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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.
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decade. Their secular decline had two primary sources: one was for-
eign competition and the other was related Lo shifts in consumer pref-
erences from woolens to cotton and ravon fabrics. Foreign compet-
tion had been a constant problem. Great Britain, and to a lesser extent
Germany, had dominated the wool manufaciures industry worldwide
for most of its industrial history.s The U.S. industry had always been
pressed by imports, but these surged in the 1g20s. The value of
woolen goods imports increased steadily throughout the decade; in
1923, their value was $35 million, and by 1g92g it was $65 nmillion.
Moreover, the level of import penetration rose substantially over the
peribd; in 1919 the ratio stood at | percent, in 1921 it had moved to
16.4 percent, and by 1929 it was at 22.3 percent.> The rate ol increase
in import penetration was extremely high. approximating 300 percent
in the beginning of the decade.

1n additon. there was widespread evidence of the wool manufactur-
ers’ economic difficulties in other areas. The prices of their roods.
their profis, the number of firms and workers engaged in the indus-
try, and their capacity utilization levels all declined in the 1920s.% Such
serious problems suggest why they had an a priori strong interest in
increased tarniffs.

American manufacturers of woolen goods not only possessed good
reasons for their protectionist preferences but also were not con-
strained in pursuing them by any significant ties to the international
economy. These manufacturers displayed little export dependence or
multinationality at either the industry or firm level in the 19zos, and
thus were typical of a [ype [ industry.

The export dependence of U.S. wool manufaciurers was limited in
the 1g20s. After 1g1g. this industry registered an increasingly nega-
dve trade balance over the next decade.” In addition, the industry’s
value of exporls relative 10 the value of its domestic production re-
mained low. In 1923, the wool manufaciurers’ vatio vf exports o do-
mestic production was about 2.1 percent, and it declmed turther over

“National Indusiyial Cenfercnie Board (heveafter sies), Trends in the Foregn Trede of
the Unated Stales (New York: nics, 1930). pp. 270-84.

<« U.S Bureau of Foreign and Domestic Conunerce (hereafter u.s. sFoc) Foreign Coni-
imerre and Navigation of the Uniten Stutes {(Washington, D C.: GPO, 1u22, 1727, 1929).

~Imports frem u.s. BFoC, Formgn Commerce: doimestic pioductia hom ULS. Depl. of
Commerce. Bure.au of Uie Crotsus, Cervus of Menufuctir. 1929 (Wishmgton, B.C.: GPO
1930). Inport penetration 1s measured as the v due 01 0730518 o @ pricentage of domes-
lic production.

“or extensive data on these, see Milner. “Resisting the Protectiionist Llemptcion.

-t 8. wFDC, Foreygn Cowmne e, 1922, 1629,
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the decade.® At ihe industry level, these manufacturers exported litle
and thus had few of the ties 10 the internadonal economy that would
have been forged by significant export dependence. Moreover, all
firms within the industry, not just a majority, lacked export sales.s

American wool manufacturers’ lack of ties to the international econ-
omy was manifested further by their limited multinational operations.
Of the numerous studies made concerning U.S. direct foreign invest-
ment in the 1920s, not one menuons woolen manufacturers, or tex-
tiles in general, as being among the leading industries in this move-
ment abroad.'¢ This lack of multinationality was not surprising, given
the atiribules cited as conducive to direct investment abroad. As one
author notes, five characteristics of firins were strongly associated with
extensive multinationality in the yg20s: the newness of an industry,
distincuve (trademarked or highly adverused) products, technological
leadership, large firm size, and significant export sales.': :None of
these (pre-yconditions for direct foreign investment exisied in the
woolen manufactures industry, which perhaps explains why it had so
few foreign operations.

Foreign investment by the woolen goods industry was hmited as
well. Ac its upper limit, the industry’s manufacturing investments
abroad totaled $66 million in 1932, or about 4.0 percent of total U.S.
manufacturing direc foreign investment. At its lower limit, the value
of 1rs Loreign operation in 1g32 was $0.7 million, or merely .og percent
of toral U.S. manufacturing direc: foreign investment.*-

8 v.s. BYDC, Foreign Commeyre, for exports in 192e, 1927, 132y, and U.S. Dept of Come
mevee, Cracus, 1929, for domestic production. Average U.S, export dependence for man-
ufactures was 3.4 percent at (he imce

4 The available »urces rarely mention exports for this industry, and when they do it is
often ax an afterthought. See Moody's Moody's Miucd of Indiinia! Sivunities. 1927 (New
York: Moody's. 1945): National Archives, U.S. Tanff Commission (hereafter N, (57C)
fles. “Turitt Infurruaion Surveys,” surveys on wool and varns, wool cloths, and wool
wearing apparel, RG 81. 14v0.

© See, ¢.g., Cluona Lewis, America’s Stake m International Investmenis (W.shingon, D.C :
Brookings Insttwion, 1916y, Mira Wilkins. The Emergence of Mullimaiwnal Eneiprise
(Cambr:cge: Harvard Univeraity Press, 1970): Miva Wilkins. The Maiwrow: of Multina-
tonal Enderpiine (Camoridge. Harvard University Press, 1g74): Durn, Ameiion Foreigr
tnvestments, Fraux Southard, American Ddustry in Enrape (Boston: Houghion MilBin.
1g31): U.S. BEaC, Foreign Cowmmarcc. 1q40; Senate, A vican Branch Factor: s Abroad, 1991,
Doc. 238; Senate. Amurican Branch Factovie: Abrond, 73rd Cong., 2nd sess.. 1953. S. Doc.
120.

n Wilkins, Maturing of Muiiinaional Entei prise. p. 8g.

" Serate, Amevican Branch Factories , Dot . 120, 1038, p- 41- Total U S pre in vy fac-
turing was $1.5 billion in 19g2. the value for the “other textile™ gronp was $66 miflion.
This "other texlile” group figure greatly overstates the amout for just the woolen goods
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Multinatjonality at the firn level was also scarce for the industry. In
studies listing the key U.S. firms operating abroad in the 1920s, no
woolen manufacturers are ever mentioned.'s In addition, examina-
tions of ... foreign invesuments by the country or region in which
they are located rarely mention textile manufacluring of any sort.**
Finally, the U.S. wool manufacturers themselves testified in 1921 that
they had no production facilities in Europe and thai they did not man-
ufacture abroad for re-export to the United States.  This testimony.
supports the aggregate statistics, which imply that these manufactur-
ers had few it any mukinational production operations in the 1920s.

The woolen manufactures industry’s linited export dependence
and multinationality make it a2 Type I industry. Three other fearures,
however, also warrant discussion. Lirst, the industry had a weak in-er-
national competitive position. During the nineteenth century, the U.S.
wool manufacturers were nurtured by exceedingly high taniff levels.
The industry grew up behind these tariff walls and never learned 1o
compete without them.’® The American firms were nol and probably
would never be able to campete with the Briush and the Germans,
who dominated the industvy globally.'

Second, the U.S. wool manufacturing indusiry had limited indus-
trial concentration. In 1928 the leading six firms in the industry con-
wolled only 35 percent of total U.S. production.’ In addition to this

secor The lower hmi 1in the text is for the s ler category Jf tey e varus and
knits, which underest rates € woolen joods sector. tn any case., these ar ssunnates lor
neues for e 19205+ mot avi lable and would o:uhably be mucly less, since e

1042:
expansion uf U.S. p¥1 occurre dvim the late 19208, See U s. 1 e, Ameiicen Divect
Jrvesiments in Foieen Coundries. 1 wto, Builetin 331 (Washmgston, D.C.: GPO, 1930),

LE- 37 43, esp. p- 40.

" See citations in note 10 i gereral, and Wilk 1.s, Metwing of Mudimationid Exie prece,
pp 208 »16.in par-icular.

4 For Europe, se¢ Sowthard, Ameizan Jodietiv G Lewis, Ameriea’s Stake, Wilku‘lsl. Emer-
geree of Multmaltonal Evdvijmse; and Wilkine, Matwong of Multinetional Evtejnite. Fqu
Lar'n America. see both works by Wilkins: Max Winkler, 1 estmenite of L N Cajntit ™n
Lnnn A ¢ (Boston: World Peace Foundation. 1928 and Dudicy Phelps, 7hie Mrgrativn
of US. Indtusry to Sunth Amerwa (New York: McGraw-Hill, 1956). For Canada. see Herbert
Aarshall, Frank Southard. and Kenncta Tay or, Caictdian-Amencen ndusiry (New Haven
Yale University Pross, 1936). Overall. sec v 3. weC, Amencan Direct Investinents.

Senate, Finance Committec. Torygi Act of 1921, hearings, 65th Cong., 2nd. sess., 1921,
sch. K. pp- 3545-47.
6 Clark, Histors of Manufaciures, o 204: Wright, Woel-Gror - np. 227-20.

= niep. Toonds ox Foriian Irade, pp. 279-85 Dunn, i Foretgn bnvecments, po- 39,
52-85 Multinations. ¢aty [rom Moody's, Maawl: and N A vsTC Tivs, Tlant In-

formation Surveys,” woolens. RG 84, 1020. )
v Sunate. Fauunee Coramiuee, Tanff Act of 1929, hearings. 715t Cony . 1st sess , 1020,
sch. 1y, p 2
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lack of market domjnance by a few fArms, a large number of small
firms entered and exited the industry with frequency.*» This plethora
of woolens firms, large and small, contributed to the economic turbu-
lence experienced by the manufacturers and prompted them to or-
ganize politically in a single group. the National Association of Wool
Manufacrurers.” T'his was the industry’s primary vehicle for political
acuon. Given the firms' similar situations—their lack of international
ties and weak international competitive positions—-and their relatively
small size, the need for and development of such an organizalion was
hardly surprising.

Third, the U.S. wool manufacturing industry had a peculiar rela-

vonship with wool growers. The wool growing industry (sheep raising)

provided the primary input for the wool manufacturers. But during
the )g20s the American raw wool supply was not sufficient 10 meet the
manufacturers’ demand for it; therefore, about 50 percent of the
manufacturers’ raw wool needs came from imports.** This placed the
manutacturers in an awkward position: though they wanied lower-
priced wool imports, they feared opposing tariffs on raw wool since
this was likely to prompt wool growers to oppose tariffs on woo) man-
ufactures.** [his sitwation induced the two groups to cooperate.
Throughout the 1g920s the growers and manufacturers not ounly re-
frained from opposing each other in public but also developed a coa-
lition consisting of western wool grawers and eastern woof manufac-
turers in order (o press for higher tariffs.>s This coalition was
powcrful because it combinec industrial and agriculwral inceresis and
united western Republicans and New England Democrats in Con-
gress.™

In sunnuoary, U.S. wool manufacturers faced serious economic dif-
ficulties in the 1920s. The industry was beset by rising imports and
dechmng domestic demand. These manufaciurers were Type [ pro-
ducers with tew economic ties to the international economy.

The Dependent Varable

The wrade policy preferences of American wool manufacturers were
consistenty protectionist in the 1920s. These manufacturers lobbied

'« n.AL LSTC files. "TarilT Informazisn Survevs.” woolens. RG 81, 1g2u.

+ Hense, Ways and Means Committee. Geneial Tariff Ruvrgion of 1921, hearings, 67th
Cong.. 1st sess.. 1y21, schi. K, pp. 2551-64.

“ N York T4+ (here “ter NY'T), August 6. rg2e. pL. 5, p 1:5-8.

“ Wrght, Woi! 2. p.213-27. .

“NYT, Novermbe « | 322, p. 20,1, NYT, Januars 8, 1g21. p. 1g:1.

“ NYT, March 22, 192), p. v'6: NYT, Aprl 14, 1921, p. 17:4; NYT, November 23,
1g2q, p. 1:8.
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as a group for higher rates of duties on imports. The mainwreaAson for
this preference was simply survival; as one c?bserver noted, “it was geni
erally felt among wool manufacturers in this counrry that the mdustﬁry_
could not exist without a protective tarif( that was re‘asonably high.’=s
Ther vade preferences were enunciated primarfly in Con.gress dur-
ing the major tariff revisions of the 1920s. Tbelr comnplaints to the
U.S. Tariff Commission (r'stc) and their intra-industry debates, how-
ever, are also of interest. . ‘

During the 3g20s the U.S. wool mam!facl—qrers lobbied Congress for
enhanced proteciion at every opportunity. I'here were d}r(:-e: (.he’ 19.2&
Lmergency Tarvift hcarings, the 1921-22_Tj‘or.dne_y-.\?cCumber }[;ar;
hearings, and the 1929-30 Smoot-Hawley lalrlffhezn'mgs. In each, the
wool manufacturers pressed for higher duties and/or for changes
(he methods of import valnation that would furlllcr reduce (.hf,t sale of
these toreign goods. Moreover, n ez_\ch case the industry lobbied asg
unit through the Natonal Association of Wool Manufacturers an
acted in coalition, usnally a tacit one, with the U.S. wool growers.

During 1920 and 1921, Congress su perwsed» an emergency revision
ol the tariff. One of the main proponents of this revision was the wool-
growing industry. In the 1913 tariff revision, all raw wool had been
placed on the free list and the tariff on wool goods had been reduced.
These changes were not noticeable untit after 1920, because th‘cA war
in Europe had halted trade m wool producis.:® The postwar revival of
world trade, bowever, sent the American growers anc{ rnanufz?c(urers
inlo a panic. By 1920, with their Dric.es and profits leli.mg and imports
rising. they both began pressing tor increased p.)rotemon.. In the 1?'21
congrcssiona.l hearings on the Emergency T aniff, the wool manufac-
curers supported new duties on raw wogl and asked for a rét,ulm-lo
the highest duties ever on woolen goods, i.e.. the Icompens?lm) duties
of the 1867 wanff bill.7 The manufacmrv.rs got involved in the 1921
ill Lrgely because of the very stifl c!uues proposed F)n. raw wooli,_
Their search for protection wis galvanized by the pending success 0

the wool growers. The spokesman for the National Association of

Wool Manulacturers siressed,

The [emergency] measure [as passed by the House) dpes not in-
clude any provision for the protection of the industry ol wool man-
7

v Hermzn T. Warshow, ed .. Represeutatiue Tudustries i tie U.S. (New York: Holt & Co..
2R, p- 3575. .

- NYT, March 22,1921, p. 1:0. )

v Senate. Finance Comimltee. Emergeney Tanff. heanings. sith Cong.. 3rd sexs. 1921,

pt. 2. pp. 67-70
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nfacturing, which at the present (une is in as desperate a situation
and menaced by as serious a foreign competition as any {industry].
... [W]e are unwilling o oppose or delay immediate relief for those
industries which are covered by the pending bill provided that it is so
arnended that no additional disadvantage to those now existing is
imposed upon the various branches of wool manufacture.*$

But the wool manufacturers did not receive any protection in the
Emergency Bill.#» Hence, in addition to their desire 1o reduce import
pressures and raise prices, the manufacturers possessed the additional
incenlive to seek greater protection provided by their {ailure and the

. growers’ success.

In the general 1ariff revision conducied by Congress in 19z21-22, the
wool manufacturers played a more visible role than they had earlier.
Their association spent much ume and energy pressing Congress (o
elevate the duties on woolen goods. Ciling lower labar costs abroad
and the unstable international exchange situation, the manufacturers
called for an upward revision of their dudes, in effect advocating an
increase af some 130 percent.s In addition, the industry demanded
vew ratios between the duties on raw and manufactured wool, which
woitld enhance the effective protecvon on the final goods. and 1he
maintenance of specific duues in place of ad valorem ones. 2 move
intended to allow continued differential discrimination against lower-
priced wool goods in which the U.S, firms were least competitive.s'
The wool manufaciurers lobbied successfully for all of these prefer-
ences. Their tariffs were significantdy increased and the duties were
kept specific and in a graduated rauo to those on raw wool .3

The wool manufacturers in 1921-22 showed their protectionist bent
in other ways. For example, when the issue of foreign versus U.S. val-
vation arose, they favored U.S. valuation.»* This method of valuation
effectively elevated tariff rates by basing the duty on the equivalent
U.S. price of the import rather than on its actual foreign price. In
addition. the National Assoctalton of Wool Manufacturers opposed

*¢ [tnd.. p. 65. Emphasis added.

» NYi', January 8. 1q21, p. 1g:1; Senate, Finance, Tan/f Act of 1921, sch. 1), p. $537.

2 House, Ways and Mcins, General Toriff Revision of 1921, sca, K, pp. 2522700 NYT,
August 20, 1922. p 1:8.

s House. Ways and Means, Gensral Tanff Revisioi of 1921, sch. K. pp. 25351-83, and
Senaie, Vinance, Tanff Avlof 1921, schoai pp. 8523-70.

¥ NLALUSTC Lies, “Applicanions and [nvestigutions,” investrigauion of wool goods, /G Bi.
1928; NYT, Odober 15, 192%, pL. 9. p- 3:1-4 Tanffs were increased frizr =0 ad vajorem
of 95 percentin 192510 71 percent n 1922

“* Senate, Finance, inmnff Actof 1921, sch. 11, p. 3536,
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any atternpts to iniroduce a flexible tariff pr9visi011 into the bi.ll_.-j'|4 Su.ch
a provision was intended to allow the P.rendem o altet taritt Clu(lf:‘S
upward or downward by 50 percent without Congress's approval if
economic circumstances warranted such acton. The wool manufac-
turers opposed such Aexibility, ostensibly because it would be “unset-
tling to business, due to the liability to sudden and fl‘é(]ll?n( [rate]
changes,” but actually because the industry feal“ed (he. executive would‘
be less susceptible to its pressure for high tariff duties.ss On both of
these issues, the wool manufacturers lost their case; a s.ysten‘{ of for-
eign valuation and the Bexible tarift provision were written Into the
final bill.»¢

'he wool manufacturers’ later approaches to Congress for help
were as protectionist as these earlier ones. During the 1920-30 gcnerz'll
(niff revision, the industry again requested higher tarif rates. This
time, hawever, the desired increase was rather small, only 19 percet}t
in cergain grades of woolens.s” The nmnufactgt'ers aISf).retamed their
support for the U.S. valuation scheme and their opposition Lo the flex-
ible tariff provision.s® Two events reduced their wdlmgness 10 seek
protection. First, the industry had a hard time developing an argu-
ment for enhanced protection. In its testimony to Congress, its argu-
ments appeared half-hearted and unconvincing, in part because the
level of tariffs was already so high it was difhcult 1 ask for .fur(her
increases and in part because the primary source of 1ts economic prob-
Jems was clearly not imports but compelition from other fabrics, es-
pecially cotton and rayon. ’

A second pressure mitigating the wool manufacturers prfeferences
for protection was the active opposition by I POYIETS and U.S. cloth-
ing mapufacturers and retailevs. TheAhigh 1ariffs on woolens enzfc.led
in 1921 had stimulated their opposition, and they bggan organizing
and publicly denouncing the rates and any attempt 1o increase them .
The wool manufacturers thus remained protecuonist 1n 1929, but
their desire for higher tarif{ rates was dampened by their fear of the

opposition this would prompt.

« NYT, Decernber 15. 121, p. 26:2 »

S NY7T. Decernber :3. 1921, p. 26.2; Senate. Finance, Tarff Acl of 1923, sch. V1. P
RBLED

6 N¥YT, Scptember 13,1022, p. 113 . .

s Houxe, Ways and Means Committec. Tariff Readjusiment 1929, hearings. 7uoth
Gong.. wud sc--.. :929, sch. K, pp. 60ba-71- )

+ 1bid., pp. 6101-6405; Scnate. Finarce, T Actof 1929 sth. Kopp.14g-224.

w House. Ways and Means, Tanff Reogjusimect—1429, = b. K, pp. 6405-942¢2, the tes-
umons o° the riporter~: Senate, Fimance, Tariff Act of 1929, sch. K. pp 242 58 NYT,
February 8, 1929, p. 24 21 NYT, February 9. 1929. p- 82,
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Another political arena in which the wool manufacturers could have
pressed their case was the U.S. Tariff Commission. Under the trade
laws of the Fordney-McCumber Act, firms could petition for tariff rate
changes under different pretexts. These petiions were directed to the
usTC, which would decide whether to investigate the case and subse-
quently recommend duly changes 1o the President. The wool manu-
facturers rarely employed this approach in the 1gz2os. The focus for
their demands was Congress; moreover, since their petitions there
tended to be successful, they had little need to bother with the ustc.

Intra-industry debates about trade policy for the industry were lim-
ited 1n the 1g20s. Most wool manufaciurers shared a similar sentiment
about woolens imports: they viewed them as a threat and preferred
their strict limitacion.» The fact thac the U.S. nianufacturers were rep-
resented by a single association throughout the cangressional heavings
of the decade also suggests this uvnanimity of interest. No individual
firm tesufied to Congress, and public statements regarding the wariff
were made only by the association.s* The high degree of unity on this
issue is not surprising, given the U.S. firms’ very similar lack of inter-
nationat ves and strong domestic onentation.

Cases in which one would expect deviance from the domestic indus-
try’s posivion are those involving importers, retailers, and foreign mul-
unationals in the U.S. market. In the early 1y20s, neither the import-
ers nor the retailers played a role in the congressional tariff revision.
Two reasons for this quiescence are plausible. First, neither group was
very large or well organized in 192)-22. By 1929, however, they had
become a significant and vocal force against further tariff increases.
Second, because the tanff level on woolens was relatively low (in his-
torical perspective), importers and retailers felt that its elevauon was
not that objectionable. By 192g, however, the duties on woolens were
very high, and the two groups increased their opposition o further
increases in them. But thé€ large majority of American wool manufac-

turers were neither importers nor retailers, so this oppositon care
from outside the group of main producers and never threatened the
manufacturers’ unity of interest.

The foreign firms operating izt the United States were the one force

© This sentiment is made evident in the industry's (estimany to Congress throughout
the 1920+ and in variousissucs of the industry’s main trade journal, Bulletin of the National
Assnratin of Weol Mavufactirers.

« House, Ways and Means, General Tanff Revision of 1921, sch. K: House, Ways and
Means, Tarnff Rradjustment—192¢. sch. 11; Serate, Finance, Tanff Act of 1921, sch. K:
Senate, Finance, Tarijf .\d df 1929; various issues ol the Bullettn of 1/ Natwonal Assoctotion
of Wool Manufacturess £5r the 1920s.
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that might have engendered serious divis?ions among th.e prodtfcersk
In the woolen goods indusury, only one sizable rnulunagonal CXISFCd.
The Botany Consolidated Mills, the third largest firm .m Lbe Um(e.d
States, was affiliated with a large German woolens combination.s’ This
firm, however, was in German hands only bctweer.n 1924 ;md. 1929 :and
did nol generate much-debate over the issues during this brief period.

Overall, the wool manufacturing industry supports the argument
about Type I industries. U.S. wool manu.falctur.ers. when taced Wl'th
serions economic distress combined with nsing Jmports, soughE relle'f
in the form of increased protection ol the home market. Their uni-
form lack of exports or multinational produc.uon ensurgl th?l (he»1r
pursuit of protectiou would be vigorous ar?d mdustry;wnfie. Firms in
the industry had few qualms about advocaling protectionism, befause
they had no foreign markets t0 lose and. only the domesuc marLet' to
gain. The thoroughly protectionist sentiment among wool manuta_c-
turers in the 1g20s can thus be understood as a couscquence of 1ts

limited international tes.

Case 2: WATCHES aAND CLOCKS

Though small, the watch and clock ind_ustry occupied i critical po_i)-
tion in the U.S. economy as the twentieth century began. It was “a
leader in the introduction of the system of interchangeable parts pro-
duction and in the mass marketing of Tuxury’ consumer gqods. B The
industry’s technological and nmrketing leadership PtAI‘SI.\'ICid.Irl 216
early years of the century, as its irms developed precision :Ln?nng e-
vices for milicary-relaied actvities. By the end of World Wan l how-
ever. the industry was losing its dynamism; it had reached “an ac.i-
vanced stage of development [in whiclh] the epd of. the rdplc:_
expansion of the market and a further increase in the intensity 0
competition” were most likely.14 . i
Between 1gLg and 1923 and again between 1929.and 1934, Ll.. .
watch and clock manufacturers faced serious economic r.ecesswns, in-
duced by domestc problems and exacerbated by forcign competl-
tion.s5 Over the decade, imports r0se substantially, and their penetra-
tion of the domestic market surged intermittendy. The value of watch

AR i st in tevous of caprtalizaton.
« Mopody's Manual. 1927, p. 23515 (L Was the thivd largest jo &

¢ Johes Murphy, “Entieprercurship in the Esta shment of the American Clock la-

dustry,” Journal of Economic History 26 (June u )

« Charles Moore. Timing a Century: Hustory of the W thar Wateh Company (Cambridge:

Hary ird University Pressc 1045). pp- 154735
 Lbid., pp. 18435 2:9-21 2.
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and clock imports grew from $10 million in 1921 to $17 million in
1929, while imports as a percentage of domestic production increased
from 16.7 percent in 1919 to 18.6 percent in 1929.4% Although the
average rate of increase in import penetration over the decade was not
that large (12 percent or s0), strong surges in this rate occurred in
1919-21 {80 percent) and in 1925-27 (70 percent). These imports de-
rived mainly from a single source, Switzerland, which claimed about
go percent of total U.S. imports. Furthermore, the surges in imports
occurred directly before the decade’s major tariff revisions and thus
contributed to the perceived threat posed by this foreign competi-
tion.?

The industry’s economic distress was widespread. Profitability, the
number of firms and employees, and capacity ualization rates all suf-
fered. especially in 1919-23 and after 1g2q. Prohuability declined over
the decade, and in jts early and late years individual firms were unable
to generate sufficient income.* In 1921 and 1923. for instance, one of
the two largest firms in the business, the Waltham Watch Company.,
was unable 1o pay its debts and had to be reorganized by its creditors.s®
By and large the early 1g20s were an economic disaster for the [..S.
watch and clock industry.

After 1923 the industry’s economic problems were confined more
to the watch segment. Clock manufacturers, though suffering in the
1919-22 period, operated at a slable level for the rest of the decade;
their small increases in production did not keep up with 1he rest of
the economy, but at least they were not declining.* The watch manu-
facturers, on the other hand. experienced diffculty throughout the
decade.s' This was most disturbing, because waiches, in particular the
new products known as wristwatches, and not clocks, were the dy-
namic segment of the sector.s* These troubles and high import pene-
tration in the watch segment meant that the United States was losing

% Iynpor .. From v.s. BFDC, Foreign Commerce, 1922, 1927, 1929, hgures on do-
restic proe on from U.S. Depu of Cenrierce, Conae, 1924,

 Senate, Finance, Twiff Ad of 1921, sch. C, p. 2003.

#® Housc, Ways auc Mezus, General Tanff Revison of 1921, «ch. C. p. 1051: Moore,
Ttmng @ Century, pp. 134-97; Moody's, Menual: 1927, entries for Waltham Waich Co ;
Moure, Timing @ Centuny. pp. 112, 137.

o Moore, Tommg a Centun, pp. 112, 118,127, for the story.

< Dept. ol Commerce, Ceravs, 1929, pp. 10531-33.

" 1bid., pp. 1031-33: JHouse, Ways and Mcans, Tarff Readjustmert—i92g. sch. C. pp.
2348-49: Moore, Thuteg a C.citiry, pp. 209-212.

v Moore, Trmng a Century, pp. 134-35. 217-18; U.5. Broc. Foreign Commierce, 128, pp.
2-4.
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the batde in the most rechnologically advanced and fasltest growing

portion of the markel. ‘

The serious economic distress felt by L p
manufacturers was likely to induce them to seek greater proteciion ?
the home market, especially since their worst prol)'lgms inmediately
preceded the general tariff revisions of the} 1g20s. ' hat these manu-
facturers also had weak Les (o the international econopy further in-
creased the likelihood of their preference for protection. In the 1_9205
the U.S. watch- and clockmakers posscssgl fanly lOWAIt‘.\'Cl:—ST()f export
dependence and only incipient mmultinational operations. They were

cers.
Tyll;etirl::s)(r; export dependence, the industry was gradually. but nhot
very successfully, developing foreign markets. E.xp‘orls .gr'c»_v_o\gr t Le
decadte. but they were directed away from America’s pnmm{—lcgnépe ;
itors, the Europeans.ss In these non-European markets, fhe : S. 1'mS
met stiff competition from their European c?unterpanl_(s, ut it wa
nowing like what they faced in the E\:II‘OPCZIDS ‘own mar }ets. ”

The industry’s international (rade Ues were limited in the 192;)5.
net trade balance became increasingly negative.s Export Flepcn enfe,
as measured by the ratio of exports to domestic proclucu‘on, m;as la 5;:
low. Over the decade, it averaged 4 percent.ss The watch and ¢ oc‘
manufacturers were thus small exporters. The_y did h;‘xve s'o.me export
ues, but these were minor and directed away (rom their main compet-

American watch and clock

nors. o
At the firm level, export dependence was unequally distibured.

Only the eight largest firms expgrted, and only lhre? of Lahl::ee:e::
ported beyond Canada.5¢ The ratio of exports 10 domf.sucl s
for these three firms ranged between 6 and 8 percentin .t 1e\ 192.055 Z
low figure historically.s” Thus, export dependence_ \\!-as wnm;:.}x\i e
among the few largest manufacture‘rs and, even &.n them, was} d.ec‘
One aspect of their trading relations was 2rowing dur_mg the -
ade. however. This involved the increasing use of imported parts by
US. firms in their manufacuring of warches and, to 2 lcsserGCxtilt_lr.u‘Le.
clocks. Imports of clack parts doul).led be.Lween 1922 an(:l :1923 ‘,\w 1ri-
the value of watch parts’ hinports tripled in the same pertod.>> Ame

- v.§ BFDC, Faveign Commerce, 1922, 1027, 1928 (pp- 3-4). 1920
= 1bid.
© .5, BEDC, Forergn Conmerce, 1028, p- 2t

on of 1924.sch N, pp. §340-41- . _
m:f’ Houci. Ways and Means. Genergl Tariff Revnm of 1921. sch. N, pp- 3340-41.

\bid.. Moore. Tning a Cenhiry. pp. 252-55.
v U.S. BFDC, Formgn Commeres, 1028, pp- 3-4-

House, Ways and Means, General Tariff Jte-
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can watch and clock manufacturers realized that one way to reduce
their costs was to use parts produced abroad. Import-assembly oper-
ations attained a prominent place over the decade in the production
of many U.S. firms. These operations were most widely adopted by
the smallest firms in the industry, and not by the leaders.» This di-
luted their political impact and limited the constraining effect they
might have had on the industry’s protectionist preferences.

Low export dependence was combined with a small-scale, nascent
multinationality. At the industry level, direct foreign investment by
American warch and clock manufacturers was very sinall in the 1gzos.
The total capial invested abroad as of 1932 was $1.4 million,% and it
was geographically concentrated. Nearly hall (30.7 million) was lo-
cated in Canada, and the rest was in Great Britain and Europe.®

This limited direct foreign investment was new and undeveloped.
Several of the foreign subsidiaries had been bought or established only
in the 1920s. Moreover, they were usually begun as adjuncts to the
firms” export operations. The foreign company was mainly a selling
operation at first, but jp vme it tended to develop its own assembly
and production operations. In faci, of the three European watch and
clock subsidiaries of the American industry, only one was a factory
with complete production.é¢ The {oreign operations of U.S. watch and
clock manufacturers were primarily sales or distribution agencies
throughout the 1920s; they were not developed into a worldwide
chain of production.

Among the firms, foreign investment, like export activity, was con-
centrated. Foreign investment was carried out by only five of the larg-
est firmus in the industry and was not very important even for these
firms.% 'L hus, the foreign operations of individual American watch
and clock manufacturers supporis the industry-level data: their mul-
unational operations in the: 1920s were small and undeveloped. They

could hardly be expected o play a critical role in the firmns’ calculadons
of their wrade policy preferences.

Foreign firms operating in the United Stales were ane group in

« Mavre, Tivmg a Century, p. 214, This diaribution is not unexpecied, since larger
fiv:rs were hkely to have had a n.uch casier tlime fabricat.ng all the different parts used
in the comnleted good.

© Senite, Awerian Branch Factorivs, Doc. 120, 1933, . 21,

o 1bid . pp. 11-14.

8 Dunn, American loveran Investments, pp. 150, 159: Moody's, Manual: 1927, Moore,
Timing a Cevfury, pp. 232-55. Southard, Amsiican Indusiry, p. 1115 U s. aype. For-ign Com-
merig, 28, gl

Lo , American Branch Facipnies, Doc. 120. 1033, pp. 11-19; Moody's, Manudl: 1927;
Moore, 1imng a Cenluwry, pp- 252-55
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which such a key role might be exerted by their foreign operations
(ie.. by their U.S. subsidiaries). Although the European waich and
clock manufacturers tended 10 be large and export-oriented, they did
not have many direct foreign investments in the United Scates.® Only
two foreign firms had U.S. manufacturing subsidiaries. One was the
Bulova Watch Company, which had its mmain operations in Switzerland
but also had two U.S. plants. Bulova was the largesi seller of wrist-
waiches in the United Siates in the 19zo0s and tlius represented an
enormous threat to U.S. manufacrurers.”s In addivion 10 Bulova, a for-
eign “threat” was seen in the operations of the Gruen Watch Com-
pany.® The behavior of these two foreign (11ms on rade 1ssues should
have been ditferenv than that of the domestic manufacturers. The sig-
nificant international ties of Bulova and Gruen should have affected
their trade policy preferences and steered them away {rom protection-
1S10.

Overall, the serious economic distress and import competition felt
by the U.S. watch and clock manufacturers in the 1g20s, combined
with their relatively weak export dependence and muttinationality,
should have resulied in demands for protection. As Type I producers
without significant international ties, the domestic Airms had liutle o
restrain them from demanding protection. The only hrwms bkely to
experience sizable costs from such policies were, first. the foreign mul-
tinadonals and, second, the few U.S. firms that had Jarge exports. This
lacter group, however, was only likely to resist protection if it felt that
retalistion would endangcr its exporis. Since these exports were con-
centrated in markets away from their main foreign competitors, the
threat of retaliation was weakened. Though greater protection of the
U.S. markel might imensify compeation in these exporters' foreign
markets, it would nol inevitably mean losing them. For these U.S. ex-
porters, the costs of advocaung protection were still Jow in the 192os.

The Defiendent Variable

The trade policy preferences of the U.S. wawch and clock indusiry in
the 1920s were expressed in three main arenas. Most important was
the U.S. Congress. where manufacturers spenl much of their effort
lobbying for changes in the 1ariff. The industry focuscd less pressure

“i The list of Europein firms exporiay o the Cnired States is given in Scuate, Finance,
Taryfy Actof 1921, sch. G, pp. 2003-200;. All of these finns opevated through distributors
in the U nited States, not throvgh theiv own b anches.

- Senate, Finance, Tanff At of 1y2y. sch. N, pp. 706709,

* Tbid.: Senate, Finance. Tar Aet of 1921, sch C. pp 2000-2004, Mooav's, Manual:
1927, p. 1033
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on the U.S. Tariff Commission; however, it did try several times to use
U.S. trade laws and the usTc 1o institule changes in trade policy. Inira-
industry debate was the final arena in which the industry’s preferences
were aired. These debaies revolved around the particular concerns of
the domestic irms and around the hatcle between the tmporters, allied
with the foreign multinationals, and the domestic firms. Ipn all three
avenas, the domestic firms’ interest in greater protection was evident.
This interest becarme more nuanced over the course of the decade.
Increasing use of imported watch and clock parts and the mounting
resistance of importers and foreign firms led the domestic manufac-
turers away from their most strident protectionist positions by rhe late
1G20s.

The watch and clock manufacturers testified extensively 1o Con-
gress during 1ts two major ariff revisions of the 1920s. In the 1921
debates over the Fordney-McCumber Bjl), the domestic munufactur-
ers asked Congress for subsiantial increases in the @riff on wacches
and clocks. In general, these producers wanted the 1ariff to be raised
from its “low” level of go percent ad valorem to a higher rate. similar
to that adopted in the Payne-Aldrich Tariff of 190g (40 percent).57

Even prior to the 1921 1ariff revision, the watch and clock manufac-
turers had begun to lobby for increased tariffs. In preparation for the
general tanff revision in 1921 by Congress, the tstc had been di-
rected Lo report on the condition of all U.S. industries. For its survey
on watches and clocks, the usTc received information and “advice”
from the domestic firms. The watch manufacturers communicated the
same general demands that they would later make to Congress. They
wanted a change in cheir 1ariff classification, higher taniff ducies on
complered watch movements, and a shift to specific rates from ad va-
lorem ones.® "I'he information and demands contained in the Arms’
lewers were clearly designed to influence -he vstc’s report to Congress
and thus pave the way for the domestic firms' lobbying.

During the 1921 revision, the firms turned to Congress for help.
The LS. ¢lock manufacturers sought to have the duties increased v a
minimum of 50 percent ad valorem, with a specific duty added accord-
ing to the number of jewels in the watch. They cited the vigorous Ger-
man competition in clocks as the cause of all their problems at home
and thus the reason for the duty increase.® The clock firms lobbying

7 House, Ways and Means, General Tanff Revision of 1921, sch. C. pp. 1029-40, and
sch. N. pp. 8335-51; Senate, Finance, Tanff Aet of 4p21, sch. N, pp. 200,,-202+.

® NLA. UsTC files, "Tardf Information Survey,” survey of watches and clocks, rc &1,
1920.

> Ilouse, Ways and Means, General Tariff Revision of 1921, sch C. pp. 1023-35.
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Congress did so without the use of a central political association, and
were unified in their desire to elevate the tariff, although often at odds
over the exact level desired.

The U.S. walch manunfacturers also lobbied for higher tariffs. Al-
though they too had no industry association, they were united in their
desire for a return 10 the old tariff level of 1gog. Their main argu-
ment was that the heavy foreign importss from Switzerland and Ger-
many should be curtalled because they were wreaking havoc in the
U.S. industry apd because they were unfairly promoted by cthe foreign
governments.” 'I'ne watch manufacturers also wanted specific duties
10 be added to the ad valorem ones, the effect of which would be to
discriminatc against the goads in which foreigners were most compet-
itive.”!

In addition, the U.S. watch manufacturers lobbied to change the
taritf cdlassification on watches. "They wanted waiches to be moved
from the “mertals and manufactures” schedule (Schedule C) o 1he
“sundries” schedule (Schedule N).7* This was to ensure that their du-
ties would nat be reduced. In the 1920s, many of the industries in-
volved in metals and their manufaciuning—e.g., the auto industry and
makers of farm equipment and machine tools—were highly compeu-
tve, internatonal firims that were increasingly disenchanted with the
high U.S. tanff policy.7s The watchmakers feared their whole tariff
schedule would be influenced by the antiprotectionist sentiment of
these powerful industries and thns wished to retain their protection
by being considered in the context of another schedule, ’

During the Fordnecy-McCumber hearings, the only opposition to the
elevation of duuies requested by the U.S. manufaciurers came from a
group of importers and retailers. This oppositon was meager, how-
ever. The group testified only once and its objeciions were hmited.

By the 1929 Smoot-Hawley Tarift deliberations, (he intensity of
both the domestic watch and clock manufaciurers’ preferences for and
the importers-tetailers’ opposttion 1o protection had changed. The do-
mestic producers were less protectionist in 1929 than they had been
i 1g21. Though sull desiring protection, they no longer wanted 1

™ Ibicl., sch. N. pp. 334347

7 thd., pp 3395-43-

7 Jbid.

73 See their testimony in House, Ways and Means, Gensrvo/ Tar sion of 1921, sch.
C: Senate, Finunce, Tanff Ad of 1921, sch. C. See alsa NYT Jai y 15, 1g21. P 7:%:
NYT, januvary 17. 1921, p- 23.8. For thair foreign tics, sce Wil  Maneg of Multma-
tLinyal Enterpnise, chs 3-6 on the 1020s. See also U.S. Taritt Com ission (Us1¢), 5th Annual
Repuot of the U S. Tariff Commssion (Washington, D.C : GPO, 19z1), p. 2¢2.
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?ncrea.se.d on all watch and clock items, largely because of their own

mternauonal trade in these items. The domestic producers who testi-

fied argued that their main problem was not imports per se but im-

ports that “evaded™ the tariff, namely smuggled goods and subassem-

blies.™ To reducc these imports, the domestic firms claimed it was
necessary to make the wriff specific, 1o increase dutjes on small, chea
models (wristwatches), and (o elevate |he dulies on nearly con; Iele]d)

subassemblies. The increases they desired were circumscribec{l3 b
were stll directed against their main foreign competition. o

L he ﬁrm.s also proposed reductions in certain r;;tes. [n particular
the domestic manufaciurers pressed for decreases in duties on larger’
mor? e)fpensxvc waiches and clocks and on cercain parts, the two cat—,
cgories in which the firms traded heavily. The U.S. firms wanted duty
rec{ucuons on large, expensive watches because they were the firms’
main export product.’s Similarly, they desired a reduction on certain
pa.rrs’ (lu.ues because they had (o import these goods to produce the
ﬁtllslmcd uems.”* The industry’s growing trading links 1o the interna-
tional economy thus helped reduce their protectionist bent by the late
1920s. )

. Thc domestic firms’ preferences may also have been affected by the
risiug vocal opposition to protection among importers, retailers yfor-
eign firms in the United States, and foreign g()\'ernmenjls [n Lhe‘
taritt d.e]ibcrations. each of these groups'spoke out again.sl increalsgi]li9
protection. Unlike in 1921, these groups testified extensively (o Cong-r
gress In 1929 and vehemendy opposed protection. The importer-re-
tailer group lobbied against any further increases in protection for the
donicstic firms. Its detailed testimony stressed the good performance
of the domesLi.c ipdus(ry‘ the huge costs of prolection, and the c:)stl\'
nglt::f reialiation against the growing U.S. exporis of watches and

The foreigxl multinationals also testified on their own against the
domestic firms. The Bulova Wawch Company claimed that the U'.§
manufacturers were in good economic shape and thus deserved11;1<)‘
further protection.” The Gruen Watch Company also voiced its con-
cerns over further protection, bur Gruen appareﬁtly had ncgotiéted a

7 House. Ways and Muins Tunff Readj
VS Muins, f fjustment- 1929, «ch. C, pp. 2348-, -5
24¢3-24nG; Senate, Finunce, Tarff At of 1929, sch. C9 p9p 687-70|Pp A0 2307°30:
7 Senate, Finance, {arff Act 2 - ‘ .
oot e arff Act of 1929, sch. C, pp. 68_‘~701; U.s. BFOC, Foreyrn Commerc:,
7 [bid ; Moore, Tiwing a Century, pp. 2 13-14.
:; House, \&_’ays and Means. TnnﬂRmdjnutmx!—lgzg, s G, pp. 253675-75
** Senate, Finance. Toriff Act of 1929, s¢h. C, pp. 720-4s. o



62 Chapter 3 - 19208 U.S. Cases

deal with the domestic manufacturers in which it agreed not to oppose
the specific ariff increases they proposed in return for their promise
not 1o request as stff an increase.’® The Swiss government was also
involved in the tariff revision. The Swiss protested the high duties
wrilten into the House version of the bill and threatened retaliation if
these were not altered. This protest apparendy was eftective, because
the rates 1o which the Swiss objected were reduced in the course of the
conference committee’s deliberations.®°

Mounting opposition to further increases in the tariff on watches
and clocks in 1geg arose not only from these foreign sources but also
from various domestic groups. As the U.S. firms began to import
more parts, their interest in excluding these imports was undercus,
and they refused o testify in favor of the tariff.® This behavior be-
came more widespread in the industry as time progressed; by the early
1930s, increasing dependence on imports of parts had shifted the
preferences of namerous domestic firms.™

The impact of this new production procedure was feltin the polit-
cal arena. In addition o reducing the number and unity of the do-
mestic firms favoring protection, the growth of import-assembly op-
erations among the firms split the long-standing New England
congressional alliance developed by the domestic manufacturers. By
1929, the New England representatives of the watch industry were di-
vided. Senators Jesse Metcalf and Felix Hebert of Rhode Island began
voung against further pratection for watches, because their state now
contained “a large company which imports foreign watch movements
for use tn its American-made cases.”83 On the other hand, the Senaiors
from Massachuseits voted for all of the waich and clock tarift increases
because their state comained a significant concentration of the largest
domestic watchmaking interests.”s These new production and trading
relations transformed the politics of trade policy by the end of the
1G20s. ’

Parts of the industry lobbied the tstc for ariff changes in 1930
after the Smoot-Hawley Bill was enacted. In this case, several major

o Ibid.. pp. 716-26.

NPT Aprila8, 1980, p. g 21 NYT, April 19,1930, p. 8:3.

B Senate, Finance, Tarff Act uf 1529, sch. C, pp 667-701. An exampne of this was the
defection of the Scuth Bend Watch Coinpany from the side of the domestic rnanufactr-
ers. As the firm shifted -nore and mor ¢ 10 assembly of i ported pazis in its production,
it refused to keep advocating higher tarills

- Moore, Tuning a Contury, pp. 218-14

“*NYT, November 14, 1929, p. 12:5-5-

81 (bid.
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watch producers wanted higher duties on certain watch parts and
stricter administration of tariff laws. These producers pushed Con-
gress into requiring the ustc 1o undertake 2 section 336 investigation
of the watch industry. This investigation led to tariff increases on cer-
tain watch parts in 193§2.% Overall, the industry’s pressure on the UsTC
in the 19205 was secondary in importance 10 its pressure on Congress.
though Lhe concerns voiced at the usTC -i.c.. the initial demands for
thorough-going protectionism and the later concern over imports of
parts—mirrored those that preoccupied the domestic firms during the
tariff revisions. .

In the 1920s intra-industry divisions over the tariff were limited for
this industry. The domestic manufacturers were unified in their pref-
erences, especially in the early part of the decade. Without an industry
association, the firms developed a consensus against imports. Their
long-standing oligopolistic practices helped achieve this; in fact, the
firms’ unified stance against imports was the most-successfu) part of
their efforts.® Even at the end of the decade, consensus—now against
imports of subassemblies and wristwatches—among the major firms
remained intact. The major opposition to the domestic manufacturers
arose from Llie importers, retailers, toreign multinationals, and for-
eign governments.

Overall, economic distress in the industry combined with its limited
tes to the international economy produced strong and persistent de-
mands for greater protection, as in the case of woolen goods. Never-
theless, the development of gruster international trading links-
through exports and import assembly operations undermined some
support for furrher protectionistn by the late 1920s. Furihermore, the
forcign multinationals in the United States, which were involved in
i{l%ricate global trading relationships, proved a major source of oppo-
siion to the domestic firms’ demands.

Case 3: THe TexTILE MACHINERY INDUSTRY

The U.S. wextile machinery industry developed slowly and with diffi-
culty in the nineteenth century.” Only by closing the domestic market

* USTC. 14th Anzaal Report of 1he U.S. Tariff Commusion (Washingion, D.C.: GPO, 1g30):
Moore, 'l'z'ming u (.'r_‘ntur)‘, p. 212,

*- For evidence of their long-:tunding and often unsuccessful monopolistic pracuces,
see Moore, Timing a Cintury, ch 5. and NY7. Seplember 24. 1927, p. 2:6.

% The industry includes all Rrrmg producing machines vsed to u ansform Rbers (cotion.
wool, and othery) into fabrics (e.g., picking, combing, carding. and spinning machines)
and (o transform these fabrics into completed goods {e-.g., weaving looms, knitting and
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and imitating foreign designs could firms in this industr:\' initiall)? sur-
vive and develop.>® The successful manufacture of textile maclmln)ery
in the United States, though critical for the de.velopment of various
complementary industries, was not easy to engineer. lzfr.gely because
of the very significant advantages possessed by the Briush and Ger-
mans. .

U.S. textile machinery builders, nevertheless, as a result of‘ innova-
tions and strong domestic demand, established a prosperous industry
between 18gg and 192 1, especially in cotton manpfacmrmg, where‘the
U.S. machines became worldwide leaders.5® This l)z{d 1wo sa]ubns;us
effects. Firms were propelled into their first long period of prosperity,
which lasted from 18gg 1o 1912 and fostered great growth in the sxz‘e
of the firms.® These product innovations also induced. t.he mdustry’s
first sizable exports around 1g13.¢* The favorable cor.\dl'nons were not
long lasting, however; by 1923, the imdustry was again in a deprc.:sstsd
condition and faced serious foreign competition at home and in its
new export markets. ‘ o

The industry entered a long period ofecoulom.lf depression in 1921.
In particular, it was hit by rising import competiion afier W(?rld Warl
[. The value of U.S. imports of textile machinery rose commuousl.y
over the 1g20s. Their value in 1921 was $5.3 r.mlllon; by 1929, it
reached $8.5 million.?* In addition, levels of import penetration
climbed over the decade. The ratio of imports to total domestic pro-
duction was a ynere 0.g percent in 1919; this rose to 4.1 percent by

1921 and ended the decade at 7 percent. Not only did the.nnport
penetration level grow, but its rate of increase surged drama.ucally aL
times. Belween 1919 and 1921 il tose over 300 percent, for instance,
and between 1926 and 1g92q it increased some ;5 percent.* The post-
war reconstruction of the European industry thus clearly hurt the U.S.

i 1 —naki Luesh. xcludes, oy notably,
brajding muchines, cmbroidery and lace —nakiug maciiues) (WS

sewing machines. . . _ .
% Dy id Jeremy, “Inaovation in American Texiile Technoiogy during the t.rlv Nine

teenth Cenwary.” Techiwlogy ind Cultare 14 (January 1973):40-{13 Thoras N;wm.\ Thf
Whun, Machine Woris since 1937 (New York: Russel) & Russel., 10500 p» - g0z, 488-g1:
Houwse, Ways and Means Commiuee, Tariff Readjustinent—1 920. sch: 3. PP 2.-13.3-8.1. i

s Navin, Whitor Marhme Works, pp. 3075-309; Jeremy, “Aroerican Textile Technology,

6. »

pP“"’ ii;\'lm. Whitin Machine Woris, pp. §07-309; George Gibb, The Neco Lo ¢l Shopy (New
Yon o Russell & Russell, 1950, p. 41213, 431-32 (proiit data).

w Gibb, Sezo-Lowel! Siaps, pp. 473-81.

i 1.8, BFDC, Forrgn Commerce, 1922, 1927. 1020

+ [bid.; U.S. Dept. ot Corn:nerce, Census. 1929, pp- 127779
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mdustry, as Luropean exports of textile machinery to the United
States soared and increased the problems of already weak domestic
firms.

This distress was apparent in the decline of the U.S. firms’ profita-
bility, numbers, and employees.”s Every firm but one was jn deficil
throughout much of the 1920s.9¢ The largest firm i the industry, the
Saco-Lowell Shaps, lost 0.5 million a vear on average between 1923
and 1927. In fact, in 1926 it had 0 be rescued from its creditors by
several banks, who then reorganized the entire Airm and closed half of
its plants.s? Saco-Lowell's situation was typical for the indusiry in the
period. In addition, it was plagued by serious overcapacity problems
as shifts in the preferences and location of the key textile manufactur-
ers who bought these machines reshaped the machine-building indus-
Lry.o3 .

The texule machinery industry’s tes 1o the internanonal economy
in the 1920s were mixed and unstable. The industry demonsorated
high levels of exporl dependence that rose and fell over the decade,
but it possessed little multinavonality. Overall, the industry was a weak
Type 1L

In terms of export dependence, the U.S. textile machinery manu-
facturers had high but unstable links to the international trading sys-
tem. The value of exports in the 1920s vacillated subsiandally: in
1921, it reached a peak of $20 million; it then declined 10 a trough of
3g million in 1924, but rose again o $14 million in 192g.% The indus-
ry’s net wrade position was positive throughout the decade, though
like its exports, it varied. The surplus of exports over imports peaked
in 1921 at $14.7 million, fell 1o its nadir in 1929 at $2.4 million, and
then rose again.'o° The ratio of exports (o total production in the in-
dustry was substantial, about g to 10 percent over the decade. This
also rose and fell. It reached a peak in 1921 at 1 5.5 percent. dropped
10 6.4 percent in 1gz3, and only rose gradually after 1923 10 1.2 per-
centin 1929.*

- U.S. Bept. of Commerce, Census, 1929, p. 1197; Navin, Whian Machine Works, PP
3.48-51. These sources provide extensive daza on the industry. Sec also Milner. “Resisting

.the Protectionist Temptition,” pp. 191-93.

¥ Navin, Whitin Machine Works, pp. $386-37: Gibb, Saco-Lawell Shops. pp. 46+, 402-93;
Moody's, Manual: 1927.

P Navin, Witim Machine Works, pp. 337, 840-41, 453-55: Gibb, Sa-u-£ owell Shops, pp.
461, 492-93. 5o1.

% Navin, Whitin Machine Works, pp. 335, 343-48.

@ .5 8rog, Foregn Commerce, :y22. 1927, 1929

" [bid
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Severa) features of this export dependence are no‘tabl.(:. F.uslt export
sales were unequally distributed among ﬁrms.. This distribution was
determined less by firm size than by product lme..ln general, manu-
facturers of cotton preparatory and finishing machinery were the lal.‘g-
est exporters, while those fabricating machinery for the wo<.)lir!s mA
dustry did not export much.* Among th.c cotton machinery
manufacturers, exporis were significant and w1despread; they aver-
aged close to 25 percent of Lotal sales for many ﬁrfns.’ofx

Second, the American exports were geographically concentrated.
They were sent mainly to the Far East (China and Japan), and then [00
‘South America, Canada, and Europe from 1913 to [.he lat.c 1920s.'%
The industry’s key foreign markets were not thosF: ofits major foreign
competitors, and this reduced the constraining elfects of its export de-
pendence. Retaliaion by its major competitors abroad in response to
rising U.S. protectionism would not énrecdy hurt rhe U.S. exlpo.rters in
any significant way, since their foreign markets were not their com-
petitors' home markets. X -

Third, the export dependence of the 1920s was a new p enome
non. The U.S. industry had not begun exportng in any magnjlude
until 1913.'%> In fact, the largest furm .m Lh'e mdustlry (also t.he largesx
exporter), the Saco-Lowell Shops, rCCEI‘VCd its first stzab]e export 01df:r
only in 1g15.° Export sales grew rapidly for the {ndustry after this,
but the novelty of these sales was slow to wear off. Even at L!\C p.eak of
U.S. exports in 192), the chairman of the second larges_( hrm in the
industry, the Whitin Machine Works, refused to be opl.lmfsu_c about
the indilstry's long-run prospects in the ¢xport busmess,. claiming that
the British still “monopolize{d] the world’s Lexule machlr.\ery busm'ess
outside of the U.S."5 This view weakened the indust}'>'ls perception
of the vale of ils exports. The U.S. firms were not w1]lmg o accor'd

their foreign markels the same prospecuve ?vorth as t..hmr domestic
markels, thus minunizing 1he constraining effect. thesc tlies exerted on
their trade policy prefcrences. .

Combined with their important but limited export depcmllenc.e, the
U.S. textile machinery manufacturers had low levels of multinational-

vy, BEDC, Foregn Commierce, 1922, 1027, 102y: N.A- USTC files, “A!)[)licltlitllm :m(:_{,
Investigauons,” investitzat'an ol woolen cards, no. 388, RG 81, 1924; Gibb, Sa s-Lowsi!
Shops, pp. 461. 481

“ [bid.

v Ibid

“1: (3ibb, Saco-Lowell Shops. p- 481

¢ |bid.. pp. 478-81.

2 Navin, Whion Machine Works, p. 320.

Textile Machinery 67

ity. Few, if any, firms had production facilities abroad. In part. this
resulted from the domestic firms’ relatively small size and their diff-
culties in competing internationally. -The highest estimate on direct
foreign investment for the industry shows it to be small. In 1g32, this
“other machinery” category was eslimated to have $6.g million in-
vested abroad. 1o
Firm-Jevel data and foreign country studies of direct foreign invest-
ment in the 19208 also denmonstrate the limited significance of multi-
nationality for this industry. The distribution of this aggregate U.S.
foreign investment for “other machinery” was skewed; half of it was
located in Europe and the United Kingdom, while another third was
in Canada and the remainder was in Latin America.’®@ But even coun-
uy-level studies of American investment abroad in these areas never
menton the textile machinery sector or various firms within it,”?¢ At
the firm level as well, neither the country studies, Moody's Ma.nu.-al, nor
the U.S. Tariff Commission’s surveys of the textile machinery builders
in the 1920s reveal any account of these manufacturers’ foreign op-
erations.t ' 1 he firms’ small size, combined with the newness of their
export activities, hmited their ability to become multinational. [n any
case, the industry’s mulinational production acuvities were not signif-
icant in the 1g920s and were not a critical consideration for any firm in
it
Although U.S. foreign invesument in textile machinery business was
insignificant, foreign invesument in the U.S. industry was not. In the
1920s both British and German firms had stirong ties (o, or actual op-
erauons in, the United States. As world leaders, the British Airms had
developed early des to the U.S. market. By the 1920s they controlled

1 Senate, Amaricon Branch Factories, Dac. 120, 1943, p. 10. This figure js for the very
aggregated level termed “other machinery of metal’; it sgnificantly overestimates the
valae tor just rextile machinery but docs suggest a rmaximum level (or the industry. This
figure accusunted for merely 0,46 jercent of all U.S. manufacturing direct foreign in-
vestment. Even as a maximum, s figure indicates that mulunationalily was not signifi-
cant for the industry.

29 1byl., pp. 10-19,

1o See C. Lewis. America™s Stake: Wilkins, Emevgenrs of Multinahional Enterprise; Wilkins,
Madtwring of Multmational Enterprise: Dunn, Amencan Foreign Investments: John Dunning,
American Invedments m Bk Manmufacturing fndustry (London: Allen, Unwin, 1938);
Southard, Simerwcan Ind.stry; Winkler. Inveshnents of U.S. Capual; Phelps, Migratwn of U.S.
Industry; Marshall, Southard, and Taylor, Conatim-American Indusiry; U.s. BFDC, American
Divec! Investments. Senate, Amirican Braneh Factoriec, Doc: 268, 1951.

"' See Moody's, Manwal: 1927, various eniries for the industry, N.a. usTc files, “Tanfl
Information Surveys,” survey of kniwing machimery, rG 81, 19202 x.a. USTC files, “Appli-
cations and Investigations,” woolen cards, no. 388, rG 81, 1g24.
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two major firms there.' * The Germans also developed L.S. subsidi-
aries, but only during the 1gzos."'s Overall, British and German firms’
ties to the U.S. market through both imports and foreign investment
were signmficant,

Although the most salient features of the U.S. textle imachinery in-
dustry are its high but unsteady export dependence and its insignifi-
cant ntultinationality. two other features merit attention. First, despite
its successful innovations and growing exports. the U.S. industry in
the 19205 was not. and did not think 1tself, a first-rate world competi-
tor. The industry globally had long been dominated by the Briush and
more recently by the Germans. The U.S. manufacturers, as noted,
possessed little confidence in the durability of their new hold on for-
eign markets.''4

Second, the textile machinery industry had a close relationship with
the textile manufacturing sector, because the textile mills were the ma-
chinery builders® primary buyers. These mills sometimes acquired an
interest in the textile machinery firms. but more often, through their
buying power, they dictated Lhe type, quantity, :nd price of the ma-
chines to be built, as well as the builders’ location of production.''s
This relatonship extended into the polincal arena as well. In the late
1800s, the textile machinery builders and textile manufacturers had
untied in a protectiomst alliance that proved successful for both.»®
This was renewed to a Jesser extent in the 1g20s. The textile machin-
ery bnilders' close economic relationship brought them mnto a politcal
alliance with the textile manufaciurers. Because the lacer group
tended to have greater leverage in the relationship, their poliucal pref-
vrences, which were solidly protectionist during the 19z0s, influenced
the machinery builders. However, the machinery manufaciurers also
used the greater political leverage of the textile manufaciurers to re-
alize cheir preferences. This interindustry relationship was asymmetric
but also symbiotic.

The textile machinery industry thus had a substantial but volatile
leve! of export dependence and an insignilicant degree of multina-
tionality. It was a weak type 11 mdustry. The argument here suggests
that despite the high level of economic distress in the industry in the
1920s, its export dependence should have reduced its propensity to
demand further protection of its home market. Several fcatures of

" Navin, Whitin Machine Works. pp. 241, 245, 358-53: Gibb, Snco-Lowell Shops, p. 432.
»s Ind.

"4 Nav i, Whitm Machine Works, p 426

"5 Gibb, Sarn-Lowell Shops, pp. 418-10: Navin. Whiin Machime We.is, p. 4o2.

»$ Navin, Wiian Machine Works, pp 236-38.
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this export dependence and of the industry in general, however, mil-
igated the constraining effects of these exports. That these foreign
sales were a new phenomencn, that they were concentrated geograph-
ically in areas distant from the main U.S. compelitors, and thac they
were highly unstable all lowered their importance to the industry. The
value the firms were willing to actribuce o their foreign sales was also
undercut by their enduring belief in the superiority of various foreign
manufacturers and by the industry’s close relationship to the protec-
tonisi textile manufacturers. Under these conditions, export depend-
ence was likely to exert only a weak influence on these firms' trade
policy preferences.

The Dependent Varable

Lvidence on the trade policy preferences of the U.S. textile machinery
builders is limited. These manufacturers were not very active on the
tariff issue in the 1920s. The available information concerns the in-
dustry’s lobbying in Congress, cerwain firms’ appeals 1o the U.S. [ariff
Commission for duty changes, and evidence about the intra-industry
squabhles over the tariff. Though not detailed, all sources suggest that
the machinery builders were divided and ambivalent in their early
preferences und later tended o prefer more closure of the domestic
market.

In the course of the two general taritf revisions of the 1g20s, the
domestic textile machnery builders testified little to Congress. During
consideraton ol the 1921-22 Fordpney-McCumber Bill, these manufac-
turers apparently never testified. Two reasons for this lack of interest
are likely. First and most important, the industry was unable to 1ake a
stand on 1he issue due to internal divisions, which had two sources.
Some firms in the indusiry in 1g921-22 bhad just experienced new
heights in export sales; 1919-21 had been a booming period. At this
point, firms may have felt ambivalent about the 1ariff. Economic dif-
ficulties at home encouraged protectionist desires, but hefty foreign
sules, which were one of the few posidve [actors in the firms’ balance
shears, engenderad concerns about the impact of further closure of
the domestic market.''” Within each firm, then, preferences on the
taritf were hard 1o establish,

Among the leading firms, moreover, the development of a consen-
sus on such preferences was exceedingly difficult to forge. The indus-

' Gitd, Saco-Louvil Shops, ch. 13, suggixic some of this ambivalince in Saco-Lowe ''s
deasion mizking. Sce also n.a. UsTc hiles, “Tar T [pformation Survey,” knitdng michin-
erv, RG 81, 1920; N.a. UsTC files, "Applications and Investigations,” investigation of ho-
sicry machinery, no. .y :6. RG 81, 1925
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trv association, controlled by the top five firms, did not testify most
p;obably because jt was unable to establish a unified front. "Chis was
due 1o the fact that among the leading firms were not only the fore-
most exporters, whase trade policy interests were unclear, but a‘lso a
major forcign multinavonal, the H&B Machine Company, which )1‘1 .all
likelihood opposed increased protectionism. The lack of acuwity
among the domestic builders on the tariff issve in the early 19205 may
thus have stemmed from the complications posed by their iies 1o the
international economy. The difficulties faced by each firm in deciding
upon its trade prefereuces, given its exporls, and the divisions an.m'ng
ihe leading firms over protection undermined consensus on the issue
and made silence the best policy.

A second reason for the indusiry's absence from the congressional
hearings is that the domestic firms voiced their preferences‘ elsewhere.
In 1920, the machinery builders tried first to have their views on the
tarifl inserted into the usTC's report to Conaress on the industry. The
wool-knitting machinery manufacturers, who in particular lac.ked ex-
port ties, pushed the 'sTC to recommend to Congress that their duties
be changed. Their plea for the vse of both specific and ad valorem
rates did not mention explicit increases in the duties, but these would
probably result from such a change.** In the tariff information survey
concerning this secior, the views of other domestic manufucmr?rs
were also evidenct. Their primary interest was in having textile machn-
ery classificd in a new, separate category. Having their duties raiseé
back 1o the “traditional” (pre-1g13) level of 43 percent was only a mi-
nor concern.”® In the early 1g2os. the domestic Lextile machinery
builders voiced their preferences on the sariff issue indirectly by influ-
encing Congress's knowledge about the industry and the way it would
consider the industry. o

While sentiment among the domestic firms {or greater protection in
1g21-22 was neither widespread nor inensive, sentiment ag.;unst such
prolection was more evident. In 1921 the only textile machinery ﬁ.rm
to testify to Cangress on the triff issue was the Britishi-controlied im-
porter, Leigh and Butler. This firm opposed any duty in(ZI‘CZi.Ik'.CS. on
lextile machinery and preferred the reduction or complete climina-
tion of all duties. In addition, the firm objected to the adoption of the
American vahiation method and opposed the domestic manufactur-
ers’ preferences for a combined specific and ad valorem duty.'* This

w8 N.a msrc files. “Tariff Information Survey,” knit:ing machinery, 26 81, 1020.
9 [bid.. pp. 82%-26
110 Senate. Finance, Tariff Act of 1921, sch 3. pp. 1839-45.
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firm’s strong opposilion to protectionism was expected, given its ex-
tensive foreign ties. What was surprising was the domestic manufac-
turers’ lack of activity, given their serjious economic distress.

By the waniff revision of 1029, the domestic textile machinery man-
ufacturers were more united and determined to obtain further pro-
tlecuon. Mounting economtic distress, export losses and instability, and
declining foreign invesunent in the U.S. indusiry over the 1g20s all
strengthened protectionist sentiment. But even in 1929, the domestic
builders were not demanding the sizable increases in duties that many
other industries wanted. In the hearings, the domestic manufacturers
lobbied for “a restoration of the traditional rate of 45 percent” on
their goods."*' The firms' central reason for seeking this increase in-
volved the nature of their foreign competitors. The long-standing pre-
dominance of the foreign Arms and the fear that this engendered in
the U.S. builders were the primary motivations in their calculations of
interest. The industry’s spokesman maintained again and again: “The
textile-machinery industry of the U.S. is relatively small and insecure as
comparcd with its great English and Eurcpean cornpetitors. ... 1t is
true thar in size and number of plants, productive capacity, and finan-
cial resources 1he foreign builders are greatly superior to the . . . com-
panies of this [U.S.] country. =

The domestic firms’ trn to mild protectionism in 1g2g, therefore,
resulted from their insecure international position in terms of both
domestic and foreign markets. This insecurity had both historical
rools and immediate causes; the legacy of British and German domi-
nance and, most important, the changes in {oreign market shares in
the 1g92os inflamed il. In particular, the great fluctuations in the do-
mestic builders’ exports and the decline in their export dependence in
the middle of the decade undercut the rejative value of their foreign
markets in comparison to domestic ones and made protection of the
home.market more plausible.

In addition to the new impetus 1o protection in 1929, opposiuon to
it was weakened. By 1929, the primary foreign multnational in the
U.S. market, the H&B Machine Company, had been sold 1o an Amer-
ican company. *4 H&B, its international ties now greatly reduced, be-
came a less vigorous opponent of protection. Unlike the early 1g2o0s,

' House, Ways and Means. Tanff Readjuiiment—1929, sch. 3. pp. 2483-87: Senate.
Finance, Tanff Act of 1929, sch. 3. pp. g36-38.

" House, Ways and Means, Tanff Readjustmeni—~1929, sch. 5. p. 248,

=5 Navin, Whitin Afachine Works, pp- 353-35.
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bv 1929 the internal and external barriers restraining the domestic
textile machinery firms' pursuit of protection were lowered. 24

I'he intra-industry politics of the textile machinery builders showed
the internal divisions prompted by firms’ different international ties.
The industry revealed little capacity for political cooperation on the
ariff. 1t did develop an industry association and had a lobbyist in
Washington, D.C.. but neither proved active in the 1920s.'*> Internal
disagreement prevented unified action on trade policy. The key divi-
sions were first between the major domestic firms and the imporiers,
allied with foreign multinationals, and second among the domestic
firms. The importers and foreign firms took an aclive stance against
attempts to increase protection; the major domestic producers made
only feeble, if any, efforts w promote protection. Given the first
group's strong international ties, their response was predictable. The
doestic firms’ lack of pressure for protection despite their severe
economic difficulties was a consequence of the new and growing ex-
port dependence of some firms and their increasing scparation from
the other firms who lacked such export tes. The domestic firms’ more
unified interest in protection by 1929, however. revealed the tenuous-
ness of these ues.

Overall, the textile machinery case lends some support to the argu-
ment about Type I1 industries. In the period when export depend-
ence was most significant i.e., just before 1921-22—the industry’s
preferences were most coustrained by it. In the early 1ge0s, severe
economic distress at home did not drive the machinery manufacturers
into the embrace of protectionism. Rather, the firms’ export interests
constrained this impulse. The result was a marked lack of preference,
apparent in the firms’ dearth of testimony Lo Congress. But these ex-
port interests proved fragile, and in the late 1920s these firms’ pref-
erences shifted 1o modest protectionism. This case thus suggests that

124 Given (he actual tariff outcomes, the intensity of the fir:ns' intezests 'n protection
nay have been ko ian is suggested heie Incgea. in contras: to 1921, the tarills on
(extilc 1aachine - were Lule <hanged; only the dury on “other textile machines” was in-
crcased at al—Uy 5 percent. And the manufuctorers never complained aboul this See
Houst. Ways and Means Committec. Comparison of Tariff Acts of 1913, 1922, 1929 (Wash-
ingtan. D.C.: GPO. 1930), P. 60. In addui . in the 1g20s there was only nne other case
of industry pressure over the tariff. This odd case, involving an appeal made 10

the uste by a single Arm in 1gzs The v requested a tarill increasc on its product..

atier having acyuired the desiyn tor i yather nefaviously Bow = foreign ywarutacurer,
1t heped to exclude thae At from its mavkel. See Milver. “Resisting the Protectionist
Tempiation.” pp. 207-208, and N.a. USTC “Applications and Investigations.” woolen
crds, no. 388, RG 81, 1924

115 Ngvim, Whitin Machine Works, pp. 236-38.
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export Lies roust be well established, stable, and extensive in order to
constrain distressed indusiries” preferences for closure of the home
market.'=

CaSE 4: FERTILIZER

The U.S. fertilizer industry, part of the larger chemical industry, was
new in the 1920s, having begun after 1850 in the United States and
having experienced its most signihcant expansion there between 1899
and 1g14.>*? The industry involved the chemical combination of three
products: nitrogen, phosphates, and potash (potassium).'*® These re-
quired inpucs from different sources and were manufactured by three
separate groups of fArms.

Nitrogen came either from Chile in the form of sodium nitrate or
from the artificial production of nitrogen in the form of ammgnia sul-
phate.'® Prior to the 1920s, the U.S. ferdlizer industry imporied all of
its nitrates’ supply; in the 1920s, however, one U.S. firm, the American
Coal Products Company, acquired the nghis 10 produce ammonia sul-
phate from its German patent-holders.’® The second key input, phos-
phates, was nuned in Florida, Tennessee, and parts of the West.’s' Un-
wl the 1920s the U.S. mines accounted for much of the world’s total
output of phosphate. During that decade, however. foreign competi-
tion arose, as the French began mining and exporung phoa.pha(e from
their North African colonies.'s®

The third essential input for the manufacture of fertilizer, potash,

%6 The paralle! 10 the machine ool industry in the 10705 is striking. Che novelly and
instability of exports seem 1o reduce gremly therr constraming cffect on prolecl‘ioniu
preferences.

"7 u.s. RFDC, The Awierien Chemical Tndustry, Trade Promtotion Series no. 78 (Washing-
wn, D.C.: GPO, 1g2qg). pp. 20-21. The development of chemically based ferutizers,
vather thuan the use of natural prodiucts as fertilizcrs, was 1 new phenomenon at the hme.

8 Senate, FTC Report on the Festihzey Intustyy, 67th Cong., 41h sess . § Doc. 347, 1928,

wan Chemical Industry: A History, vols. 4, 5. B (New York: Van Nostrand., 1948, 1949, 1954),
413)1-18. ‘

119 Senate, FTC Report, Doc. 347, pp. 18-24; Joseph Borkin, The Crime and Punishment
of 1. G. Farben (New York: Free Press, 1978), pp- 8-9.

' Senacc, FTC Report, Doc. 347, pp- 18-24: Warshow, ¢d.. Representative Indusiries, pp.
V1-43: Havnes, Avencan Chemical Industiy, 4:312-14; Vederal Thade Comevission (heve
after 1-1¢), A Report of the FTC on the Fertiize: Indusiry (Washington, D.C.: GPO, 1950), pp-
21-34. .

'8 Scnate, FTC Report, Doc. 447, pp. 24-25; FYG, Report on Fertihzrr Industry, 1950, pp.
54-6v.

's* Fre, Report on Fertilizer Industry, 1950. pp 65-58.
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had to be acquired from a foreign source, Germany.>3 Prior to World
War 1, Germany supplied virtually all of the world’s potash. The war
severely reduced Germany’s exports of potash and forced other coun-
tries to develop their own sources. In the United States a supply of
potash was found in the West, maintv in California and Montana. Al-
though not as cheap as German potash, these western sources were
developed after 1914 by a group of small irms not primarily in the
terdlizer business.'s When German potash production revived in the
1920, these small U.S. producers suffered greatly, thereafter never
able to gain more than a 10 percent share of the U.S. porash mar-
ket. 33

The fertilizer industry was thus divided into three sectors, each of
which had significant internatonal components. Nitrogen supplies
were derived from Chile and Germany. Both of these foreign sources
were nevertheless linked to American firms: the Chileans through
U.S. direct investment in the nitrate mines and the Germans through
patent agreements with U.S. producers.s8 Phosphates were controlled
by the U.S. ferdlizer manufacturers, but they faced mounting foreign
competition. The third inpug, polash. was derived primarily from Ger-
manyv; however, U.S. firms owned some of the German mines and
othc’r domestic producers were developing their own sources.

In the 1920s the U.S. fernlizer industry faced 3 number of severe
challenges. Foreign competition increased, and imports becamne a sig-
nificanc force. In 191g, the value of fertilizer imporis was a meve $12
million; in 1921, the value had increased 10 $30.7 million; and by 1929
it had skyrockeled to $72.3 nullion."s? The share of the U.S. market
that these foreign goods held grew substantially during the decade as
well. Imports as a percentage of 1otal domestic production rose from
4.8 percentin 1g1g to 17 percent in 1921 and finally to g1.1 percent
in 1g29.'%®

The 1920s were also one of the industry’s first severe periods of
economic distress. Dependent upon the agricultural business, the fer-

:s Senate, FTC Repori, Doc. 547, Pp- 26-33; FrC, Reporl on Fertsluner Industny 1950, PPp-
85-87. _

4 Senate, FTC Repeni, DOC. %47, P 26-13 1 1€, Report oo Ferilioer industry, 1650 PP-
86-101, U.S. BFDC, Firihizers: Some New Factovs in Fivtrdizer Produchmi and Trade, Trade
Inlo. Bulletin no. 372 (Washington, D.C.: GPO. 1925). pp- (3.

-5 Senate. FTC Report, Doc. 347, pp- 20-27: 11C. Report or Fertilizer Industry, 1950, pp-
86-101,

116 Senate, FTC Report, Doc. 347, PP- 18-24.

7 (8. $FDC, Foreign Commerce, 1922, 1927, 1929-

15 1bid ; L.S. Depi. of Gommerce, Census, 1529-
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tilizer manufacturers follawed the U.S. farmers into depression.'ss As
agriculuural prices declined, farmers were increasingly unable to buy
ferulizers; hence, fertilizer demand fell and so did its price. The early
and Jater years of 1he decade were especially bad for the fertilizer pro-
ducers, when domestic problems were combined with rising foreigu
lﬂ]pOT(S.

The industry’s economic distress was evident in its declining profit-
ability as well as in reduced numbers of frms and employees. For in-
stance, between 1920 and 1922 the direct losses of the U.S. fertilizer
manulacturers were $75 million.’+ Declines in the number of firms
reflected not only mergers in the industry but also the closure of some
operations. Two of the largest firms had to halt production and be
reorganized by their creditors.'+' The industry’s problems were fur-
ther revealed in its declining numbers of workers. 42 ‘

Ferdlizer manufacture was a Type III industry. The extent of its
ties to the international economy in the 1920 was substantial 1n terms
of both export dependence and multipationality. Export dependence
for the industry was significant but somewhat wixed and unsiable.
Fertilizer exports rose and fell cyclically over the decade, hitting Jows
in 1920-21, 192.{. and 1928.>4% The indusuy's net international trade
balance was consistently and increasingly negative.’14 However, the in-
dustry’s ratio of exports to domestic production, which averaged
about g percent during the 1g20s, revealed the strength of jts ex-
ports.*# 1'he industry’s dependence on exports was imporaant bul lim-
ited.

The ditferent nade positions of the industry’s three sectors need
examination. Export dependence was very high for the phosphate and
superphosphate producers, low but rising for the nitrogenous sector,
aud low and falling tor the potash producers. The United States was
a major source worldwide for phosphates. In the 1g20s, in fact. these
producers were more concerned with foreign markets 1han with the
domestic one: they spent much time and energy developing extensive
expott associations (Webb-Pomerane) in order to strengihen their for-

v Jlouse. Effrcts ang-;imhuml Depressuoms on the Fervlizer Industry, 671h Cong , 15t sess..
1g22. H. Doc. 1ax, pp- 51-53%.

e [bic.

" NVYT, Sepuirber 4, 1924, 27141 NYT, Febroary 17, 1923, p 86:3; NYT, January
8. 1925, p. 26:3; Wilk'ns, Matuimg of Al citinalional Enterprisi, pp. 148-45-

4 1.8, Dept. of Comincree, Censitg, 1919.

"y 8. BFDC, American Chemacal Industry, no. 78, pp- 28-29; u.s. BFDC, Fo.sign Commerce,
1922, 1927, 1920,

"4 u.s. aroc, Foregn Commerce, 1922, 1027, 1629

* > Ibid.: U.§ Dept. of Commerce, Concus, 1929.
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eign sales.#® Export dependence in nitrogen inputs was low because
the United States had to import all of its sodium nitrate from Chile,
but rising because of a developing U.S. domestic and export capacity
in artificial nitrates. Finally, the potash sector was not dependent on
exports; in fact, it was fighting primarily to gain a share of the U.S.
marker. Import penetration was the highest in this sector; the Ger-
mans controlled about go percent of the U.S. market.'+?

The U.S. fertilizer manufacturers’ multinationality was also sector-
ally differentiated. Each of the sectors had substantia} multinational
ties except the potash sector, which consisted of small, domestic firms
and imports. These ties were created not only through U.S. direct for-

.eign investments bu- also through various contractual agrecinents, re-
search and development linkages, and patent licenses. The conibina-
lion of all of these foreign ties left the industry, save for the potash
sector, looking very multinational in the 1920s. The value of U.S. for-
eign investments in this industry was $37.9 million in 19324 I, how-
ever, may have been even higher, perhaps over $70 million, in 19g29.'49

{ndividual Rirms also showed substantial multinational ues. Among
the ten Jargest firms in the industry, all but two or three had extensive
foreign operations. The Virginia-Carolina Chemical Company, the
American Agricultural Chemical Company. the lnternational Agricul-
tural Corporation, and the two meat-packing firms involved heavily in
{ertilizers, Swift and Armour, all had extensive foreign manufacturing
and extractive operations in Europe and Latin America.'s In addition
1o these Lop five producers, (wo other large U.S. manufacturers had
some foreign operations.’s’ And, though not a fertilizer producer, one

w6 pre, Report on Fertilewr Indust.y 1950, pp- 66-6q: Jessc Markhan, The Fo:tilizer In-
dustry” Stuily of an Imgirject Market (1g38: reprint New York: Greenwood, 1969). pPp- 39-

43-

47 U8, 1IDC e, 1o, 372, pp 1-3: Sevate, FTC Report. Doc. 2.47. po. 26-33; FTC,
Report on Feyt.  #r ivdustry, 1050, pp- 85-98.

18 Senate, Am o Brvch Factoro, Doc. 120, 1638, p 10. Because it s for the much

lmge: “other chemicals™ group. this figiee overestimates the true level; however, it
underestimates the value, since it excludes ilat. for two ol the Logest dernlver firms,
Arvour and Swift, who were primarily meal packers and classified av such.

o Winkler, Investsonts of U.S. Capual, pp. g5-107. Dunn, Amevicun Foreygm Investments,
pp- 71-74: C. Lewis, Ameriiit < Stake, Pp. 257-62.

s Havnes. Amercen Chenitcal Indusiry, 4:xxvih, B:13-14: Wikine, Evirrgens of Mulona-
tonal Enteigs pp. 9%-Q0. 212-16. Senate, FTC Heporl. Doc. 347. pPp. :4-15. Wilkins,
Matunng of Multmet.nal Entevfusie, pp. 107, 1437450 Ditun, Amencai Foragn Investments.
pp- 62-63. 6q. 143-7. Southard, American Industry, p. 220, append.x .

s The Dividson Chemical Company operaivd in the United Kingdom and in Latin
America through ils subsidiary, the Rio Tinto Company. In additivn, the Amenaan Cy-
ananad Cormpauy had subsianoal feralizer operations in Canada and possibly clsewhere.
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American firm, the Anglo-Chilean Consolidated Nirrate Company,
owned by the Guggenheims, controlled about g3 percent of all Chil-
ean nitrate production in 1925 and nearly 50 percent by 1929."+< This
foreign investment gave a U.S. firm nearly complete control over the
world’s supply of sodium nicrates.

The industry's ties to the international economy were avgmented
further by extensive patent and R & D agreements and by various col-
lusive measures between U.S. and foreign firms. Patent and R&D li-
censing, as well as joint production, were common. ** In addition, the
industry attempted 1o collaborate illegally with the foreign producers.
Such arrangements, including price fixing, quotas, and other cartel
activities, were not very stable in the 1920s, but they did signal the
industry's attempts to organize globally. s

Ocher features of the U.S. fertilizer indusiry important for under-
standing its trade policy preferences are its monopoly power at home
and abroad and its relatons with U.S. agriculture. The U.S. fertilizer
industry was economically concentrated. In 1921, the top seven firms
accounted for over 65 percent of production, and the top two alone
held g9 percent of the market.'ss In the 1g20s the fertilizer manufac-
turers taok advantage of their economic power to organize various
collusive practices and build a strong political coaliton. They solidified
their industry organization, the National Fertilizer Association, by
bringing all the major firms into it. Rising economic concentration as
well as the existence of a critical issue -their long and successful strug-
gle to keep the government out of lertilizer production—unified the
producers and focused their attention on the political arena.’36

Southard, American fadustry. p. 220, appendix 111 Wilkins, Emergence of Multmational En-
terprise, pp. 212-.6; Witk ns, Maturing of Multinutional Entevpnse, pp. 143-43: NYT, July
40. 1023, p. 27:8.

's* Dunn, Amencan Forrign Investments, pp 71-74; Winkler, Invesimeras of U.S. Capual.
pp- a;-107: C. Lewis, America’s Stake, pp. 257-62: Wilkins. Maturmg of Multenational Enter-
prise, pp. 104-105 See Harvey O'Connor, The Gugyg nheims (New York: Cowia Friede,
1937), chs. 25-20, (or the full story.

=3 U.S. fiins producing synthebe nitrazes were fied to 1uldian and German firms
throngh these. Moreover, U.S. produccrs of cyanarvd operated through licenses and
joint production ventures with the Swiss. 11 5. 5FDC, Fertshizers, no. 852, pp. 10-)5: Wilkins,
Maturing of Multinational Enterprise, pp. 78-84.

¢ NYT. May 13, 1930, p. 1 :4, FIC, Repori on Fertalizer Industry. 1950, pp. 28-36, 43-51;
Haynes, Amerioon Chemucal Industry, 4:58; NYT, December 17, 1327, . 13.3.

 Senate, FTC Report, Doc. 347. pp- 5-6.

* John Henahan, 200 Years of Amerwan Ghenucals (New York: McGraw-Hill, 1976). pp.
46-48; F1C. A Report on the Fertrivzer Industry (Washington, D C : GPO, 1916), pp. 173-75.
NYT, March 4, :yes, p. 6:3: Markham, Fernili_cv Industry, p. 21: Senate, FTC Report. Doc.
347- PP- 54755
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The U.S. fertilizer industry, while oligopolistic, was no match for its
foreign rivals in bis respect. Uhe German, French, laalian, and British
mamufacturers were highly cartelized. The German firm L G.' Farbe.n-
industrie controlled not only the country’s ferrilizers but also its entire
chemical industry.'s7 [n France, Kublmann opetated the [’er(iliz'er car-
tel: in Britain, the Imperial Chemical Industry controlled chemicals."+*
Bv the end of the 1g20s, these national groups were supplcmemed. by
international cartels in synthetic and natural nitrates.™ This growing
web of linkages had in effect created by 1929 a single global ferulizer
cartel that confronsed the U.S. industry in international markets. The
U.S. Arms, though economically and politically powerful at horr.le,
were dwarfed by these international giants and were only parua.lly in-
volved in the cartel; by and large, they had been exciuded from it due
to U.S. antitrust Jaws and the Europeans’ opposition.“l‘" .

A second important feature of the U.S. ferulizer indusiry was its
relationship with the agricultural sector. The forlune‘s oftl.le terulizer
manufacturers depended heavily on those of their major buvers,
American farmers.- This economic relationship translated into a po-
litical one. The farmers, through their organjzalions, the /\mml-nlcan
Farm Bureau and the National Grange, were involved in the political
issues central 10 the fertilizer industry, especially the tariff. Althollfgh
their influence did not include defining the manufacturers’ position
on these issues, the farmers' political clout, in addition to their 1nﬂu-
ence with the fertilizer manufacturers, did give them substantial voice
in determining these issues’ outcomes.

Overall, the U.S. fertlizer industry in the 1920s had [airlyl strong
ties to the international economy in every sector but potash; 1t was a
Type 111 industry. Its export dependence was ‘substanual. but \'ar‘led
by sector and was less significant overall than 1ts dependerTce on im-
p‘orLsA Multinationality in every sector but potash was extensive among
the largest firms. These international ties were further su‘englhen'ed
by various patent, R&D, and collusive arrangcrr.\en(s wx»rh foretgn
firms. The U.S. firms were thus tightly tied o the international ferul-
izer market. By the end of the 19205, however, they [ound themselves

«i FTC, Report on Fervilizer Industr 1950, 1 28-29, Bovkin, Crime and Pumisioneat, pp-
8-g: Havncs, Awmer it Cheaical Industry. = ""

1 Hivues, Asievican Cheasical Industn § 55- .

w grC, Ruport on Ferthzer Industry. 1950. pp- 98-26, 48-31. 47-u8: NYT, Decemnber 17,
1927, P. 1 3'3s N¥YT. Augus® 3.1070, p. 16:7: NYT, Augist 10, 1930, p- 1.2.

o Markaar, Pevalize Indushy, pp. 21, 651 Fre, Reporl on Fertilizer {ndustry, 1950, Pp.
43 31 NYT, March 18,1923, pt 8, p. 3:1: NYT. Aupust 3, 1930. p- 16'7.

< House, Efjects of Agriculturol Depressions. Doc. 10%. Pp- 51 53-
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in a bighly cartelized international market and at a disadvancage be-
cause they were not members of the cartel.

The Dependens Variable

The U.S. fertilizer industry in the 19208 preferred open markets for
its products. The large multinational manufacturers bucked the dec-
ade’s trend toward greater protection and remained content with the
duty-free status of their goods. Smaller domestic manufaciurers in the
less international sectors did press for increased tariff rates, but these
were vigorously opposed by the larger producers and by the farmers’
organizations. In the late 1920s, however, as world trade in fertilizers
became highly carielized and as U S. producers found themselves less
tied Lo this organized world market, agitation against unfair foreign
competition mounted. This agitauon was faint, short-lived, and inef-
fective; fertilizer and its materials were kept on the free list in rg2g.

[n the 1921 congressional revision of the tanff, the major U.S. fer-
tilizer producers did not press for increases in the duties on their
products. They wanted the duty-free statns of fertilizer and its mate-
rials to be rctained.'®: As one manufacturey laier claimed, it had long
been their “wraditional policy” to desire the free entry of their prod-
ucts. ©1 [ is striking, however, that these producers did not agitate [or
any protection at all in 1g21. Despite rising levels of imports and other
economic problems at the time, they did not view protection as a viable
solution. Most probably. they felt the cosily repercussions that protec-
tion would provoke in their international operations outweighed any
potential beriefits new barrers could provide.

Further evidence of the major U.S. producers’ aversion to protec-
tionism in the tgz1-22 1ariff revision is provided by their opposition
to the duty increases desired by the domestic U.S. potash producers.
Beginning in 1919 these small producers. who had only gone into
business during the war because of the virtual embargo on German
imports, pressed for removal of potash from the free list.'s For them,
protection was not only a means of survival but also a measure with
relatively low cost. because they bad few ties to the international econ-
omy.

'« The absence of testimony by the industry is siriaing. Sce naragiaphs 1683, 1540,
1745, 1746, and 1766 i1 the free-list schedule of House, Ways and Mcans, Gineral Tariff
Ry ision of 1921, and Semue. Finance, Tariff Act of 19271, for the Jack of tesimony.

8¢ For the quote, see House, Ways and Means, Tanjf Readjusiment—1929, Ivee list. pp.
8570~71.

61 Senute, FTC Report, Doc. 347, pp- 26-27; House. Ways and Means, Terdf Reviaion of
1921, sch. N, pp. 2992-4012.
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These domestically oriented potash producers lobbied hard for pro-
tection in 19z1-22. Claiming that the highly cartelized German pro-
ducers were (rving to drive them out of business and that as an “mfant
industry™ they deserved temporary import relief, they urged Congress
to provide them with a large duty of 5o cents per 20 pounds of pot-
ash.” They were initially successful. The House of Representatives
removed potash from the {ree list and put a duty of 2.5 cents per
pound on it. "™

This action provoked immediate opposition {rom the major ferul-
izer producers and the farmers. The “big six” fertilizer manufacrurers
publicly denounced the auempis of the potash producers to secure
protection. The largest manufacturer, the Virginia-Carolina Chemical
Company, opposed these attempts with greal vigor. largely because of
its international ties."™ The others, though lacking such direct invest-
ment links to the German supplies, also found protection dissasteful
because they were linked contractually to the German importers.*58
Protection would disrupt their secure source of potash and raise their
cosls; in addition, it might prompt retaliation against their foreign op-
erations. The opposition of these major manufacturers,'® combined
with that of the farmers, prompted the Senate 0 reconsider the pro-
posed duty on potash and rewrn it to the free list.- 1n the end the
free trade agitation of the fertifizer producers led the conference com-
miittee on the tariff bill to eliminate the proposed duty on potash.'7

By the end of the decade U.S. feruhzer manufacturers appeared

somewhat Jess enthusiastic about free trade in their products. During’

the 192g tanff revision, the National Ferilizer Association. represent-
ing the major firms, asked for some protection of complete fertil-
jzers.'s* This request, however, was accompanied by a demand for the
elimination of tariff duties on two key fertilizer materials.-?+ The call
for a duty increase was scen by many as the industry's way of bargain-
ing for these other tariff reductions—i.e., it would be willing to trade
the increases away in exchange for reductions elsewhere’7—and thus

. House, Ways and Means. Teryff Revnion of 1927, sch. N pp 400:0-40:2

1% NYT, Augusl g. 1gez, p. 1Q:1-2.

%3 NYT, December 50, 1g21, p. 12°1; N¥T. Decemver g1. 1321 p. 12:8.

6% bid.

e Ibid.; NYT, Sentember 14. 1922, p. 1.5 NYT. September 15, 1922. p. 114.

7o NYT, August 9. 122, p. 19002,

CNYT. Septeniber 14, 1922, p. )35 NYT. Septeher 15, 1022, p 134

1 House, Ways and Means, Tari) Reedjusivent—1929, {re list, pp. B570-89, go68-76.
s Sevate. Fimnee, Tanff Act of 1929, sch. 16, pp. 729-37.

1 Hou-r. Wavs and Means, Tunff Readjustmemi—1929. iree list. pp 803, 8080, and
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cannot be viewed as a preference for protection. It proved in many
ways a strategy for opening trade furher in ferthizer products. The
industry was able 10 prompl Congress to eliminate duties on two key
products, and no duty was ever placed on the completed fertihzers.

‘I'he need to resort to a strategic request of this sort had increased
due to changes in economic citcumstances. Firsi, as already men-
tioned, the world fertlizer market had become highly cartelized and
very unfriendly toward American competition by the late 1g920s. The
Europeans, led by the Germans, had orgeinzed the global market by
fixing prices and assigning production and export quotas.'”® These
agreemenrs did not include the U.S. firms, who thus remained as po-
tential cartel-breakers and unwelcome participants in international
fertilizer markets. This environment was extremely threatening for
the U.S. firms, since it shut them out of many markets and determined
their product prices in others,'” and they were prompted to turn their
attention back to the home market.

The second change involved reductons w the international ties of
the U.S. firms themselves. Over the decade, a number of significant
foreign investments by the U.S. firms had been abandoned. In partc-
ular, two of the Jargest U.S. firms had sold off their European opera-
tions. The Virgiria-Carolina Chemnjcal Comnpany relinquished all of its
foreign operauons in its 1924 reorganizaion.'”® And the International
Agricultural Corporation sold its large German potash operalions, val-
ued at over %4 million in 1926, because of the German government’s
new regulations on potash, which were intended to aid the carteliza-
tion of the industry.'” These two disinvestments alone significantly
reduced the whole industry's multinationality and left che two largest
U.S. producers with no foreign investment ties. This consesquently
lowered the cost of protection for these producers and made a strat-
egy dependent on such protection more feasible.

Though these changes made a request for protection U.S. fertilizer
manufacturers more possible, they did not make protection itself

sch. 1, p. 15: Serate, Finance, Tavyff Act of 1929, sch. v, pp. 44-47. and free list, pp. 243-
45

¢~ House, Ways and Meaus, Contparnon of Tarf Acts of 1973, 1922, 1929, pp. 163-79.

' FTC, Report ui Fertrlizer Indusivy, 1950, pp. 28-36: Haynes, Amer:wan Chemical Industry.
4.48-58; NYT, Decembe: 17, 1927, p. 13.3: N¥T, August 3, 1930, p. 16:7: N1'7. August
10, 1930, p. 132

77 ere, Report on Feibliner Industry. 1950, pp. 43-51; Hou:u, Ways and Mcans, T fi
Readjustment—1g2g, frec kst pp 8570-89. B

<7 Wilkins, Maturivg of Multinational Enteyprise. po. 148-45; NYT, September 4, 1924,
p- 27:4: NYT, Feraary 17,1925, p. 86.3

7 NYT, January 28. 1925. p 26:3.
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more preferred. The industry association testiﬁe.d in favo; ofhrfns.mg‘
duties on completed fertilizer in Lhe»House hearings. I?ut, y the umL_
of the Senate hearings, the emphasis of the organizalion’s tesumony
had switched to reducing duties on other products. *° Moreover, when
(he duties were not increased, fertibizer prodgcers did not prote_sftf
Though strong opposition by the farmelrs and imporiers to axlxy flarl ‘
on ferilizer helped preventany such acuon, ihe limited appeal o f'pro
tection for the producers themselves also meant that pressure in avor
of it was not significant. T'hat the fertilizer industry did not p‘ursucel
protection after failing to obtain it in the Smoot-Hawley Bill indicate
' ir true lack of interest n 1t.
mflf::iril?zfz:irl\rc;uestry division over the ariff on fertlizer fo]lo»w?fil cmel
clear cleavage in the 1g20s, which separated Lht? large, 'multma.mnah
ferdlizer manufacturers from the small, domestically onmncd‘poms
producers. The large firms, baving significant exporLAand Iforelgn (?p-
erations, were satished with the duty-frect status of their procliuct. E\e(:
theit request in 1929 for duues on cenam‘goods appeared e?§ a p:l
tectionist demand than a tactic to have duties reduced on other goods.
On the other hand. the small, western potashlproducers. who had nbo
international ties, pursued protection avidly in the 1g20s. Thfe_y 1‘0 .
bied Congress for it in 1921-22 and later petitioned the Us1ﬁ‘c or er
port relief.™ The quarreling between the larg‘c ?nd small ?ns ave
the potash tariff underlined Lhese; Lwo groups d_xfferem pr(é er?ncis
Thus, while imports and economic problems affected all ﬁm;s m the
industry m the 1920s, protection was preferred by only the domesu-.
cally oriented producers in the potash sector. ’ e
Overall, the U S. fertilizer industry fits the argument ab.out ype |
producers. Extensive wrade and invesument ties to (hf: mtcrnuu_c;ra
economy constrained the Rrms'’ prcferer?ces.for proFecuon, c’ven \;“ e?
they were experiencing severe economic distress, l!'-) two V\aysf. lcrls;):
among the large, multinational ferulizer producers aenumenl[' or
sure of the domestic market was not apparent. l‘n the early 1g20s.
these firms wanted the duty-free status of all (heir products to ch:-
tinue. Later, this easy acceptance disappeared, and a more aggressive

8o House., Ways and Means, Tanyff Reagpusiment= 1929, free list, pp. B570-8c: Senate,
Finuune, Tariff Actof 1929, sch. 16, pp. 720-37- o ’
.r‘l"'”:‘he um{fappeal for impon rclief 1o the usic Iy the fertilizer ingustry \Izvas made by
2 small American polash producy:. The by ger fims apprared 16 oppose cln's'cfl'ort. l:'or
1 fu]l}iv_or . e Milner, “Resisung the Protectionist Jemptation™ also see /\,YT._]fmuuy
. 24. p ;'2 gsTC, 12th Awniatl Report of the U S Tarff Commission, 1928 (Washington,

)1 . p- 32 12 e .
%Cg' GPO, 1g28). p. 234: NI'T, Decuriber 30, 1921, p- 12.1: NYT, December 31, 1921,
p 128
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strategy of demanding protection on some products to obtain freer
trade in others materialized. in part as a consequence of the firms’
diminished international ties. ,

Second, intra-industry divisions over the tariff revealed the impor-
tance of their foreign connections. The tariff issue split the fertilizer
industry in two according to the extent of international ties possessed
by the firms. The large, multinational fertilizer manufacturers never
favored protectionism; in contrast, the small, domestically oriented
potash producers sought import relief continuously. These two
groups were the primary opponents in the fertilizer tanff debate in
the 1g20s. Within a single industry, thus, firms facing similar eco-
nomic problems do not pecessarily react in an ideniical fashiou: their
responses, especially in terms of trade policy prefercnces, are influ-
enced by how integrated into the international economy they are.

Casr 5: PHOTOGRAPHIC LQUIPMENT

The story of the photographic equipment industry revolves around
one company, Eastman Kodak, and its strategies 10 gain and maintain
a dominant position. The Lastman Kodak Company came to be a
force in the photographic equipment indusitry in the 188os, when
George Eastman revolutionized it by inventing the kodak, a hand-
held, consumer-oriented camera, and developing celluloid-based
films."** Kodak became a market leader afier 19oo both at home and
abroad. ln its home market, its sales of photographic equipment ac-
counted {or 43 percent of all U.S. sales in 1909 and over go percent
in 1919.'% By the 1g20s, only four tny domestic firms competed with
Kodak in the manufacture of cameras and film. *+

Kodak's domtnance extended beyond the U.S. markel. Its conurol
of the market for amateur cameras and photographic films was world-
wide by the 1920s. In 1920, for instance, it accounted for g4 percent
of all cinematic film produced in the world.'ss Its control of the Jarge

* Reese Jenkins, images and Enterprise (Balirore: Johns Hapkins University Press,
1G75), Pp. 164-69, 183-05. 246-51; Revse Jenkins " Fechinology :nd the Market: Eastian
and dhe Onigins ot Mass Amatewr Photographv,” Technology ond Culture 16 (Januiry
1975):14-18. The sectors of the industry considered here are 1those involved in the man-
ufaciure of cameras and unexpesed hlrs: other secto: s, including meotion-picture pro-
jectors, dry plates, Jenses. and pootographic goods, are not discussed.

s Jenkns, Tmages ond Enievinsse, p. 178, NYT, Amiil 30. 1923, pp. 1:3. 83:3.

8 Jenkins, Imnges and Enierprise, pp. 246-51; House, Ways and Means, Gereral Tariff
Reviven of 1921, sch N, pp. $4G6-58: Senate, l'inance, Tariff Act of 1921, sch N, pp.
4354-38.

" NYT. April 30, 1923, pp. 1:3. 33
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U.S. market, plus its acquisition of every iInpqx'tanL pat;nl }(:}1 phoLao‘;
graphic product, helped to estabhshA jts “business leadership on :
international scale.”*® In the imernauonal‘ma.rkelplace. howf't‘ever, up
like the domestic market, Kodak did face mgmﬁcam compenln?jn éfte:
1g20. [ts foreign rivals were large ficns—Agfa of Gcr}rlnany,w le(;iieark
of Belgium, and Pathé of France—who after 1920 caught up
and became significant market forces.'8? . . ‘ g
Kodak’s dominance of the photographic equipment lnd_us_(r}b'l‘lt‘
ot exempt it, or the industry, from economic distress aqd mat;;)]l ;nvs
in theé 1920s. This sector cncoun(ered. serious Iecononclilch Pn;“eemd
from 1920 (0 1925 4nd again in 1920 leﬁculue‘smclude 1 elgT1 I)hic
foreign competition and domestic recession. The US P fuf)gre. ! hie
goods industry . had faced litde foreign compc‘.\uo.q € ol e
1920s.'™ In 1919. IMpOrts were valuec_l aL $1.7 mllhon', n 19;_ ‘—lbou,l
surged 10 $7.5 million; and then they fell t.mck to an ?\erasg—e : n:imon
§5.3 million between 1923 and 1927. shooting up again (od ,c.lion on
in 191g. The ravo of imports to total domestic prlc; e n 2l
gre\\;. In 1919, as earlier, it averaged about 2 perccm,“wut in 19
hit 11 percent. and i finished the decade at 7 pe.rce.nt. —
Feonomic distress in the industry was evident in 1ts re.cluce pro
ability, its declining numbers o.f firs and workers, anFl ltslloverzziail
ity. The whole jndustry experienced reduced profits 1n Lui 19 b,ers
Due to the failure of some irms and the merger of others,* r1umf A
of firms and workers also declined. In 1g21, for example, wo o dt e
fve main U.S. film manulacturers closed down, and la_ter in %heb.;c-
ade several merged with other larger firms because of their inability
r decent profits. .
(O"%i;n;hOLOgrapphic goods industry in the 19208 had T‘X;U:ﬁwi ag:i[
growing ties to the internaLion.al cconomy. In. Ler.n.)s c? 0 " ’e eplII
dependence and roultnationality, it ranked highs it was a 1yp

H e ”» 8
%6 [eakins. “Technology and the Murket” p. 18 et
‘7{ touse, Wins and Meacs, Gereral Tariff Rovision of 1921. sfh. bll., Pp- 3?46 -):IJ‘ NYT,

Auqus-t 30 'mwﬁ . 1g:2; N A, BEDC [iles, *Iracle Representatives,” memos ol sFDC on
L K s 151, 1926,

{=16¢ represcutatives—L. K rdak, r6 151, 192¢ ) .
e h-z\ium images and Ewter prise, p- 296; u.s ubC, Foregn Commerce. 1922, 1927, 1929
o DG Foreign Cowm=ice. 1622, 1627, 1929.
ve 1pid.: U.S. Dept. of Commicrce. Censi. 1929 } )
. Moot 's ,-\-lnuzol_ 1927. pp 173% ng57-78: lenkns, Imagrs and Enterpecy, pp. §30

W o Gene sl Tarff Revivon of 1921, sch. N. pp. 894545 Senate.

57: House, Wavs and Mcans, Gone et Tart : R

Finance. Tarif tet of 1921, 5¢h NOpp. 4342527 NYT, May 2, 1922, p- 2%
st LS. Dent. of Commerce, Cenoiss, 1926, ¢5p- P- LA A "
s Senule, Vinavce, Tanff Actof 1921, scih N, pp- 432526, Jenkins, tmages and Enler

prise. pp. 330-37.
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industry. But these international ties were lurgely posscessed by one
firm, the Kodak Company.

In the 1g=20s, the industry’s expori dependence was high and rising.
1ts course, however, was not stable, as it registered a sizable decline
between 1920 and 1g24. Exports of photographic goods were valued
at $21 million in 1919 and at $31.6 million in 1929, although they fell
between 1921 and 1923 to $15.9 million.'st The industry's interna-
tional trade balance was also positive and rose over the decade.*95 Its
ratio of exports to total domestic production followed a similar course.
[n 1919, it reached 23.4 percent, falling to 21.8 percent in 1923 but
rebounding to 50.7 percent in 1g2g.'%

At the firm Jevel, export dependence was unevenly distributed.
Only one firm, Kodak, was responsible for the bulk of the exports.'®
In 1912, for example, Kodak's exporis 10 its Euglish sales organization
accounted for over 8o percent of all U.S. exports of photographic
goods to England.'s® U.S. exports in this industry were concentrated
in the products in which Kodak held its most significant advantages,
hand-held cameras and unexposed mation-picture and phatographic
film.199

In the 1g920s, the U.S. photographic goods industry also revealed
nself 1o be mulunational. By 1932 the industry, including optical
goods, had some $41.4 million invested abroad.* This ranked it
among the top ten U.S. industries in its level of direct foreign invest-
ment. Much of this internationalization of the industry, however, ac-
curred after 1926.7 In genera), direct foreign investment in the pho-
tographic goods industry was sizable but not widespread in the early
1g920s and became increasingly imporiant only in the lauer half of the
decade.

Likc export dependence, this multinationality was concentrated in
the hands of Kodak. By 19o8, Kodak was operaling numerous sales
branches throughout the world as well as an independent subsidiary

s, srpC, Foreign Commerce, 1928, 1927, 1029.

5 1bid.

2 1bid.; US. Dept. of Commeyce, Census, 1929.

* House, Wavs and Means, General Tanff Reviswor of 1921, sch. N, pp. 3947-4g; Jen-
kins, Jmages and Enterprise, pp. 177-79

19 Jenkins, fmages and Enlerprise, p. 179, note 1o table 8-2.

19 U5, BEDC, Faveign Comnicres, 1922, 1927, 1929,

¢ Senatc. Amencan Branch Fuclories, Doc. 120, 1933, pp- 10-19. This overc<:imates the
irue value for just the photographic imdust-y, since it includes the small optical goods
sector as well. [1 is interesting to note thal chis oM was concentrated gevgraphically, with
over half of it ,u: Canada and the United Kingdom.

ot Jenkins, Images and Enterprise. pp. 240-42.
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in England, but it still did not actually manul'ac%ure abroa(.i’“;‘ AE::]i
1go8B this changed as the company begaq producms film at “il dng s
and Canadian subsidiaries.”"s This foreign expansion abate duri E
World War |, so thal by 1920 Kodak was still only manufacu::ng on
product, film. abroad—in the United Kingdom ,and Canada. l "
The mid-1920s saw the beginning of }(odak $ phe)?omefna.rvfor ir;
wide expansion. In 1927, Kodak acquired producuor/m a(ca‘ n_lesll
France and Germany by purchasing w0 %arge E\fmpean Hnt_?s,f 3:
pathé Cinema Company and the Glanz 'I-'llm Akqen C;seﬁsc 13 éar-)
These acquisifons were followed by a rapid expanston o ILS' ur(‘)‘p .
by 1931 Kodak had seven factories in
Furope, more than it operaled in the Uniced States. ™ f\ll tot;:il.efr:,rliﬁ-t
dak operated some 251 faclories and §alcs bl‘apch?s in 53 i e(ed
counries by 1931.7¢7 One historian of direct foreign mvegmgnt ntoanci
“by 1920 [Kodak] had sales outlets on every pqpu\aLed u{mmen i,
inufaciured in Europe, Canada, and Australia. lts foreign manfa
horing os 1o include cameras as well as film. ...

a8

operations, which meant that

quring had come in the 192 .
(lzzgfk ranked supreme Jn 1S productio'n lines worldwide. " e be un.

Three features of Kodak’s foreign investment story need to be L
derscored. First, Kodak's {oreign m.anufacmnng opcrat.lqp; wer? :;)d
well developed until afier 1927 Neither Kodak nor (heclinfu:;?n 2d
very extensive mulunationality in the earl)" 1920?. Sccqn , lo dglcuon
vesunent was limited in a product sense. koclak} s f.orelgn !)lroh v o
included only motion-picture and photographlc'hlm ulnu the (1::1.‘”)
1920s; it did not produce cameras abroad ll»nlll (.t,‘c. | thl‘:gied‘ ”
‘Third, the nature ol these internauona_l opefauons \\'ll? a ‘so 1 e
the first half of the decade. The manufaclur.mg §ub51d1arlles ten‘ket 0
exist as self-contained upils, producing pnmanly for the m'fn i
which they were located. Exports back (0 the United Statts1 \»eéc;iwd
signihcant before 1g25; after this, h.ow.ever, ﬁlm‘expo:skftot(_ 1ei e
States. at least from Canada, grew signihcandy.*'® Kodak's toreign op

s [yl

= hid. o . -

£ L Howse, Ways and Means, General Taniff Revivion "2 )21, 3t h. N. pp- 8462-73

vy NYT, March 17, 1927, ). 524 NYT, June 38, 19%7, D. 2EN. .
Eastman Kodak, 2gth Annual Report New York: Kodak, 1929} Pp- 17-19-

=7 Jbid. A .
-~ Wilkins, Emergener of Muitreatianal Enterprise. p. 84. Emphasis a‘ddlch esned
wes 1bid 1 Carl Ackeninan, George Easimai (Bov:on: Houghton Milflin, 1930, r

i ot o Q240 4 2.

“mg). pp. 1 42-33: Jenkins, Jmages and Joterpress pp 24 k ‘ o

7ST'deL-r'en.t§al-i]zed, loca) mai ket- onented nawre of Koduk’s p-112 'h,'. - ed in VYT;

M 1927, P- 320 Ackerman, Cenge Extman. pp. 132-330 and Wilkins, Maiuring
Mar . 19270 P- 3200 : 4

i

of Multinatonal Enterpror . pp- 2 3h-46.
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erations in the early 1g920s were thus not highly integrated; no dense
web of intrafirm trading relations bound them ogether. Afier this,
they expanded greatly in size, products, and trade.

While U.S. foreign investment in the photographic goods industry
grew during the 1920s, so did direct U.S. investment by foreign firms.
Two key foreign competiors of Kodak began operating in the United
States. The EFrench firm Pathé expanded its U.S. sales operations and
developed two factories for producing unexposed film in New fer-
sev.?" Pathé was a constant threat 1o Kodak, unul Kodak bought it in
1g27. In addition, Agfla, controlled by the Germun chemical truse [
G. Farben, entarged its U.S. operations with the purchase of the Ansco
Company in 1g28.2* This new firm, Agla-Ansco, was Kodak’s most
vigorous competitor in the 1930s. These two foreign multinationals
represented a significant force in the U.S. markel; in fact, they were
Kodak's only real competition. in addition to mounting foreign im-
poOTts.

The fairly extensive international ues and their highly skewed dis-
tribution among the U.S. firms in the photographic goods industry
were not the only features important for understanding their prefer-
cnces on trade issues. Kodak’s monopaly position was crucial. It con-
trolled g6 percent of the U.S. market for film and about go percent of
the market for all photographic goods in 1g20.2% This control was
challenged both by the U.S. courts and by foreign competition in the
course of the decade, and by its end Kodak’s market share did recede
to less than 8o percent.®'s

What was most important about this marker dominance was Kodak’s
continuing effort 1o maintain and enhance it. In the 18gos and 1900s,
Kodak established its monopoly by gaining control of all important
patents relited to the industry and by acquiring most of is compet)-
tors.*t Despite having gained a dominant position by 19106, Kodak still
tried 10 enlarge its control by attempting either to drive its rivals out
of business or to force them to ally with Kodak. This strategy finally
got it into trouble. In 1920 Kodak was convicted of antitrust viclalions
under the Sherman Act and was forced to divest iself of certain ac-
quisitions.?*® [n 1929, the Federal Trade Commuission fled further

2 Moady's, Manual: 1927, pp. 2070-71; NYT, March 17, 1927, p. 32:3; House, Ways
and Means. General Teriff Rvviaon of 1921. sch. N, pp. 50.46: 50.

o Jenkins, Imiges and Eaterpyise, (:p. 3830-37: Moady's, Marual: 1927, p. 769.

2« Jeukins, Images ard £ uterprive, 33. 278, 285-86; NYT April 30, 1923, pp 1'3. 3°3-

»eNYT, April 30, 1923, pp- 113, 3:3.

#1= Jenking, “Technology and the Market " p. 10,

*6 Jenkins, fmages and Enterprise, pp. 318-23; NYT, October 1, 19:2, p 2001,
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charges against Kodak for attempting to en—hancg ::)S moz(')(‘;f:;lp;i:
ton; further divestitures were manda(ed.fh Ko da dera i
nopoly strategy was thus having problems m‘th'e' ec}a e. it i
Kodak had long been an actuve monopolist; in the 192 l, i e
wraditional sirategy of acquisitions an.d parent monuPo&y chal cnitl'
and declared illegal, Kodak was lett wnl}olux a suralegy but‘ap'pare 156)
not without the desire L0 enhance its posmon..By thls.u‘mde, n ér:ydc‘doi
its competilion no longer really came from i1t a]r.ezxdy ‘ ecnr\:zialﬁe do
mestic opponents. Kodak was now threatened t.>y imports a ! the for
eign multinationals, and its key strategy for nlmnlém'lng IID(IS Sk on
the 1920s had to be directed against them. One w‘a) Fo‘ ? sueh
valry was, of course, to 4y Lo close the U.S. mm»kct.. indee k, n e
earljv 1g20s Kodak adopted a strategy {or enhancing its market p
tion through promotion of the tarift.

The Dependent Variable

The trade policy preferences of the photpgraphlc ‘eqmpr:]ir-\%i:)r:‘d;;i;r‘z
in the 1g20s were primarily revea]csi during the two congt .ssf s
i revisions. In the 1921-22 hearings, LhC.dOIIICSlIC mf’mLtll act rers
proved extremely vocal. But in 1929, reflecting changes in the in
try and its preferences, these mamffaaur.ef's were ielss active. i and
During the 1921-22 general wanft revision, (hAe domestic » and
camera manufacturers endorsed‘ substantial taniff ljalte 'm.cr.fi:;sl ;O
their products. These would raise what were very 0\\d I:_::mx Osezl
rates: the 1913 Underwood tariff duties on cameras :n milz sed
film were 15 percent and free, .rcs[_)ecuvely. Althoug fcono men;s
iress and rising imports helped ignite these demands. the argu s
and motivacions for protection varied among the domestic manu
orers. Three distinct positions were apparent. . |
The three small manufacturers of unexposed film lo_b‘tfle (Lﬂo :}O_
the free status of film and impose.a duty of 35 1o 30 _pcu{._t m.an ;Om_
rem.#'8 Citing the seriols conomic problems and rising olre)g o
petition they faced, all three claimed to be operatng aLa oss] an ©
be unable to match the prices of iinparted film. These ﬁrms;:l SO :vaive
the avgument that they should be protected s0 [héf tlze) cnnn Sl:-ea[er
and thus provide competition to Kodak. They were Tt_ql:l(..s[l ’ggld et
protection of the home market on Lh'e grourllds lh.at. 1{|5‘;\oud o
hance domestic competition. The presuletrt ot\ one ?n:m dec Argi ,
real question involved in [the Representatives ] decision regarding . ..

-5 NYT, April 30, 1928, pp- 1:3- 3°3- _ . o
-1~ House. Ways and Means, Gen: 1l Tanff Kenvon of 1921, sch. N, pp. 35:3-46.
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the tariff is whether . ., {thevl will permit American Yabor and Amer-
ican capital to maintain aclive competition in the domestic market; if
[they] leave film on the free list, {they] will inevitably put every Amer-
ican film manufacturer, with one exception [i.e., Kodak®. out of busi-
ness.”*9 Having no international economic ties and litde chance of
competing against imports, these three firms viewed protecuon as
their only nieans of survival.

The small domestic camera manufacturers held i1 different position.
Speaking on their behalf, the Seneca Camera Manufacwring Com-
pany argued ftor increased duties on cameras but opposed any impo-
siion of duty on unexposed film.#»¢ This firm wanted the rate on for-
eign cameras doubled -from 13 percent (o 30 percen —and claimed
that 1his was necessary to stay in business against German imporis. But
the company strongly opposed any duty on film not only because it
imported film but also because it viewed the requested duty incfease

as a ploy by Kodak to drive it out of the camera business. The presi-
dent of Seneca said:

This effort on the part of the Eastrnan Kodak Company to control
the industry by asking for go percent on films is not a new thing; if
a tarift . .. is put on flm .. ., Kodak will be the only manufacturer
in the couniry o supply the public with hand cameras . . ., because
the independent companies cannot sell cameras unless they are able

to supply films, and (they] cannot manufacture the film [them-
selves). 22

This manufaciurer, then, maintained that (ree film imports were vital
o continued competiton in the. industry. The firm saw Kodak's mo-
tivation in asking for protection as a clear case of its long-running
strategy to monopolize the market.

A third view on the tariff was delivered by the Eastman Kodak Com-
pany itself, In the 1921 hearings, Kodak appeared in favor of a tarift
increase on both unexposed film and cameras. 'Lhe increases it de-
sired, 30 percent on cameras and 20 percent in films, were lower than
those requested by the smaller domestic manufactarers. Kodak, while
not ready to oppose even greater increases, was unenthusiastic about
such high rates.=e

The firm’s explicit arguments for greater protection had two com-

na Senate, Finance, Tarff Act of 1921, sch. N, p. 43¢7.

#oIbid., pp. 4354 37

o [hid., csp. p. 4356-

1 Housc, Ways and Means, General Tanff Reviuon of 1921, sch. N, pp. 3465-67. 3472-
73 Senate, Fininice, Tariff Act of 1921, sch. 14, pp. 4323-25.
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ponents. Kodak, pointing to cartelization and subsidization of the in-
dustry abroad, complained that the mounting foreign competition was
due 10 these unfair trade pracuces used by the foreign countries. Ko-
dak also felt protection was necessary because every ather country im-
posed high duties on photographic producis. 'L he firm believed these
duties hurt us exports and would force it to move operations abroad.
Kodak's brief stared that “since the war the German manufacturer has
caplured the market in ltaly, when before the war this company bad
an extensive business . . .[and that) if no duly is imposed [in the U.S.J,
the tendency will necessarily be to compel American companies to
manufacture in Europe instead of in the U.S. in order 10 successfully
compete with forejgn manufacturers.” !

The extenl 10 which these two factors actually prompted the hrm’s
demands for protecton is questionable. The “powerful German
Chemical Trust,” against which Kodak railed, was certainly no more
monopolistic than Kodak itself. Furthermore, the company’s argu-
ment about the effects of other countries’ wariffs scemed largely a
scare tactic; without a duty increase, the company implied, it would
move its aperations abroad. The fact that the tariff increase was
granted and Kodak stil} chose to expand abroad suggests that the ar-
gument was not completely genuine,

Kodak’s preference for the tariff was motivaied largely by its desire
for greater control of the U.S. market. This was the rcason that all of
Kodak's competitors cited, whether or not they themselves supporied
or opposed protection. Pathé, the one foreign mulunational in the
United States, objecied to any increases in the tariff on unexposed film
and asserted that such a 1ariff would merely enhance Kodak’s monop-
oly and that this was the only reason Kodak waated the duty.**+ U.S.
motion picture companies, who were large exporters and multination-
als, similarly opposed Kodak's efforts for iilm duty incyeascs. One U.S.
motion picture distributor claimed, Kodak “was seeking through
means of a protective wariff to further cuntrol and dominate the m-
dustry by making it difficulr, if not impossible, to procure the product
of any concern which altempts to compete.”*s Even domeslic manu-
facturers who favored some protecsion, like the Seneca Camera Com-
pany, saw Kodak’s monopoly strategy at work w1 its tarifl proposals.
Though Kodak naturally never clauned this as its motive, its pursuit

s Scnate, Finance, Tanff Act of 1921.sch. 14, p. 4324,

" bid., po 4931437
% House, Ways and Mcans. Geneval Tarff Revuion of 1921, sch. N, p. 3940.
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of monapolistic contro] was a more plausible argument for protecti
than were the two it proffered. protection
By_ the 1929 tariff revision, sentiment for protection among the d
mestic manufacturers of photographic equiprent had abaredg Duri(?-
the Smoot-Hawley hearings, only Kodak, among domestic manu{; cg
turers of cameras or flms, testified. And Kodak's prcfcrenc::s w:r.
more nuanced. It still asked for some duty increases on caraeras bu(:
it also desired reductions of the rate o1 film 1 This new refer:e
sprang from its increasing foreign production and expoft of Lhzgee
films to the United States.*"- Kodak’s continued insistence on raisin
Lhe. tanﬂ' On cameras probably derived from jts continued strace v o%‘
mainaning market dominance. Many observers, including a nuf{ber
of Senators, perceived this 1o be Kodak’s primary motiva[io?) w8 In anv
case, Kodak's preferences in regard 1o the tariff on unex Aosed film
had changed as its internationalization of production in th}i)s réducl
grew. By 1929, the benefits of lower barriers (o trade in ﬁ?m out-
weighed the benefits of enhanced monopoly control in the d i
market for Kodak. fomete
. The domestic manufacturers’ relative quiescence on the ariff issue
'n 1929 was paralleled by the foreign multinationals’ and importers’
vocal opposition. In the 1g2g hearings, opposition by these two groups
was stronger than any advocacy of the tariff. The large Ggerm;
importer, Zeiss, testified lengthily against further tariff increases on
cameras or film. Maincaining that the existing tanff simply enhanced
Kodak's monopoly, it pressed for a reduction to jo percent ad valo-
rem.9 In addition, the Belgian importer Gevaert appeared numerous
tmes (o oppaose the tariff < Agfa, the German firm, having recent!
acq!_ured the American film maker Ansco, lobbied for reducin thz:'
dulies on photographic dry plates and paper.:** In sum opposiliin to
further protection was rising in 1929, while preferenc’es for it were

€C C;l‘illg cse Sh)r e(‘("_‘(l .ll Ille lNi { (¢}
(l reas . III tS were ‘eﬂ 1 ’l Yy
’ “ ) utcomes as

e a;tse, Wzys and Means, Toriff Readjustment gz, sch, 14, pp. 7938-40
“? Wilkins, Matunng of Multinatonal Ent e, nate, T ‘
, pp. 198-46;

Y rsah e, erprise, pp. 198-46; Senate, Ninance, Tarff Act

f"’NVT. Januaiv 21, 1930, p. 16:3-5; NYT, March 30, 1930, p. jo:2.

o )-‘I(.n..lse, Ways and Means. Torsff Readpushment. 1919, sch. 14, pv. 50.40-42.

T i, pp..7943-46: Senate, Fusince, Turgff Act of 1929, sch. 14. pp VBB.A;-B(\

-u Housc,ﬂ\\-‘uy\ and Means. T/m'f[Rtm!jmb/.-fnz—_(929, sch. 1y, p. 7949; 56n1t Fi
mance, Taryf Act of 1929, sch. 14, pp. 74-76. ' > e
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Prioto bim was reduced. Sec House, Ways and Means. Comparss g of ¥ g7
ova. 1909, m st porisan of the Tariff Acts of 1913,
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The intra-industry debate over the tarilf issue in the 1920s t‘;vealed
serious divisions. Apparently no consensus among I.h? dom.esuc 1:1\3;1-
ufacturers of photographic equipment could be f‘ashloned, no sing el
industry association or spokesman ever appeared in ghe c-ongrcssmt;z.\
hearings. Given the different concerns of the do.mes(.lc producers, this
Jack of unity is not surprising. 1 he smal‘l domeslic ﬁlm ma.nufactu'rersi
experiencing serious ecopamic difficulties and having no lnle.rr;‘m]ot‘ilad
lies, were most eager {or furiher closure of the home market; ](l ey ha
little to gain from an open market and much to lose. The sma camerz}
manufacturers wanted protection for their prpduct, ‘but _bgcat.lse o
their need for film imports objected (o new duties on flll.lL lh? indus-
try giant, Eastman Kodak, wanled protection to Li.lwan s nllmn cno:\_
petitors, the foreign importers, and (l.)us enhance its domestlfkr.no lhlz;s
oly. Its exiensive interpavonal Lies d{d not deter it fromn S:.L ;ng s
strategic use of the tariff, but they did u:mpe.r tP.me strength o !15 <
vocacy, as seen in its preference fora lower taviff in 1921 ;md. for Itzml
reductions on film in 1929. The importers and foreign mfl!t\llna.uona $
operating in the United States strongly opposed a_ny r;:lt'{ |;jl'u‘.eia;§ss
and in 1929 pushed for imporl dug reductions. T ese divis
within the U.S. phatographic goods lndl?str)’ on.the tarit 1ssue re-
fected the different levels of des 1o the international economy pos:

various firms.

Sesg)iir?{!,d:lie prllxotographic goods industry case p_ro»ides some _sgg-
port for che argument about Type 111 indu.smes._ Given Kodak's ia.n}_y
extensive export and multinational ?P&I:aUOﬂS, its prefCrEncesv nllgllt
have been expected to be less protectionist thfm I.h»l'-.‘y aFlua!ly \‘u.rre.. n
part because Kodazk's international ues, CSpCClEIlHy"lLS direct fox mgn‘ln.-
vestments, were relatively new and not extensive 1 the e.a.rly 1G208, it
could alford to seek protection in the 1921-22 tatiff revision. But Lh.e
growth of these international 6peragons cvemuall}' constrained this
desire for protection, as was evident in its 1929 lestimony. ;

Kodak's support of the ariff in 1g21-22, t}mugh., .hﬂd little to do
with international economic considerations. The tm.-lff represenw(-lha
strategy to fend off any competition with 1ts florr.)esu(: mo?.l(_)}‘)oly.d"{ e
company was willing to let its small IdOI)_IESI.lC.l‘l\‘ZIlS survive un Lrha
Lariff umbrella in exchange for locking 1s primary competitors, the
foreign importers, out of the market. ; .

Other evidence [rom this case supports the argnment. Flrst. the
small domestic manufacturers’ ardent advocacy ot greatly mcrez'lsed
protection in the face of economic distress was }mdcrsmudablc, g};en
(heir complete lack of linkages 10 the international economy. w en
one of these firms, Ansco, was acquired by a German firm, it ended its

Newsprint 03
calls for protection and became an advocate of liberalization. 1'he ac-
tive opposition of the importers and the foreign multinationals based
in the United States to taniff increases underscores the argument that
international trade and investment ties condition wrade preferences.
Finally, Kodak’s advocacy of a reduction in duties on unexposed film

in 1929 in the wake of its growing internationalization and trading in
this product strongly supports the argument.

CAsSe 6: NEWSPRINT

The U.S. newsprmnt industry began growing rapidly in the late 1800s,
as the demand for newspapers escalated. By the 1g10s this industry,
which was already the largest segment of the U.S. paper sector. had
developed into one of the nation’s ten largest.«s3 At this time, however,
pressures for change in the industry became intense. As the United
States depleted its supply of wood and the Canadians developed their
own industry, the U.S. newsprint manufacturers gradually moved
their operations north of the border. By the 1g20s, the American
newsprint industry was losing its nationai basis and becorwing instead
a highly multinanional and trade-dependent sector.

The 1920s were difficult years for this U.S. industry. Imports began
capturing a large part of the U.S. market in the early part of the dec-
ade. In 1g13, imports were valued al $5.7 million; in 1921 they rose
to $79 million: and by 1929 they eclipsed domestic production as they
reached $144.5 million.#s4 [mport penetravon {(imports as a percent of
domestic production) also skyrocketed, growing from 10.7 percent in
1913 to nearly 70 percentin 1921, o 17g percent in 192g.*% I'he U.S.
industry peaked in 1926; after that, imports overtook domestic pro-
duction, which began declining. Foreign compeiition thus became a
major concern.

Economic difficulties among newsprint yanutacturers were appar-
eut in the 1g920s, as they experienced a reversal of the growth (rend
that had marked the induscry since the 1880s. They were hit by prof-
itability problems, overcapacity, and declining numbers of firms and
employees. The beginning and end of the decade were the most dif-
ficult. In 1921 the industry’s losses approached $30 million, and in the
late 19208 firm closures and mergers indicated furthcr proht diflicul-

=+ U.S. Dept. of Commerce, Cinsus of Mamufactures (Washingion, D C.: GPO, 1919).

™eus, urnc, Conierce Yearbook (Washingion, D.C.: GPO, 1922), pp. 260-66; 1926, p.
554: 1930, val. 1, p. 5.(0.

* [bid.
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ties.» The number of firms dropped from 710 in 1927 to 685 In
1929, although the number of employees remam.ed nearly constant.*s?
Most important, U.S. production levels for the industry were declin-
ing, and capacity uulization levels were exmlc:mely low.’fs .

Newsprint manufacture was a Type lY industry, with Ixmfted ex-
ports but extensive multinationality and lmraﬁlrm trade relations. 1n
its trade, the U.S. industry was dependent on 1mports; €Xports were
minor. [1s export dependence was low and decreasing, and its va.lue of'
exports fell over the decade.s Key wor!(l markers were su})pbed b’y
exports from Canada, not from the Ungited Stat'es.=4u Al he mdu.s(rys
irade balance was also increasingly negative in this period, reachmg.a
whopping $143 million by 1929."" The ratio of exports (o domestic
production was also low and declining. In 193, the ratio was 4.5 per-
cent; in 1g21 it fell to 1.g percent and by 1929 (0 1.7 percent.** The
U.S. newsprint industry was not dependent on its exports; they played
only a minor role in its performance. o

Although their export dependence was insignificant, lh.e U.S. news-
print rmanufacturers’ muhinationality was well develope.d in the 1920.
The major U.S. firms had extensive foreign producuon. operations
and intrafirm international trade. The newsprint seclor, n.\ fact, h??d
the highest amount of capital invested abroal?i of any U..S. mdust.r){ in
1932. Its direct foreign mvestments were esnma.le(.i at $224.6 million
at the lime 218 Notable also was the fact that this iovestment was.lo-
cated completely in Canada.*st The U.S. irms dominated the growing
Canadian industry and controlled aver 30 percent of the capital in-

vesied in it and about g0 percent of total Canadian vewsprint-making

capacity by the late 1g20s.745

5eNYT, April 16, 1922, pt- 2, p- 150 Scnate, Finauce, Tayi Azt of 1921, sch. 13, -
y372: House, Judiciary Commiltec, Study of Manwyoly . - Newsgnind Prjror Indusiry,
i*.md Cong.. 15t scx~. 1951, H. Rept 305, pt. 1. Pp- 34-30. he .un?e.(l firm, the Inter-
nationa) [‘Jper Co.. alone lost $5 mdtion :n 1928, accnrding to the NY1, May *. 1928, pp-
[FEANRUA B

< U.S. Dept, of Gomunerce, Census. 1429

«: NYT. Apu:l 8. 1927, p- 3°2- o

¢ u.s. BFDC, Commerce Vearbook, 1022, pp. 260-66; 1926, vol. 1. p. 554. 1930, vol. 1, p-
540 . ) "

- Houst, Judiciary, Study of Monopoly Powcr, 14957, Revt. 505, pl. 1, pp. 94-93.

0y 5. pr0C, Commerce Yearbook, 1622, pp- 260-60, 1926, vol. 1. p. 5045 1480, vol. 1, p-
540.
e 1bid.
443 Senale, American Branch Fa:!omes, Doc. 120, 1933, p. 11.
~t Ibid., pp. ¥1-19. .
2 Hoase, Judiciary, Studs of Monapoly Power, 195) . Rept. 505, pl. 1, P- 56. Becausc il
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This multinatiopality was concentrated among four of the largest
U.S. newsprint manufacturers.z«S Of these, the largest—the Interna-
uonal Paper Company—began significant manufacturing operatioos
outside the United States in the early 1g20s. By the end of the decade,
International Paper was one of the three largest newsprint producers
in Canada. accounting for 14 percent of total Canadian production
and 12 percent of total U.S. production of newsprint by 1928.247 The
third largest U.S. producer, the Crown-Zellerbach Corparation, also
possessed substantial manufaciuring investments in Canada. By 1928,
Crown-Zellerbach produced 15 percent of total newsprint consumed
in the United States and § percent of the Canadian supply.®® The St.
Regis Paper Company, the fourth largest U.S. ficro, began manufac-
turing operations in Quebec during the decade.?#s In addition, the
Kimberly-Clark Company owned the Canadian manufacturer, the
Spruce Falls Power and Paper Company, which it expanded greatly in
1926 in order to become the New York Times' sole source of news-
print.?s°

A second feature of the U.S. irms’ foreign operations was their siz-
able exports. These firms had highly integrated iniernational opera-
dons; each plant was bound to the others through a web of inrrafirm
trading operations. The U.S. firms not only exported from Canada to
the Unjted States but also from Canada to major markets in the Far
East and Europée. Overall, U.S. plants in Canada exported over 80
percent of their production.s> The U.S. newsprint industry’s multi-
nationality was thus extensive and inlegrated, although concentrated
i1 Canada among four large U.S. furms.

‘the U.S. and Canadian newsprint markets were also connected
through the foreign sales operations and contracts of Canadian pro-
ducers in the United States. Though Canadian manufacturers tended
not o produce in the United States, they operated sales outlets there
and entered into relationships with U.S. firms to sell their newsprint.

includes the vavan and wallboard sectn us figure overestimates the value for just the
newsprint industry; this overestirnation is not, however, very significanc.

wi Senate, FIC Report on 1he Newsprint Paper Industry, 715t Cong., spec. sess., 1930, 8.
Doc. 214, pp. 79. L112-14.

«7 Louts Stevenson, The Background amd Economics of American Papi: Making (New York:
Harper & Bros., 1g40). pp. 174~75; Senate, FTC Report on Newsprint, Doc. 214. pp- 79.
112-1%

18 d.

i Moody's, Manual: 1927, pp. 2586-87.

vs [bid., p. 380: NYT, April 29, 1926, p. 25:8; N¥YT| September 27. 1927, p. 4:2.

*v A. E. Safarian, Foreign Ounershp of Canadian Industry (Toronio: McGraw-Hill, 1966).
p- 125.



g6 Chapter g3 * 1920s U.S. Cases

The Canadian firms did not have much capilal invested in the United
States, but by means of their oligopoly agreements at home and their
L.S. contracts they controlled a substantial part of the U.S. newsprint
market.z5* U.S. fiims' control of the Canadian market was, neverthe-
less, greater than the Canadians in the United States, because of the
Americans’ more extensive direc( mvestments. I'he key point, how-
ever, is that the two markets were tghdy linked through both sets of
iternational ties. Qne observer claimed, “the Amencan and Canadian
newsprint paper industries [are] essentially one and the same entity,
having the same primary markcts and the same interest.”:

Several other fealures of the industry are important. The American
manufacturers were highly oligopolistic. In 1928, over 50 percent of
total U.S. newsprint production was controlled by three U.S. firms.?
This market control was accompanied by much manopolistic behav-
ior; price ixing, market-sharing agreements, cooperauve buying, and
production quotas were constantly evident.#*»* These practices were or-
ganized by the industry giants. especially by the International Paper
Company, which operated as the “price leader” in the U.S. market.®®

This oligopoly was reflecied in the industry's tight political organt-
zauton. The U.S. firms’ interests were represented through the Amer-
ican Pulp and Paper Association, which had long operated as an effec-
uve polincal voice for the jndusiry#» This association, however,
appeared o be dominated by the largest firms in the indusury, and so
its political activitivs tended to favor the interests of the Lirgest, mul-
unavonal U.S. newsprint manufacturers.** The newsprinl mduscry in
the 1920s was Lhus economically powerful and politically well organ-
ized, largely as a consequence of its oligopolistic structure.

Another aspecr of the industry in this period was ils growing links
1o the pewspaper publishing industry. These mounting ties resulied
from both backward and forward integration of the publishers and

< Senate, FTC Report oo Newsprnt, Doc. 214, pp- 17-21, 85-89: NYT, November 24.
1928, p. 18:2; NYT, Novemnber 26. 1028, p. 4501,

= Constant Sontlesarth. “I'he Nessprint Pancr Industry and the “Far 06 Journal of
Pahitical Ezonomy 30 (1g22):604.

- Senate, FTC Report on Neusprint, Doc 214, pp. 15-17.

= John Guihria, The Newsprou Poper Indwst:s (Caribridge: Harvard University Press,
1941). pp- 94-08.

#55 Senate, 'iC Report an Newsprint, Doc. e14. p. &1: House, Judiciary Committee, Siudy
of Monupnly Puwer: Newsprinl Paper Indwtry, S131 Cong.. 2nd sess., 1950, serial 14, 1. 6a,
PD- 294-303, Q22-25.

-~ Senate. FTC Report on Newspring, Doc. 214, pp. 99-100.

©S House, Jud:uiary. Study of Monopoly Pouer, 1950, serial 14, p1. 6a. pp euy-gi10. g22-
25; Senate, FTC Report on Neovpond, Doc 214. pp. gg-100; VYT, February 6, 1921, p. 8:1.

Newsprint g7

manufacturers. In the 1g20s newspaper publishers began acquiring
substantial interests in U.S. and Canadian newsprint manufacturing
operations.=™ Newsprint manufacturers also integrated forward. For
.examp]e, by 1929 the International Paper Company had sizable hold-
ings—about $10 million, or 10 percent of its total assets—in thirteen
newspaper publishing companies.#% In fact, all but two U.S. newsprint
manufacturers had substandial ties 1 the publishing sector.26* The de-

- velopment of these ties brought the nwo groups’ incerests into greater

harmony by the end of the decade.

The Dependent Variable

The trade policy preferences of the U.S. newsprint manufacturers
may be seen through the congressional tarifT revisions, the U.S. Tariff
Commission investigations, and intra-industry debates in the 1920s.
Of these three, the congressional hearings of 192) and 1929 provided
the most information about the firms’ preferences, but evidence from
all three suggests that the firms preferred open home markets, espe-
cially in the latter part of the decade, when a very solid consensus
emerged on this position.

The roots of this consensus began developing in the )g1os. In 1911
the United Seates and Canada negotiated a reciprocity treaty that was
1o place newsprint, wood pulp, and several other goods on the free list
in both countries. The impetus for this agreement came from two
sources. First, the U.S. newspaper publishers wanted the duties on
newsprint eliminated so they could obutain it at lower prices. They also
feared the enormous monopoly power of the U.S. newsprint produc-
ers, especially the International Paper Company: hence, publishers
lobbied 1o reduce the tariff in order to increase competition among
the manufacturers. '

The second source of pressure for tariff reductions was the U.S.
manufacturers themselves. Although not as enthusiastic as the pub-
lishers, the newsprint manufaciurers perceived an advantage in |iber-

"+ Senate, FTC Rijort on Newspiunt. Doc. 214, pp. go-93; House, Judicarv. Study of
Monopoly Power, 1951, Rept. 505. nt. 1, pp. 47-50. For example, the New York Times
bought into the Spruce Falls Power and Paper Company of Canada, which was owned hy
the K:mberly-Clark Company. The Cincago Tribune integrated backward into newspnn/(
manuficmring by purciaasing the Ontario Paper Company of Cinrada in addition (o sev-
eral U.S. firms, Other publishers. such as the Hea; <t Papers, chosc 10 integ: ate (hrough
conurictual agreements rather than ac(ual investmenis.

e NYT, May ). 19209, pp- 1:8, 2:1-6 .

*® House, Judiciavy, Study of Monopaly Power, 1951, Rept. 505, pt. 1. pp. 47-30.

©t Lyman Weeks, A Nutory of Paper Making in the U.S. (New York: Lockwood |rade

Journal Co., 1916), pp. 316-17; Stevenson, Background and Econamus, pp. 168-69.
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alizing trade in wood pulp and newsprnt between Canada and the
United States. Many ol these hirms had acquired sizable forest hold-
ings in Canada, and they wanted to make sure that the wood producis
derived from these holdings could be exported to the United States
withour interference.”®s The reciprocity treaty was designed Lo ensure
this trade flow in return for opening the U.S. markel to Canadian
newsprint. Despite these pressures, the Canadians eventually vetoed
the reciprocity treaty, believing it would only increase their economic
dependence on the United States 254

U.S. pressure for liberalizing the market in newsprint did not die
with this treaty. Rather, the momenium for a @anff reduction condn-
ued, and in the “liberal” atmosphere of the 1914 tariff revision, news-
print and wood pulp were placed on the free list.*”> Newspaper pub-
lishers were most actively involved in pushing for this change. U.S.
manufacturers supported it but wanted an assurance, or a reciprocal
action, from the Canadians promising they would not tax or forbid
exports of the wood products used in newsprint manufacturing.*68
The U.S. producers became upset with the wariff reduction only when
the Canadians refused to give such an assurance and later began im-
plementing just such an export embargo.

In 1921, at the time of the Fordney-McCamber Tariff revision, U.S.
newsprint manufacturers and newspaper publishers were the key par-
ticipanis in the debate over the newsprint tariff., Both wanted the
duty-free status of newsprint o be rewained; however, the manufac-
turers had other demands as well. In the congressional hearings, the
American Pulp and Paper Association testified that newsprint should
remain on the free Yist, but that a provision for raising the duty should
be inserted to allow retaliation against foreign countrics’ unfair irade
practices.”®? This provision, of course, addressed the manulacturers’
complaints against the Canadian exporl taxes and their threatened ex-
port embargo on wood pulp. The U.S. firms wanted trade between
the two countries liberalized even further; they wanted to use gavern-
ment policy o open the Canadian market to a greater extent. This
free trade position was anomalous for the association, since on every

¥ Senate. Finance, Tanff Act of 1929, sch. 28, pp. 623-24.

M Wilkins, Emer of Mulnational Enterpnae, pp. 1.14-45

¢ Sourhworth, "New i Paper Induastny,” pp 681-go; John Glove: and Witliam
Cornell, eds., The Develsp:  nt of Awirican (nitnsiries (INew York Prennce-Hall, 193¢). p.
100: Wilkins, Emergrnis of Muitinovonal Enterprise. pp. 148-40; NYT, July 27, 1922, p. 711~
3

= Senale, Finance, Taryf Act of 1929, sch. 16, pp. 623-24: NYT. July 16, 1geg, p. 20:1.

*. House, Ways and Means, Genrral Tanff Revision of 1921, s¢h. M, pp. 2902-2905.
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qlher paper product it was demanding a tariff increase. ‘I he associa-
uon's position on newsprint retlected the preferences of the maj

U.S. manufacturers. e

o Lihe 1921 hearings only two of the American newsprint firms tes-

nﬁe.q independently. Their individual testimonies supported the basic
positon enuncialed by the association but added one Or LWO more spe-
cific demands. The St Regis Paper Caompany lobbied to ensure [Eal.
no d»..x[y was placed on newsprint and 10 divert ateention from the re-
ta%lauon provision suggested by the American Pulp and Paper Assod-
ation.*s St. Regis mainwined that any such duty, or the threa(‘ 1o im-
pose one, would simply provoke Canadian retaliation and thus hun
.lhe induscry. The company’s large Canadian holdings and its sjzable
intrafirm trade between the two countries made it seusitive (o the ef-
fects of any retaliation by Cunada. .

The Internauonal Paper Company, in contrast. was as deeply in-
valved n Canada as was St Regis buc was willing 1o adopt a 1;101‘&
aggressive strategy in its pursuit of freer irade belween the two coun-
tries. International Paper had substantial landholdings in Canada in
1921 but few production facilities abroad. This firm lavored inclusion
of a remliatjon provision; moreover, it wanted the United States o
threaten actively to invoke this if the Canadians made any move 1o tax
ar halt wood pulp exports.®s

The U.S. newspaper publishers also testified at the 1921 hearings
/‘\s in the past, these publishers remained ardent advocates of du[v-I
free newsPril.wL. They argued in faver of reLtining newsprint’s free sta-
tus and against Lhe retahiatory provision that International Paper
wanted.*” Like St. Regis, they maintained that the retaliation provi-
sion was likely 10 worsen U.S.-Canadian reladons. Publishers feared
that retaliation was a ploy developed by some major U.S. manufactur-
ers to enable them to increase the tariff if their monopolisuc position
were ever threatened.

The newspaper publishers’ fears about the depth of the newspring
manufacturers’ sentiment for freer irade proved unfounded. The
U.S. manufaciurers’ extensive and growing invesunent relations with
Canada made protectionism prohibitively cosily. These manufacturers
complained about the Canadians’ attemplts (o tax and embargo wooci

1 1bid , pp. 2967-68: Moody's, Manual: 1927, pp. 2586-87.
" Senate, Vinance, Taniff At :
. riff At of 1927, sch. 15. pp. 4866-68; MYT, July B, 1923, pt. ¢, p.
17 Senate. Finance. Tasiff Actof 1921, sch. 15, pp 4878-4g10.
' House, Ways aud Means, General Tariff Rewston of
. \ 7 ] 921.sch. M, pp. vg44-66; Sen-
e, Finauze, Tanff Act of 1927, sch. 15, PP- 4878-4g10. PP -
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pulp exports. In the mid-1920s, they .pressure.d Cong}r}es(ij::d::: e;_
ecutive branch to halt and/or retal'mte agamst‘suc' L dan €
forts.? The U.S. manufaciurers claimed that thys ?xpor p‘ l-,gl;s -
cause it would induce the movement of rr?anufactgtlllg opel)a o e
Canada and the export of finished PEENSPS? tj;odnll)sttl:rel;o 1“;25 rred
s, would mean the demise of the Lo 1f v. -
xS\t::ufacLurers lost their fight: the CT;MIITD(SI ‘?gﬁffda;;zr%éc;;l
ulp at the provinaal level; th ‘
?::fl?a?el: Z?(‘i)dUPS. %rms rall))idly moved their newsprint manufactur-
\ 3%
‘“BB:?OC(Z“;CLE’;QQQ tariff revision, 1he. newsprint 'r@anu;z'icturf;:slp::-
sued two other issues related 0 foreign congpetmon}. |rs:icl ) 2;[15;
manufacturers lodged antidumping c.omplamtfat ]ne Us nuéuur_
German and Scandinavian newsprint imports.”: T1e.se tlr»?min wr
ers were joined by much of the U.S. paper lr.mduslry in fc 11:1 erg that
these countries were subsidizing and ‘dun}pmg all sorts oHp ‘Peve? oo
ucts in the U.S. marker.®s An invesugalion was begun. However,

new Y m l‘a( ¢ oon ](? mterest Al‘ld n th end no ¢
e Sp Nt antu turers § St I} cuon

6
was taken.”? o _—
The second jssue involved atlempts to alter the definition of “sta

ard newsprint.” The U.S. paper industry in generzdbsoucgiht’;e%rtc}lclie
and narrow definition of which paper goods would be admt L Olhe);
free. In the early 1920s, U.S. mgpufaaurers of Papeli Lgﬂooon’ her
than newsprint wanted d}islde(:mluonA;oL l)r:;:\z;r;jc\:u:—c;m(_;l]zo &_Wored
itive 3 . some of the newspri ‘

E:S“;‘LC‘::IE:\Z because they viewed it as 3 possible. waly of ke'CE);;:gt
out German and Scandinavian impons.‘ﬂ’ ane again, 1 1eUngu 5;1 n
manufacturers lost interest in this issue. 1'be 1'?51 thlhf! 5‘ .Op\:e|m-
industry, however, remained c»once‘rncil, pressmgﬁ( e -.[(.) EO e
ment for a narrowing, ot «clarification,” of the dehninon z

throughout the decade.*

-g: NVT, Eebriuy 2, 1425, p. 1-2
vix NYT, July 8, 1028, Pt 2, p 1:2: . - 1 e
v Will;il-ls. )Emngence of Multinational Enterpri:. pp 19343 Stevenson, Background an

L eonomics, Pp- 160-973 Honse, Judiciary, Study of Honopuly iower, 1954, Repl. 5035, Pt 1.
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I |.~,1 NYT, August 27,1920, P 35 NYT, August 28, 1021, . 204 e A
* NYT, August 27. 192, P 3758 NYT. October 2, 1922, p- 216: USTC. 5
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R"‘i_’l”':_‘(;g% \‘;'a‘;'s and Means, Tarif Readiusiment—1929. sch. 13, PP §540-43- Iinports

) . i 2hel line 11 Larers
(rom thest souniries fcll somewhat, wiich 1nay account in part for their dec

est.
v37 1bid., sch. 14, pp. 6821-24.
38 | bia.
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On thie dumping and newsprint debnition issues, the U.S. newsprint
manufacturers initially joined the rest of 1the paper industry in seeking
wo restrict trade. But the manufacturers’ positions on these issues were

" half-hearted; they did not pursue them and were not upset over their
demise. Their overall inlerest was in opening up international trade
in newsprint, and this interest persisted, as the tariff revisions docu-
ment. In fact, their preference for open markels was strengthened in
the course of the 1920s, as their foreign operations intensified.

During the 1g2g Smoot-Hawley Taniff revision, this consensus on
free trade was evident. In the course of the most protectionist tariff
revision in American history, not one U.S. newsprint manufacturer
testified for increased duties, for a retaliatory provision, or for any
other restrictive device. The manufacturers all favored keeping news-
print on the free lisc.7¢ Once again, newsprint was the only item con-
cerning paper in the lariff schedule on which the manufacturers did
not want to elevate the tariff. The major reason for this free trade

sentiment was the newsprint manufacturers’ extensive ties to the iter-
national economy. Their substantial direct foreign investments in
newsprint production by 1929 had solidified therr position on the Lar-

iff. A representative of the paper manafacturers tesiified: “The whole
economic stluation [referring to the lower cost of foreign production
operations of the U.S. manufacturers) is such that it would be foolish

Lo attemnpt to put a duty on newsprint.”*

During the Smool-Hawley hearings the U.S. newspaper publishers
also tesufied on the newsprint tanff issue. As before, they advocated
the retention of its duty-free status and oppesed any restriction of its
trade.*3* The publishers also wanted to expand the open marketin news-
print by enlarging the category of “standard newsprint.” They wantcd
the Commerce Department’s definition of newsprint 1o be broadened
so that more types of paper could be imported duly-free.s*: This
demand was linked to the publishers’ own expanding international
ties, As they had integrated backwards inlo newsprint and paper pro-
duction in the United States and Canada during the 1g20s, they had
developed an interest in the duty-free import of all the newsprint and
paper they now produced and used. At a minimum, these new inter-
national links induced them to oppose the American paper (not news-
print) manufactarers’ attempls to restrict the definition of newsprint.

*» House, Ways and Means, Tarff Readjustmen—1929, sch. 13. np. 6819-34; Scnate,
Finance, Tanff Act of 1929, sch. 14. pp. 2-g. and sch. 16, pp. 616-24.
*> House. Ways and Means, Tanff Readjusoment: 1929, sch. 13. p. 6827

=+ (bid., sch. 15, pp. 0340-61; Seruire, Finance, Tanff (1! of 1929, sch. 16, pp. 616-24.
=7 Jbd,
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Thus, by 1929 the LS. publishers as well as the American mgnufac-
wrers found their growing foreign operations shaping their trade
preferences in the direction of frecr trade. o

lnira-industry debates regarding trade issues for the newsprint 1n-
dustry were limited in the 1920s. The central debate appeared to be
not over the extent of protection but over the best strategy for open-
ing markets. In 1ge1 this debate was reflected in lhf dxf{’eFem posi-
tions adopted by St. Regis and International Pa;?cr, St. Reg_ns felt the
best way to ensure open markets was through unl]ater'fil. policy moves;
International Paper viewed aggressive, retaliatory policies as most e.f-
fective. But even this muied debate over strategy was not evident in
tg29. By that time, the extension of all the major U.»S. firms’ opera-
tions into Canada aligned their interests and stratcgies on the tariff
issue. No internal debates over the industry's preference for free trade
in newsprint were visible at this pont.

Overall, the newsprint industry provides strong support .for the ar-
gument advanced about Type 1V industries. Having extensive and in-
tegrated foreign operations, the U.S. manxxfacture)‘s found Lher.nlselvcs
ded tightly to the inlernatonal economy, which m turn conditioned
their Lrade preferences. They consistently supported the dut'y-an:e sta-
tus of newsprint imports in the 1920s, despite the economic distress
they were experiencing. In addition, their support for open markets
increased as their foreign investment ties deepened in rhe late 1920s.
As this case suggests, extensive, integrated mulL?naLional operations
can pull firms away {rom preferences for protecton generated by se-
vere import competition and economic difficulty.

CHAPTER 4

The 1970s U.S. Case Studies

StXx AMERICAN INDUSTRIES in the 1g70s are examined below (o see
whether they fit the hypothesis that ipdustries with substantial links to
the mternational economy are less protectionist than more domesti-
cally oriented industries. even if both are facing serious economic dis-
tress. As in chapter g, each case study has two parts. First, the indus-
try's economic difficulties and nnport problems are discussed in order
1o document its a priori interest in protecting its domestic market. The
industry’s ties to the internanional economy are detailed at both che
industry and the firm levels, to allow classification of each case in terms
of the argumenc and to generate expectations about its preferences on
rade.

Second, the industry's preferences on trade issues, as expressed in
three arenas, are examined. In the 1970s, trade law, rather than the
wariff, was the major means of obtaining protection from imports in
the United Swates. Thus a central focus here 1s the industry’s activities
in petitioning and lobbying the relevant executive agencies —i.e., the
U.5. International Trade Commission (11G), the Department of Com-
merce, the Department of the Treasury, and the office of the U.S.
Special Trade Representauve. Another consideranon is each indus-
try’s involvement in Congress, especially its testimony concerning the
GATT negotiations of the Tokyo Round and other attempis to intro-
duce trade legislation. Finally, the industry’s internal poliueal divisions
over trade issues are discussed. The focus is on divistons among the
firms und the effects of these divisions on the industry’s politcal activ-
ities. A survey of these three arenas provides a comprehensive picture
of our dependent variable—the trade preferences of the selected
1g70s industries and of the firms within them.

Case 1: FoorwEAaRr

The U.S. nonrubber footwear industry experienced tremendous eco-
nomic distress and decline during the 1970s. Factory closings were nu-
merous, with over goo U.S. factories shut down between 1968 and



