Multmgt:onales Fran¢awses,” Economie ef Hu-
manwsme 257 (Januvary-February 1981), p. 75.

! Export dependence measus os industra’ exports as a perceiage of wal domes-
tic indusrria} production. Se¢ Report of the President’s Commission on Industiial
Compeutiveness, Global Compelitton: The New Realrty, vol. y (Washington, D.C.: GPO.
1985), p- 36. '

« Import dependence measures industrial imports as a percentize of total do-
mestic consumption. Report of 1the President’s Commission on Indusitial Compet-
itiveness, Global Comw jretition, 1:36.

" Compatable data are not available Hefore the 1g50s. Data frows 1977 1s from
C.S. Dept of Commerce, 1977 Enterprise Statisiies (Washington, D.(..: GPO. 198)1).
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clining, the United States is a more dominant global actor, less able 10
lead perhaps but still erucial. France, on the other hand, 15 a mid-sized
power; it is considered an “ordinary” couniry, not a superpower.’?
This difference m international position should influence both paliu-
cal actors’ definitions of their natians’ interests as well as economic ac-
tors' views of their positions within the internationa) economy. Second,
the two differ in terms of their size and resources, The United States
has a much bigger domestic market and a larger domestic supply of
raw materials than does France.’® This difference means that the
United States has greater autonomy to direct its economy. In general,
then, American firms have less necd for and dependence on foreign
markeis.

Third, the role of the state in the two societies is seen as being dra-
matically different. France is pictured as the quintessential mercantil-
ist state, one imbued with a powerful sense of its national interest-and
deeply involved in many aspects of sodal, economic, and political
life.'s On the other hand, the American state is characterized as the
embodiment of the laissez-faire ideal, reluctant (o intervene (if not n-
capable of it), lacking a single vision of the national incerest, and
highly penetrated and divided by competing societal interests.* Two
states wicth such different roles and ideologies are likely o establish
political contexts that vary in the incentives and costs they impose on
different economic acuvities and hence on firms' calculations of their
political preferences.

A fourth key difference between Lhe twa countries lies in the distri-
bution of power within their politcal systems. While the Fifth Repub-
lic in France is viewed as a system led by a president, as is the United
States, Lhe significance of other political institutions varies. In France,

"7 Rindlebergu:, World m Depression, ch. 1 ;; Lake, “International Economme Strocrures”;
Wilbar. Andrews and Stanley Hoffmann, eds., The Fifth Repuilic at Twenty (Albany
SUNY Press. 1g81), esp. pts. 3. 53 John Ardagh. France in the 19805 (New York: l'enguin,
1082). ¢sp- ch. 2. ;

# Ravmond Vernon. ed., Big Busmess and the State (Cambridge: Harvard University
Press. 1974). esp. chs. 1, 6; Lianel Sioleru, L mipbrasif Industriel (Pans: Seuil, 196g).

e Stanley Holfmann, ed., In Search of France (Cambridge: Harvard University Press,
1963), esp. ¢chs. L. 2; Andrew Shonfield, Modern Capitalism (New York. Oxford University
Pruss, 1965). esp. chs. 5. 7, 8, Stephen 5§ Cohen, Mode: 1 Capitalast Planning (Rerkeley:
Live ity of California Press, 1977): John Zysman, “The French Staue in (he Interna-
tonal Fzonomy.” in Pou:r and Plenty, ed. Kalzenstem, pp. 255-04: Zysman, Governmenis,
Markets, and Growih, esp. chs. 3, 6; Richard Kuisel, Capatalbism ard the State in Modern France
(Cambridge: Cambridge University Press. 1981), esp. chs, 1, 8-10.

* Shonficld, Modern Capurinm, chs. 14-15. pt. 4, Katzenstein, ec.. Power and Plerity, esp.
chs. g. 8, 9.
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the ministrics and their bureaucracics are seen as the central focus of
policy making, implerentation, and oversight, In contrast, in the
United States much of this activity occurs in Congress rather than in
the executive departments. Moreover, the capacity of the U.S. Con-
gress 10 act as a check on execulive dominance has no analogue
France, where the parliament today plays a minor role.> Different po-
litical actors and institutions are responsible for trade policy making
in the two countries, which shapes in ditterent ways how societal actors
make demands.

Finally. the organization of political and social life in the two coun-
tries is usually depicted as being different. For the United States, or-
ganization outsidc of slate-controlled institutions is prevalenc and cric-
ically important. The desire, capadity, and need 0 organize into
groups prevail in American life, while such behavior is less common
among the French.** This cross-national disparity should affect how
industrics organize in the two countries and suggests that the aggre-
gation of firms’ interests along industry lines may be accomplished dit-
ferently. These five differences in the contexts of French and Ameri-
can firms would make the Anding of similarities in firms’ calculations
of their preferences and in their behavior remarkable indeed, thereby
adding further validity to the argument about differences in trade
policy over ume.

Tie Cast STUDIES AND MIETHODOLOGY

The indusiries examined were selected by establishing “hard cases”
for the argument. In studies of protectionism, one of the most well
established hypotheses is that high and rising levels of ir:iport penetra-
don lead to demands for, as well as high levels of, protectivnism. Tlus
empirical finding suggests that industries most severely atfected by
forcign competition should be a priort likely to want protection. This
[inding was used as the main criteria in sclecting the industries: those

. n Katzensiein, od., Pau oy anid Pienty, chs, 9.8, af Andrews and Hoffl cds., Fifth
Repullic at Twen'. esp. ch. 4; Willign Andrews. Frodential Goveiione i Gaiddist France
(AThany: SUNY Press. 1682). esp. chs, 5. 61 Patrick Messerlin. “Lo  aw racies anc: the

Pclitical Foonomy of Protcction' Retl ns ol o Continental Eucopean,” iVorid Bk Suaff

W king Paper, no. 568, 1083, For the L e States, see Pastor, Poiitirs of US. Forein
Ecomnnic Pobey: Stephen D, Colwn, The Makivg of U.S. Dutesnalae nul Femoue Poiry (New
Yors Pracger, 1957). esp. chs. 4. 6.

=r Alexis de Tocqueville, Demacra'y in Ametica. wans. ). P Maver iNew Yori: Double-
day. 160g), esp. pu. 2. cli. 4; Michel Crozier. The Buréeucratic Phenyaenon (Chicagy: Ui
ver ity of Chicago Press, (afig); Stanley Hoftnann, "Paridoxes of the Freuch loliucal
Communiy. " in In Search of France, ¢d. HolTmann.
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facing the greatest increases in import penetration in each period
were chosen. In addition, the industries had to bave high absolute lev-
els of tmport penetration and had 10 show other signs of economic
distress, such as rising unemployment. unused capacity, and falling
profit rates.

These criteria imply thal each of the industries selected had at least
a presumplive interest in increasing protection of its home markel.
The key questions thus are whether they all demonstrated this pref-
erence and. if not, whether the difference between those that did and
those that did not related ta the extent of their ties to the internauonal
ecanomy. If the cases demonstrate that, despite severe economic pres-
sures, especially import competition, industries with extensive ties to
the international economy withstood the teinptation o demand pro-
tection better chan did industiries without such international ties. the
argument will be strongly validated. N

Tables 2.4, 2.5, and 2.6 present the cases chosen. Many previous
studies of trade policy have focused on policy trends in the national

TaBLL 2.4 U.S. Industries Selected for the 1g20s (1919-23)

Level of Import

Penetratinp” . Increase
- — in Impori

Iudusiry A B Penetravion®
Newsprim 7.5 13.9 85.4
Woaulen Goods 4.1 12.9 215
Clocks and Watches
(1919-21) 0.6 5.9 880
Fertilizer - 4.3 340 712
Photographic Equipment 1.9 7.5 204
Texule Machinery 0.9 4.7 420

SnurcEs: Dawa on the value ol imports from U.S. Dept. of Commerce, Foreign
Commerce and Naviganion of the U.S. (Washington, D.C.: GPO. various issues in the
19208): data on the value of domestic producton from U.S. Dept. of Commerce,
Census of Mannfactures, 1925 (Wishingion, D.C.2 GPO, 1930).

* Value of imports as a percentage of the value of towal domestic production.

» Percentage change between column A and columin B.

The lowest vaiue.
- The highest value after (he lowest.
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economy or on broad economic sectors. In this study, how?ve.r, the
unit of analysis adopted is initially the industry, and then within the
industry, the firm. The firm as it operates within the context ol an
industry—that is, within the structure set by the competing prOdLIICIEI‘S
of similar goods -is the central actor, the one calcul:.nmg and voteing
its preferences. The industry provides the analytic frfnlx?e.m'ork n
which this behavior makes sense and thus is used as the iniual F0cu§.
This layered analysis, relying on both the indusoy and the firm, s
uselul for several reasons.*” .

First, the industry, rather than some broader economic aggregate,

TasLg 2.5 U.S. Industries Selected for the 1g70s (1g70-77)

Level of Import

p tion® Increase in
encLra

Industry - — Import
(sic Code) Ar B¢ Penetration®
Footwear (non-tubber) .

3143 1 9 70

3144 15 27 8o

3349 22 67 210
Semiconductors

3674 9 22 144
Tires and Inner Tubes

9011 5 12 140
Machine Tools

3541 7 )4 100
Watches and Clocks

3873 18 36 100
Radios and TVs

3651 30 43 30

Sor-:ces' Data [rom U.S, Dept. of Commerce, 1.5, Commodity Exjrocis and Diforis
as Related b Quiput, 1977i76 (Wishington, D.C: GI‘Q‘ 182). .

- Value of imports as a percentage of total domesuie consimpuon.

v Percentage change between eolumn A and column B.

< The lowest value.

4 The highest value afier the lowest.

s R Baldwin, U S Import Policy; Lavergne. Palnical Econony of U.S. Tariffs; Takacs,
“Pressures for Protection.”
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TasLe 2.6 French Industries Selected for the 1970s (1g71-79)

Level of Import

Penerration* Ilnc-rease
Indusuy —_—— o in fmport
(NaP 600) As B¢ Penecration®
Class
1601 18 28 56.8
1602 7 15 112
Pharmaceuucals
1go1 0.5 2.2 214
1902 17 25 51
Wartches & Clocks
§40) 31 59 QL3 -
Radio & Television
2021 17 39 133
Footwear
4601 12 30 163
Rubber Tires
53201 10 20.4 108

Sources: Dala from IxSEE. unpublished computer printout, 1985.

# Value of smports as a percertage ot the vidl e of total domesuc consumption
* Percentage change between column A and column B.

* The lowest value

4 The highest valite «{ter the lowest.

must be considered because it shapes how firms experence growing
economic jnterdependence. An examinavon of categories broader
than the industry obscures the nature of firms’ international ues, since
their effects are felt most profoundly in the competition with other
firms within their market. For example, a irm's export activity is influ-
enced by the behavior of other producers of equivalent or closely sub-
stitutable products—i.e., its industry.

A second reason that the industry is central to the argument in-
volves the logic connecting firms' interdependence to their trade pref-
erences. This logic depends on three factors already discussed: (1) the
costs of foreign retaliation, (2) the effects on profitability caused by
price and supply shifis due to trade diversion, and (3) the impact of
protectionism on domestic competitive position. The weight of these
factors for any firm can only be evaluated within the context of its
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udustry. For instance, the influence of the second factor—the price
and su];ply effects for a irm—depends upon the behavior of its com.-
petitors al home and abroad -i.e., on its industry context. lo addi-
tion, the impact of various trade policies on a firm’s domestic compet-
itive situation, the third factor. is obviously conditioned by its |ndu§A
teial struciure. Lf it is 2 monopolist or if direct foreign investment 1s
not a likely response, then this factor will not weigh heavily in the §al-
culation of its vade preferences. Hence, the net costs of.ciemandmg
protection are conditoned by a firm’s situation within Ih<.: lndlfslry be-
cause this conlext atfects how it experiences its international interde-
pendence. »

A third reason [or focusing initially on the industry mvolves how
demands concerning trade policy are made. Both firms and industry
ssociations make trade policy demands. Firms are the actors wl?o cal-
culate their interests, but bargaining and conflict over the .voi(:m‘g of
(hese preferences oceur frequently at the mdusiry levc].. since l.n:ms
often seek the suppart of their competilors when pursuing political
initiatives. Thus not only firms but also industry :1ssm:i;n>u)ns can be
expected 10 express policy preferences. The exteut to which, and L.he
reasons why, these industry preferences diverge from those of the in-
dividnal firms need exploration. . .

Looking at the industry, then, provides a broader \.new of ho.w inter-
ests are aggregated. Overall, an inidial focus on the mdust.ry is neccs,-
sary for three reasons: it sets the context for understanding a ﬁ)‘m s
behavior: it conditions how a firm’s international ties atfect how it cal-
culates its preferences; and it influences the way these preferences are
voiced.

Though industry-level analysis is crucial for the argument made
here, it is not sufficient. Viewing the industry as some unified whole
leads one to overlook crucial differences within the industry and thus
16 misunderstand the politics of mternational trade. The concept of
industry should not be reified. The hirms wi_]h'm an mdystry are the
real actors. They are the ones developing links o the .mlernauon.al
economy, calculating their preferences, pursuing strategics, an.d voic-
ing demands. In this sense, the industry does not rglly exist. Itis corn-
posed of various firms coropeting over the productiou and sale of sim-
ilar preducts. Operating at the industry level obfuscates crucial
differences among the firms. Most important for the argument here,
these differences concern the character of hrms’ tes to the interna-
tional economy, the intra-industry struggles over competitive position.
and the debnition of “industry” preferences. As will be shown, divi-
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sions among firms within an indusltry are crucial both in the definition
of the industry’s preferences and jn their realization.

The methodology vsed for analyzing the cases is that of “structured,
focused comparison,” which requires asking the same questions of
each case.”: Two key questions are asked. The first relates to the
study’s independent variable, i.e., to the degree of the industry’s ties
Lo the international economy. The question is to what extent, and how,
the incdustry 1s linked to the international economy. 1'his independent
variable has two components: the extent of exporl dependence, and
the nature and degree of multinationality.

The I'ndependent Variable

The first component, the extent of export dependence, is captured by
two measures: an industry’s net trade position and its percentage of
exportss to production.:® These indicate the direction of an industry’s
involvement in world trade flows as well as its vulnerability to reduc-
tions in its exports. The relative importance of different trade Hows is
shown parually in its net trade position: the value of its exports minus
thas of its imports. A posiuve balance suggests 1hat exports are a more
important component of its operations than are imports. A second in-
dicator of the significance of an industry’s foreign sales involves jts
proportion of exports relative to domestic production. This measure
indicates the importance of its exports relative to its total output. The
larger 1t is, the more costly protectionist actions will be for the indus-
Lry.

Export dependence is one element used in constructing the four
categories of cases. Although export dependence is continuous, it 1s
used here i a dichotomous tashion. Industries can show either high
or low export dependence. A highly export-dependent industry is one
that has both a net trade surplus and a high proportion of exporis (o
domestic production. An industry with low export dependence pos-
sesses a nel trade deficit and a proportion of exports relative to do-

“ Alexander L. Geoive, “Ca-¢ Studics aud Theory Development: The Method ol
Structured. Focused Comparison.” in Diplonacis New Approaches e History, Theory, and
Pohn, ed. Pau. G Gordon (New York: Free Press, 1979).

» For a detaded dhscussion of the sourtes and problems with 1his ‘ndenendent variahle.
see Helen Milner, “Resistrg the Prozert onist Tempration® Tndustry -nd Frade Palitics
in the U.S. and France in the 19205 and (he 1g70s” (Ph.D. dissertation. Harvard Univer-
sity, 1086). ch. 3. .

“ For a discussion of this variable's f1: st svstematic use m explaining trade policy. see
Fong. “Export Dependence.” esp. chs. 1. 2. Thesc are the ones most cemmonly used, and
they refect the elements of export depeidence crucial o the argument hiee.
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mestic production that is low.” Table 2.7 reports export dependence
for the industries, showing the culoff beiween high and low values.

The second component of the independent vanable focuses on the
extent and nature of its multinational operations. Five elements of this
component can be idenufied: (1) the level of direct forcign invest-
ment, (2) the direction of change in this level over ime, (g) the prof-
itability of the foreign operations, (4) the extent of intrahirm trade,
and (x) the direction of this trade.® These elements capture the basic
feawures of multinationality. They demonstrate its importance to the
firm and thus its role in the firm's calculation of its preferences.

The first three elements of multipationality reveal its value for the
{irm. Relatve to its domestic operations, the higher its level of direct
foreign investment, the more Lhis level is increasing, and the more
profitable this investment is, the more valuable these foreign opera-
tions are lar the firm. The last two elements suggest the nature of
these foreign operations. Wheiher it involves a sell-contained serics of
national operations or a globally integrated network of production ac-
tivitics can in part be established by examining the degree and direc-
tion of intrafirm trade. The more ex:ensive chis trade is in both vol-
ume and geographic spread, the more integrated a firm s
internationally. Qverall, it is hypothesized that the more important
multinationality is for the firm and the more integraled its operations,
the more costy protectionist actions will be.

Like export dependence, this second component of the independ-
ent variable, multinationality, is used to classify the industnes into dif-
ferent categories. Although it is continuous, muitnationality is used
dichotomously here. A highly multinational industry is one wicth both

a high and growing proporiion of foreign assets relative to domestic’

ones and an integrated set of {oreign operations. Although compara-
ble figures for multinationality among the three sets of cases are dif-
ficult (o generate, table 2.8 lists the industries and their values for this
component of the independent variable.

> The culofts berween high and low industries are con:parable across peviods and
countries. ln other words. a high industry :1. the 19z would br <o classiticd i the 1g970s
m France or the United Stales. Alco, in the case swudies, wulusny-lesel data bas been
sappleniented and differentiaied by firmi-level data Aggregate figures are presented
first, and then key firms” posnions within these agg: cgates are discussed. A similar tech-
nicie was used in selectng the cases. Interlacing anaiysi: of the industy and firm levels
facditates exaraination of the mira-indusiry struggies over tade policy.

» For a detailed discussion of (his variable's sources and problems, sec Miiner, “Resist-
ing the Protecuonist Tenpaauan,” ch. 3.

*+ This (able should be treated caunously, because the most accurate data available vsu-
ally is for firn ¢ and oot industries.

TaBLE 2.7 Industry Export Dependence (v

age of otal production)

LOwW

U.S. Footwear, 1970sv

U.S. Woolens, 1g20s’

U.S. Wacches and Clocks. 19205’
U.S. Newspring, 1920s*

U.S. Tires, 1g70s"

U.S. Watches and Clocks, 19708"
U.S. Radios and TVs, 1970s*
French Radio and TVs, 1g70s%

French Footwear, 1 (7083

HIGH

U.S. Texiile Machinery, 19205+

U.S. Machine Tools, 19703+

French Waiches and Clodks, 1970ss"

U.S. Photo Equipment, 1920s:
U.S. Feriilizer, 19205’
U.S. Semiconductors, 1g70s*

French Tires, 19705

05

(1g70s ave.)

2.1
(1923)
4

{19205 ave.)

45
(1g21)

35

(19705 ave.)

2
(1970)
5
(1970)
3.7
(1g72)
21h
(1970)

15
(1921)
17
{1970)
44
(1g71)
23
(1919)

9%:
(19205 ave.)
22
(1970)
40
(1970)
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alue of exports as a percent-

1.8 1.8
(1927)  (1920)

1.7
(1929)
6
(1981)
3% 10%:*
(1977)  (1981)
10 17
0977)  (1981)

18
(1981)
11
(192q)
12 18
(1977}  (1981)
68 63
(1977)  (1982)
21 f{l

(1923)  (14z29)

17 27
(197¢) (1981)
50 - -

(1979)
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TABLE 2.7 (cont.)

French Pharmaceuticals, 1g70st 19 20 —
(1970) (1980)

French Glass, 1g7os* 30 42 —
(1g70)  (1979)

~ Mainly parts.

> Highly concentraled among largest Frms,

¢ For cotton machinery, over 25 percent.

- For electronic watches, o percent in kite 1g7¢s.

« Average for 1g20s; some products, like phosphates, with much Figher percent-

age.
' Data on the value of exports from U.S. Dept. of Commicrce, Foveign Cownnerie

and Navigation of the U S. {(Washington, D.C.: GPO, various issues 1n the 1020s): da
or the value of domestic production from U.S Dept. of Commcrce, Censui of Man-

ufactures, 1929 (Washingion, D.C.: GPO, 1g30).
» Data from U S. Dept. of Commerce, US Commadity Exports and Imports as Related

to Owput, 1977!76 (Washington, D.C.: GPO, :)82).
+ Sonrces [or export dependence (or each industry vary from case to case: {or the

individual citadons, see the notes in ch 5.

Using both of these indicators, four general categories of firms can
be constructed, as shown in table 2.9. ['ype L firms have little of either
kind of international linkage. Tvpe [1 firms have extensive export de-
pendence but little multinationality. 1n Type 111, firms possess both
extensive export and extensive mulunational tes. Finally, those in
Type 1V have significant multinational operations but little export de-

pendence.

The Dependent Varuable

The second key question focuses on the dependent variable. What are
the irms’ vrade policy preferences; The degree of fivms’ cxport de-

pendence and multinationality explains the nature and intensity of

their demand for trade policies. Assessing the demand for such poli-
cies requires understanding what is meant by protectionism. In this
study a broad definition of protection is used: any policy that increases
the price of a country’s imports or decreases that of its exports is con-
sidered protectionist. This definition nccessitates examining a wide
range of political arenas, beginning with the traditional trade policy-
making ones, to determine an industry's trade preferences.

To understand industries’ preferences, [ surveyed their activities in
a number of arenas. In the 1g20s, the main arenas were (1) the U.S.

TaABLE 2.8 Industry Muldnationality (in percent)

Multnational

[ndustry Multinationality Trade
LOW

U.S Footwear, 1g70s 4 a4
U.S. Machine Tools, 1g70s 1612 g
French Footwear, 19705 27 10\;-'1
French Watches and Clocks, 1g70s 2! lows
U.S. Woolens, 1g920s 05%> lows
U.S. Watches and Clocks, 1920 .0g* lows
U.S. ‘Uexiile Machinery. 19zo0s e lows
HIGH

U.S. Tires 19' < 1ge
U.S. Radios and TVs, 1 g70s g4 144
U.S. Watches and Clocks, 19708 19 104
U.S. Semiconduclors, 1g70s 24" ' 874
French Glass, 1970s 282 : highs
French Pharmaceuticals. 1g70s 8 highs
French Radios and TVs, 1970 4% lows
U.S. Ferdlizer, 1g20s L™ highs
U.S. Photo Equipment, 19203 v highs
U.S. Newsprim, 1920s 15 very ighs
French lires, 1970s 15* ver; highs

* Oversuated: category is all machine 1ools.

b Category is “texule yarns and knts.”

« Category is “other machinery.”

* Undersiated; includes communications equipment, which includes the ‘urge but
completely domestic firm of AT&T.

< Understated; sector moving (rom low 1o high 1n 1g7o0s.

" Undersiated; calegory is “other chemicals,” larger than fertilizer.

* Figures from U.S. Dept, of Commerce, 1977 Enlerprise Statistics (Washingion,
D.C.: GPO, 19€1), pp. 874-78: they show foreign assets as a percentage of total
asses for 1977.

¥ figurcs from Julien Savary, Les Multmutionedes Franceuses (Panis: Presses de
I'Universitaires Francaises, 1981), p. 21; they show foreign production us a per-
centage of wotal producuon for 1974,

*~ U.S. Senate. Americen Bran:h Faclorirs Abroad, 515t Cong.. grd Sess., 1933. S.
Doc. 120, p. 31. These data are difficule w0 campare (o the others because they show
the sector's br1 as a percentage of total U.S. manufacturing prt in 1929.

‘ Ro.éal Lavergne, unpubiished paper for the United Nations Transnationa! Cor-
porations study, July 1g8).

» See the text of the case studies for a fuller explanation



42 Chapter 2

TanLe 2.g Lhe Cases by Type

Tvpe I: Low Export Dependence, Low Multinationality

L.S. Woolen Goods. 192os

U.S. Watches and Clocks, 1920s
U.S. Footwear, 19705

French Tootwear, 1970s

Type 11: High Fxport Dependence, Low Multinationality

U.S. Textile Machinery, 1g20s
U.S. Machine Tools, 1470s
French Watches and Clocks, 19705

Type 111: High Export Dependence, High Multinationality

U.S. Fertlizer, 1g20s

U.S. Photo Equipment, 1920s
U.S. Semiconductors, 14703
French Tires, 1g70s

French Glass, 15705

I'rench Pharmaceunticals, 19708

Type IV: Low Export Dependence, High Muli:nationality
U.S. Newsprint, 19208
U.S. Tires, 1970s
U.S. Radios and Televisions, 1970s
U.S. Watches and Clacks, 1g70s
French Radios and Televisions. 1g70s

Congress, which handled most issues related to wariff levels; (2) the
U.S. Tariff Commission (usTc), which investigated industry com-
plainis about trade matters; and (3) industry trade associavons, whose
internal delibcrations over trade issues were reported in various news-
papers and industry trade journals. For the 1970s, four slightly differ-
ent arenas in the United States were surveyed: (1) the U.S. Congress.
which bolh authorizes anff level changes for the CATT negotiations
and introduces bills to help industries; (2) the US. International
Trade Commission (1T¢), which investigates industries’ trade com-
plaints; (4) the U S. Special Trade Representative (STR) and other ex-
ecutive agencies, which decide industry complaints and han(?lle the
GATT negotiations; and (4) the industry trade associations, which de-
velop and articulate industry-wide trade positions.

In France, an even larger number of actors is involved in the proc-
ess. Most tradition:! trade policy is under the auspices of the Euro-
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pean Community (EC) and not the French. The EC’s Commission de-
velops caTr trade negotiation positions and investigates industry
complaints, although these activilies require the input and agreement
of national authorities. Domestically, concern for (rade and jndusirial
policy is centered primarily within the bureaucracy but is spread
a:noug a number of ministrics. The Ministry of Industry, the Direc-
ton for External Economic Relations (pree), the Ministry of Finance,
the Ministry of Foreign Trade, the Ministry of Foreign Affairs, and
other ministries responsible for particudar industries are involved.
Firm and industry activities in trade and industrial policy issues in all
of these arenas, as well as in the industry trade associations, were sur-
veyed.

From these sources, a detailed description of the U.S. and French
industries’ trade policy preferences and activities was construcled.?
Several problems in the measurement of the dependent variabfe, how-
ever, merit discussion. In general, the true preferences of social actors
are noloriously difficult to determine, given the advantages of postur-
ing and obfuscation and the intrusion of hindsight. In the case siudies,
gauging the nature of firms’ preferences is difficull for two specitic
reasons. First. trade policy preferences do not fall along a single, sim-
ple continuum. Although the desires for open markets and/or protec-
tion from foreign competition mark two clear extremes, demands for
“fair trade,” complaints of unfair trade practices, and requesis for
temporary aid or subsidies i» ease adjustrment burdens do not fall eas-
ily within these two exiremes. On the one hand, these types of de-
nunds may be equiviient to calls for proteciionism in a2 new, more
acceptlable guise; on the other hand, firms votcing these demands may
prefer open markets in general bul believe that some temporary re-
straing is necessary to “correci” the market or (o coerce others into
competing more fairly. These types of demands are pot always aimed
al curbing foreign competirion. The degree to which they actvally re-
flect protecuonist preferences depends much upon the situation.

A sccond difficully inherent in determining trade policy prefer-
ences involves assessing the intensity of such preferences. The ques-
tion of how much a firm wants protection or open markets is related
directly 1o the question of what it really prefers. For instance, claiming
you prefer open markets but being completely unwilling 1o devote any
atzention or resources to realizing this preference clearly calls into
question the extent to which this should be termed a preference. Con-

e For a (1 discussion of the sources and problen:s of the dcpendent variable, see
Milner, “Resisting the Prolectionist Temptation.” ¢h. 3.
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versely, maintaining you prefec free but fair trade. while doing every-
thing in your power to heighten unceriainty over the future of trade
in your market, may reveal a stronger protectionist bent than would
otherwise be apparenc.

The intensity of firms’ preferences must be assessed not only o
gauge the actual nature of their preferences but also Lo compare pref-
erenves among firtns. Whether a firm prefers open markets is a first
question, but whether it prefers them as much as another firm 1s im-
portant {or the argument as well. This cross-hirm (and cross-industry)
renking of preferences requires evaluating the cffort that firms put
into realizing their trade policy preferences. For example, in the
American cases the number and type of petitions for trade relief filed
under U.S. (rade laws, the frequency and duration of court cases re-
garding foreign compeution, the nature and amount of congressional
lobbying. and the extent of internal political discussion and organiza-
tion related 1o trade issues can all be employed to measure the relative
intensities of different firms’ preferences. Not only what a firm says it
prefers but how often it states this preference and what it does to re-
alize it are important elements in understanding its prefeyences.

One further aspect of this argument should be noted before exam-
ining the cases. The firms chosen were likely to act on their prefer-
ences. These firms were all in serious economic distress. [t is reasona-
ble to expect that their precarious position would prompt them to act
even if that action were cosily, hecause inactivity might mean cheir de-
mise. Both rational actor and satisficing models of firms would expect
these endangered firms to trv 1o improve their situations.

Moreover, the argument is not that firms in an industry will always
be able to act in a unifed way to promote some industry-wide position.
By focusing on the firm, the argument anticipates thal firms mav have
very different preferences and may not be able to agree on a unified
posilion. However, the firms in an industry may all have a similac in-
ternational orientation and may devclop a common position. In this
case collective action problems should be minor. All will fare strong
economic pressure 1o act. and in very few mnstances will the nuuniber of
relevant firms be large cuough 1o pose colleciive action dilemmas. Be-
cause of the cases chosen, therefvre, individual and collective action
problems should be minimal: these distressed firms will be impelled 10
act, and industry-wide political activity should be impeded mosdy by
differences in prefevences among firms.

CHAPTER §

The 1920s U.S. Case Studies

THis cHAPTER presents detailed analyses of six American industries
in the 1920s. In each case, the industry’s presumptive interest in pro-
tection is established by reviewing its high levels of economic distress,
and then the nawure and extent of the jndustry’s export dependence
and multinaiiopality are elaborated. Next, the industry’s trade policy
preferences over the 1g20s are the center of attention. The main in-
strument for protecting industries during this period was the tariff,
and thus the industty’s position on its tariff rate was 1he most pnpor-
tant indicator of its Lrade preferences. The discussion focuses prima-
rily on the indusuiry’s testimony to Congress during the wwo laciff re-
visions of the decade. The industry’s complaints o the U.S. Tariff
Comumission (usTc) and the political controversies surrounding trade
issues among the industry’s firms are also examined. The central con-
cern, In the analysis of each case, is to determine whether the extent
of the industries’ international ties affects the nature of their trade
policy preferences in the predicted fashion.

Casi 1: WooLEN Goobs

American wool manufacturers and growers in the early twentieth cen-
tury were important political actors, especially in the area of trade,
where they had waged fierce batiles for protection throughout much
of the nineleenth century.t Around the turn of the century, develop-
ments occurred that changed the indusiry: wool growers moved west,
wool manulacturers were largely unable to move out of New England
to lower-cost areas, and new substitute fabrics like cotton, rayon, and
silk displaced wool.© Because of these conditions, this domestically ovi-
ented industry experienced serious economic difficulties and in the
1g2os resorted once again to vigorous demands for more protection
from foreign conpetition.

U.S. wool manufacturers’ problems werce continuous during the

* Chestel Wright, Wool-Growing asit the Twiff (Cotinbnidge: Harvard Universuy Press,
1910), pp. 218-27; Vicror Clark, Iiistory of the Manufactwr s of the Unuted States. 1893-1928,
vol. g {New York: McGraw-:1il, 1929). pp 191-210

* Weight, Wool-Grounyy. chs. 9-g; Clark, History of the Manujactures, pp. 204-210.



