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spond economically to their problems. In the face of §erious economic
decline, the large firms opied to diversify and/or to increase their in-
ternational opcrations rather than to call for protection.* '

These differences within-the industry were not reflected as much in
its political organization. All the firms in the tire industry, except
McCreary Tire. belonged 1o the rva. Although .d(ln.mnated by the
large multinational tire makers, the rMa's tire division a:lso r.e[.)re-
sented the small U.S. manufacturers. It lent support Lo their petitions
for trade relief in the late 1g70s and the early 1g80s but did not par-
ticipate in decision making on these cases on1‘ WO reasons. First, not
a1l the major firms liked the idea of pursuing the petitons, and the
aMa refused (o take action whenever unanimous consent was lack-
ing.’7* Second, the RMa was legally forbidden by the _l’edera] Tr?de
Commission from collecting and circulating data on industry prices
necessacy for the Aling of cvp and antidumping suits. <™ Apparently,
fear of anlitrust violations kept the kma out of the petiion process.

Because of these two factors, the ’Ma refused to handle the smaller
firms’ wrade complainis. These firms then decided to Jorm their own
ad hoc committee, as already mentioned, to develop consensus wnhm
the indusiry on the trade complaints. Gonsensus .bluilding was very im-
portant in this industry, largely because the petitioners’ problem was
obtaining the support of the industry lead§r, Goodyear, who pre-
ferrcd freer trade. Withoul Goodyear’s tacit support, any petiion
lacked credibility: hence, Goodyear had to be convinced, along with
the other major firms, nol to oppose the petitions. The industry’s eco-
nomic structure thus rendered political consensus building a necessity,
while the major firms’ well-developed links o the international econ-
omv made trade policy actions to hinder imporis undesirable and dif-
Gieult to undertake, even in the face of tremendous economic distress.
Rather than seeck protection, the major firms adjusted on their 0\.vn,
shedding unprofitable operations. diversifying, and/or developing
new products.

£ RPN, January 18, 1982. p.1; RPN, March 2q. 1082, p. 1; RPN, April 26, 182, pp.
1, 75; RPN, September 27, 1982, p. 50! #MA INCETVICH Y,

RMA INLElvIews, .

2 1bid. One interviewee claimed (he ru4 feared the antitrus: :mplicat:ons of collecung
the antddumping #nd countervailing-duty data: the other inwrvicwe‘e claimed this was
nat a concern, since they colected this data for the excise 1ax calculatjons.

CHAPTER 3

The French Case Studies, 1g70s

WE Now TURN 10 six French industries of the 1970s, and examine
them in terms of our primary hypothesis: thal industries with greater
links to the international economy should be less protectionist than
more domestically oriented industries, even when both face sertous
econotnic distress, As in chapiers g and 4, each case is divided into two
parts. First, the industry’s economic distress and unport problems,
which indicate its a priori interest in protecting its domestic market,
are discussed. The industry’s ties to the international economy are also
detailed, generating predictions aboult its preferences on trade policy
issues. Other relevant features of the indusiry are then examined as
well.

The second section of each case explores the preferences of the in-
dustry vis-a-vis trade policy. For French firms in the 1g7o0s, four dif-
ferent arenas for communicating their trade policy views existed. The
industry expressed its natwneal trade policy interests, usually involving
its complaints about foreign trade and its desire for import surveil-
lance or limitation, 1o French government officials. Second, the indus-
try made known its demands for mdusivial policy measures through
pressure on the appropriate French officials for increased aid, subsi-
dies, reduced tax burdens, and new norms and srandards affecung
foreign competition. Thurd, the industry’s desire for wrade policy ac-
tions at the Eirropean Communaty (EC) level may be seen in 1ts prefer-
ences expressed regarding the tariff negotiations of GaTT, its com-
plaints about foreign dumping, subsidizaton, or 1jury by imports,
and its demands for iinport surveillance or limitation by the EC. The
fourch arena was internal, involving the industry’s own discussions
and determination of sirategies to deal with its problems.

CASE 1: FOOTWEAR

Prior to the mid-1g970s, the French footwear industry was a success.
The industry was the second largest in Europe. just behind Italy, and
the world’s third largest footwear exporter. This success was reversed
after 1975; from this pomi on, the industry declined steadily and ex-
perienced severe economic distress due to increasing imports, declin-
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ing demand within France, and closure of the traditional export m.ar-
kets. Decreasing numbers of firms, rising wnemployvment, falling
investment, and low profitabilicy marked the industry. Bglk'een 1972
and 1978, 20 percent of all French footwea‘r ﬁrll'ns dlsappeareé.’
French footwear production, after reaching is highest voliume in
1971, declined <ome 15 percent between 1975 and 1g81.® Thes§ firm
closures and production declines led 1o rising unemplo_wnen'[ in the
industry.t By the late 1 g70s, invesunent levels and profit margins were
very low.:

eKs troubled domestic situation after 1974 was accomparﬁgd by a de-
terioraling international irade posilion, as mar_li fested in rising import
levels, mounting import penctration, and dechning cxport.:x'.lThe foot-
wear industry in France initially benefited from :he opening of the
European Common Market. Between 1gby and 1974, 1ts eXpOILs grew
phenomenally, around 25 percent per yedr, Whlltt‘lI.S imports re-
mained moderate.s After 1974, however, footwear imports surged,
doubling in value almost every (wo years betweell 1974 ;n?d 1950.7‘As
a percenlage of the domestic market, imports also. rose: in 1970, im-
port penetration was around 12 percent, by 1977 it was over 25 per-
cent and by 1981 it accounted for almost 5o percent of the French
market® The warst periods for the indusiry were the vears from 1975
to 1977 and from 1979 to 1983. The Arst period was mml'ked‘ by a
sudden surge in ltalian imports, as well as by a sharp decline mn ex-
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ports due to the closure of traditonal markets abroad.? In the second
penod, imports surged once agatn, but their primary source was now
the countries of East Asia, mainly Taiwan, South Korea, Hong Kong,
and China.’ Between 1975 and 1981 French footwear imports rose
by 67 percent, while its exporis fell by 7 percent.' Overall, the indus-
ury’s economic difficulties and vising foreign competition made il a
likely candidate to seek protection.

The industry’s links to the international economy in the 1970s were
moderale but declining. In general, French footwear was a Type | in-
dustry, with limited trade ties and few multinational operatons. The
ties that did exist were concentrated in the hands of a few large firms.
The industry’s international trade position in the 1g70s deleriorated.
From an increasingly positive trade balance in the early part of the
decade, 1he industry’s position turned negative in 1975 for the first
tme.* Its trade deficit ballooned from goo million francs in 1976 to
2.4 billion francs by 1982. « The industry’s export dependence—that
1s, its export sales relative to 1ts domestic production—was stagnant if
not falling after 1975. In 1970, the industry exported about 2) per-
cent of its production. This held constant through the 1g70s, reflect-
ina the facl thac both exports and national production declined; but
by the early 1g8os, footwear's export dependence was beginning its
decline, dropping to about 18 percent.*+ By the early 1980s is primary

o Le Monde, October 17-18, 1976; Forum Internaronal, June 11 1976 Fr1cr, Choussures
de ['rance, pp. 16-17: Chuussure Industrie, no. 105 (July 1681); Le Figaro, September g.
1977+ FCEL Sectorad Study, pp. 2¢-26.

@ Although Traly temnained the largest tmportiniz country, these Asvan impurts were
the most rapicly expanding, especially in terms of lower-priced fontwear. See Fnic: .
Chausswres de France, pp. 14-17; Parlement Européen, Rapport du Paitement Eurvpéen. by
E. Romagesli (Stru-bourg Parlement Européon, Novemlior 1981). pp. “ 1-12 esp.; Chaus-
sire fadastrae, no. 1oy (Juy 198)); La Vie Frangause, February 1, 1983, p. 851 EcF.. Sectoral
Study. pp. 24-20. This new source of import competition was combined with (and i pan
a conscyrence of) the tu-ther closure of otier foolwear markets, American restraints on
Asian [ootwear begun in 1978, i particular, caused problems for the urepean -, because
their market then remainced the last one open to foolwear exports and thus served as the
area to which the Asian exports weve diverled. See Chaussure Industrie, no. g5 (February-
March 1980):7-10: Partement Fuvapéen, Rappont du iParlement Européen, pp. 21 .2 esp.;
parsa, L'hdustrie de le Chanssure en Europe, 1979, p. 28

" LSA. no. 85, November 3, 1982, p. 257

Y DAESA, L'indistrae de io Chewssioe en Europe, 1079, pp. 20-30. Luvn, The Suuwataon of tie
Evtvopean Footwenr Industry (Brussels: ¥ 13, 1)33)

s French Customs Service data (Donanes fiche).
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Statsngque, 1983, p. 514, Chaussure Industrie, no. 105 (July 1g81).
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trade ties to the international economy were through imports and not
ex'?'ilelssigniﬁcancc of its export de?endcr\ce was also r_cduccd, SllnCCf
only the few, largest firms in the industry exported. ‘Of a toial o

nearly five hundred firms, the sixty largest accounted for over 75 pe}r-
cent of all exports, and go percent of all exports were done by the
ninety largest firms in the late 1970s."> French export de*.pcn(lenccf m’
footwear was declining in the 1970s. highly concentrated among a eu_
large firms, and limited t0 high-priced leather footwear and 1o a {ew
developed countries’ markets. . . .

The industry had few multinational des. Its fqrengn production was
limited, no more than 2 percent of total produ'cuon::" Among the pro-
ducers, however, different levels of muhinauor{aln).( were apparent.
Foreign penetration of the industry was substantial; in factj of (Iu? te;\
largest firms in France in 1978, three were completely i'orelg‘n ow ni 1.
These threc  Adidas, Charles Jourdan, and Bata- were large mu ti-
nationals and some of the most important eXporters mlFrance.h In
addition, for the top three French-owned ﬁrrns—Apdre. Fram. fxr)‘c‘ig
Myrys—the international mzlrkel. also» played an important role.
These firms had foreign producuon, sizable export 5ale§,land exien-
sive import operations. After 1975, they adapted (o msing forzlir‘:
competition by shifring production abr‘oac.l 10 !ower-wage ‘a_rfals an 2;-
moving increasingly into footwear distribution {commeraal Oper -
Gions), rather than production. in France.'® These three large Frenc

13 b NI1CE, Choussires de Francre, pp. Q=111 Chaussure Industrie, no. 87 (July 197581:37- .
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aues. 1981), p- 28. . -
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firms, who accounted for most of the muluinationality in the foorwear
industry, were thus iinport centered and nof export oriented.

In sum, the French footwear industry’s interpational lies in the
1970s were Jimited and concentrated in the hands of the few largest
firms. Its trade linkages grew on the side of imports, while exports
slagnated. Foreign production operations were never significant for
the industry, although Lhey did increase in imporiance for the largest
firms over the decade. Finally. the different levels of international
linkages among the firms prompted divergences of interests on vrade
1SSUES.

Three other features ol the French footwear industry deserve com-
ment, since they illuinate facets ol its political organization, strength.
and activity. Firse, the industry was composed of many small firms,
and its largest lacked substantial control aver the market.* The large
number of firms and the limited imporance of the largest firins meant
that industry-wide organization was critical for political success. On
the other hand, the differences between the largest firms and the mass
of smaller ones were considerable. The problems and interests of the
large hrms were unlike those of the rest of the industry. In fact, a
majority of the industry felt that their problems were caused by the
large firms’ acuvities in foreign production, distribution, and import-
ing.** The industry was increasingly divided over this issue during the
1970s.

Second, the indusiry was regional. The masses of small footwear
producers were concentrated in three rural areas—the Cbolet in the
Loire. Romans in the Rhone-Alps, and Alsace.* Though each of these
centers had some export activity, the Alsaitan region led in this re-
spect, exporting 47 percent of s total regional footwear production.®s

into France over two-thirds of tiic fovtwear 1 yold there Sec La Ve Frangoise, February
7-13. 1083, pp. 32-36; Le Figaro, February g-10. 1085, p- 18: Le Monde, February 5, 1985,
Usme Nouvelle, Decerber 3. 1981, 0. 75: 1985 André Bulfrnn Sivelarly, Eram ncreas-
mmgly moved production abroad and established a larger presence in distribution in 1the
late 19708 By 1484, it produced 1n France only 40 percent of the footwear it seld there
and iruperted much of the rest from its (uctories in Spain, Portugal. and Brazil. See Le
Mann. Junc 6, 1975: La Vie Frangaise, February 9-14, 1983, pp. 32-36: DAFsA, L'Industrie
de la Chaussure +n France, ~476, pp- 16-17

* FNICY, Chawssaes de Fiance, pp. g-11; ECFL, Sertoral Study, pp. 47-48; DaFsa, L'Industri
dr da Chaussiere en Eurepe, 1979, p- 49- For exaruple, the largest firm, André, held only g
percenl of the to-al market in 198%. Le Figaro, February g-10, 1985.

m Le Monde, April 2, 1977 interviews.

1 FNICR, Chaussures en France, pp g-10; La Vie Frangause, February 7-13, 1084, p. 342
Economic-Géographie, no. 171 (January 1g80):6-7.

3 La Vie Frangasse, February 7-13, 1983, p. 34, Forum Intermational, March 25, 1980, Le
Figoro, March 25. 1980: Le Maim, March 28, 1980
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‘V'his difference in the regions’ extent of imernationg! aclivity was re-
Aected in their preferences on trade matters. In addiion, the produc-
ers’ concentration of actvily in each region enbanced their influence
with the regional government.

Third, the industry-wide association of footwear producers (ENICF)
represented over go percent ol all Frencb fqotwear producers and was
well organized and powerful. The association served not (fn‘ly as the
industry's main conduit Lo the French government and the L(, but alse
as an industry leader, organizing and conducting I.{&l). d(‘lfmm_g ]?rodA
uct standards, and aiding ailing firms. Although mﬂuenual.wuhm.all
sczments of the industry, the associatioq encoun'tered increasing
problems reconciling the (wo main groups' interests in the late 1970s,
which eventually prompted some of the larger firms to seek represen-
tation, especially on wrade issues, elsewhere.

The Dependent Variable

Parts of the lootwear industry in France showed a sirong preference
for protection of the domestic market after 1975, In the later part of
the decade, the industry's internal coherence decreased, as the Jarge
and small firms’ adjusument strategies diverged. The t}iC\'({lO[)lllf:l’ll of
international ties by the largesL fizms provoked increasing lllf?'il—llldltls—
try divisions on trade issues. The lack of export or multinational ues
(o the international economy among most footwear firms mcant that
proteclion was a low-cost strategy with potentially high benefits for
them, while it was more costly for the larger producers. _

Throughout the 1g70s, lhe industry’s concern ?1bout Lradellssu.es
rose and fell with the degree of economic distress it fa.ced. A.‘SAllb dif-
ficulties grew. concern with wade mounted. Three periods of intense
activity by footwear manufacturers at the nnuF)r.xal level on Frm{c and
industrial policy can be identified. in each, activity on trade issues was
couched in the terms of an industry-wide industrial P()]l('}\i. or plan.
The solutions promoted by the industry followed 51m1‘lar fines: they
called for reduction of the “social costs” paid by ﬁrms.'mcreased gov-
ernment aid to “restructure,” and measures o dca]A wnhA(rn.dc pr(?h—
lems. Not surprisingly. in the latier two episodes, which comcided with
periods of severe economic distress, the trade measures proposed
were protectionist. A ‘

The first petiod of the footwear industry’s auem]m} to trade issuves,
between 1968 and 1970, was prompted by the opening of the Com-
mon Market in 1968. The French industry saw this as a great oppor-
tunity and wanted to capture more of the European mlark(-r. In partic-
ular, the eNIcF, led by an active president, Jose Bidegain, and the large
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French foolwear exporters realized the opportuniries of the European
market and designed a plan 10 enhance the French industry’s position
within it. The plan they developed called for substantial government
aid (worth about 4oo million lrancs, much through low-interest loans)
to promote exports and to aid firms in restructuring.™ This set of
measures contained none that served to protect the domestic market,
although the export aid measures did aim at strengthening France’s
wade abroad. In 1g70, after a vear of negotiations over the exact
amount of aid to be given, the footwear industry’s plan was accepted
by the French government.*s

The second period, which began in 1975, was shaped by the indus-
try’s growing economic difficulties. Parts of the footwear indusiry be-
gan complaining about imports, especially from [taly, which ac-
counted for 6o percent of all French foolwear imports.® In ihe face
of workers’ strikes, plant occupations, and plant closures, the industry
association, still led by Bidegain, devised a new footwear plan. It was
simnilar to the earlier one, except that it also contained measures in-
tended 1o protect the French market.”? This plan embodied a compro-
mise between the two groups of firms with different preferences. Al-
though all firms in the industry supported price liberalizauon and
reductions in social costs and taxes, only the largest pressed for in-
creased government aid, especially concerning exports.”® As the pnn-
cipal exporters, the large firms gained the most from this kind of as-
sistance.

On the orther hand, the small firms concentrated in the regions near
Fougeres and Cholet, who faced the brunt of the import invasion,
wanted protection. Supported by unions and the regional govern-
nient, they demanded that something be done to halt the precipitous
decline of the region’s footwear industry; they viewed protection as a
means to fight the problem.+ Thé large firms opposed protection,

+ Le Figarn, Octoher 23, 1968: Les Echos, August 28. 1973: Inlerviews: L'Humanité, Feb-
ruary e, 1g76.

-3 Ibid.

3 parsa, L'indusrie de la Chaveacr #n FLaoepe. 1479, pp. 20-30.

*2 The 1a75~76 plan caled for price-conirol lieralizalion, a new injection of export
and restructiring aid (vom the governrment, reductions in sodial costs and taxes naid by
firms, and the impe n of bovder conzrols i imports, Repport de la Commiisann Industs v,
7th Plan (Par:s: [k wntzuon Frangase, 1976), pp. 187-88; Les Ecioe, February 20,
1976; Le Frguro, Seplc  ber g, 1g77: L'Aurore, September 10, 1975: interview.

8 Lipération, March o, 1978; Le Nowvel Egonomiste, 0. 71, March 7, 1977, pp 38-1u:
interview s,

1 Le Monde, Februwy 19, 1976 Le Monde, March q. 1976, p. 48; Les Echos, April 3,
1976.
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however, for two reasons. They feared irs effects on their exports and.
1nost important, being large importers themselves, they realized im-
port limits might upset their intrafirm trade 7 o

These divisions within the industry did not prevent the association
led by Bidegain from pushing its new plan Ic.on[aining prol.\ectionist.
measures. Bidegain and the regional authornues from Fougeres and
Cholet lobbied the EFrench government, especially the Ministry of In-
dustry, during 1975 and 1976. Finally, the govemmen:t adopted a
plan in 976 o force Italian foouwear importers to use tec.hmcal vi-
sas,” a procedure designed to slow imporls and raise their costs.®
Bidegain also negoliated an agreement on footwear irmports with the
lalian industry. But this arrangement, under pressure fro.m Frcn.ch
Foowwear distributors and the EC, collapsed quickly.s* In this case, in-
(ra-industry divisions prevented the implementation of a protectionist
scheme. .

The association launched a new plan to protect the industry in 1976.
Demands for the industrial policies involved in the 1975 plan were
combined with a new demand for “safeguarding” the industry from
intury caused by imports st After much industry lgbl?y'ing, the F_rench
gbvemmem initiated a new series of measures. similar o the indus-
try's plan, including a system of imporl surveillance and quotas 10
keep the market “orderly."s4

When these policy measures were instituted in 1977, they provo!.ced
2 breakdown of consensus within the industry. The large f\rms‘.mamly
André, Eram, and Labelle, objected to any new protection; in ffju,
thev used the distributors’ association to lobby the government against
(hese measures.ss When the government initiated them over these
protests. the large hrms provoked a crisis within the footwear mdtnstry
association and succeeded in ousting Bidegain. These ﬁrn‘.ns claimed
that he was trying to ruin the industry and that the protecuon he ad-
vocated only hurt French producers.s® The large hrms seized control

v Lo Nl Econumiste, 1o 71, March 7.1077. pD- 99-20; interviews. _

® Les Eciios, February 26, 1976 Le Mopide, Ouiobur 1718, 1976; Le Nouvel Economuste,
no. 71. March 7, 1977, PP 38-9p; interviews; Les Echos, June 6, 1y77.

s Le Mondi. October 1718, 3976.

s3 Le Nowr ! Econvmiste, no. 71, March 7,1977. pp. 38-3g; Le Monde, February 27, 1376;

mmssion Industre, 187-88

R’?"PEZ"Z:"SZY&[ 14. 1976, Lr)-'x:ZEroA }\Zarch 10, 1976; Le Monds, March so, \_97_61 LHu-
mamté, March ¢, |(I)76. Jvs Lofws, Seplember 13. 1977, p- 16 imer\:iew; Minisiere de
'Industrie, Note d'l;gb.-;uaubn, no. 66 (Paris: Ministere de I'Indusirie, Seprember 13,
2477 PP 278+ )
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of the FnICF and pressed their interest in having the protectionist sys-
tem dismantled. Once again, divisions of interests within the industry
himited the protectionist policies adopted. In the end the government
maintained surveillance (a posteriori) on imports but never instituted
the quota system.**

The third episode of industry actuvily occurred between 1979 and
1982. Coinciding with the worsening of economic problems, this pe-
tod was marked by increasing concern over tmports from East Asian
and other less developed countries. Before 1979, however, the indus-
try assocation, now controlled in large part by the big, internavonal
firms. had steered clear of any protectionist activily. The association
waged an increasingly public war between 1977 and 1980 against the
import limits of other countries and atitempted (o increase its ex-
ports.s8 .

When these measures had done little 1o belp the industry by ‘1979,
complaints against East Asian imports were renewed. In response, the
footwear association proposed a new set of measures in 1981. The in-
dustry once again demanded increased government aid to restructure
the indusury, reduced taxes and sodal costs for foowwear producers,
formalizanon of the quality certificate system, a “buy French” cam-
paign waged against footwear distributors, and the negotiation of imn-
port “autolimitation” agreements with South Korea and Taiwan. Co-
inciding with the Socialists” entry into government and their campaign
o “reconquer the domestic market,” these ideas were favorably re-
ceived. In 1g81, the new footwear plan was announced, and later that
year the industry negotiated its own import limits with the South Ko-
rean and Taiwanese industries. +

L'his time, the large French firms did not appear to abject. These
firms seemed 10 feel that this might calm the rest of the industry’s

growing demands for strict, global quotas. Moreover, these import
limitation agreements were “loose.”+* Most important, they did not in-
terfere with the targe firms’ import trade, because these firms neither

37 Interview.

& rer, Sectoral Stuly, pp. 16-20, 63-65. With French gavernment help, il created an
indus‘ry export ce  er and oblained a collective export insurance guarantee from the
povernment (from ACE). Forum Internationid, June 26, 1979

4 Le Mondv, Septeuiber 5, 1980; Les Echos. Seplember 4, 1980; Le Vi Frangase, Feb-
ruary 3-13, 1983, p. 35; Lt Monde. December 7-8. 19823 Le Figaro, June 5, 1981.

© Lo Vie Franpnise, February 7-13. 1984, p. 835, Le rigavo. June g, 1g81: Le Monde, De-
cember 7-8, vufe; Les Ecios, March 22, 1933, Le Monde, April 23. 198); intervicws,

¢ Tiey were administered by the industry association itsclf, and they placed such large
cellings on imports Uit: they were nal very restrictive. Interviews.
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imported fromn Asia nor imported the types of shoes the Asians did.+*
For these reasons, the large. more international firms accepted the
protectionist measures, though they never liked them. _

In the mud-1g970s and again in the early 198os, the industry at-
tempted to obtain increased protection al the Eu.ropean ]e}'ei.l Here
again, the industry’s internal differences limied its protecuom.st de-
mands. During the Tokyo Round negotiations of the GaTT, the French
foolwear indu;uy) claiming that further opening of its market would
mean its demise, sought (o have its tanffs exempted from all prgposed
reductions.s3 Later, it pressed to be included in some global import
limitation prograrv, like the textile sector’s Multdifiber Agre.emem
(MFA).11 In 1978, before GATT negotiations were concluded, it pro-
posed that its tariffs be increased.

Although footwear tariffs were reduced by less than the average cut
agreed to on other products, the French firms’ demz.md.s were not met
for two reasons. First, Lthe large French producer-distributors did not
support these proposals and probably did their best to see them de-
feated.® Second, the lalian footwear manufacturers, being the num-
ber one exporters in the world, opposed any such protectionist meas-
ures. Because the EC operated on a unanimity system, the opposition
of the Italians meant that these measures could not be instituted or
even proposed in the GATT negoliations. Thus once more. im.ra-in-
dustry divisions, based on differences in firms’ international ties al
both the national and European levels, mitigated pressures for protec-
ton.

The second period of European pressure by the French industry
occurred at the end of the decade. In 1978, mounting conuern over
East Asian imports and over growing trade barriers in all other coun-
tries prompied mnany European producers, Jed by the French, to agree
on the need for a more “organized” trading system. Pressure from the
European industry confederation prompred the EC 10 'i))iﬁate a statis-
tical import sorveillance systen on Assan footwear.s® The closure of
\he US. footwear market in 1978 10 Asian imports created fears that
the Asians would then make a massive attack on the European market.
This united the European producers. In the early 1y80s when the

o Tneerviews,

WLy Eenns, October 213, 197551 Le Mondr dec Afjaires (July-August 107 71:59-6a.

14 1~ Echos, Septembar 28, 1978; intervien,

45 Loy Echos, January 24, 178,
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Asian import “invasion” reached new heights, the European industry
demanded that the EC develop a permanent system of import surveil-
lance.+¢ By the carly 1980s, the rise of the Asian footwear importers,
which constituted a threat to all the European firms, had led to a co-
ordinated, mildly protectionist action against theni. As on the national
level, the European foorwear industries grew increasingly protection-
st over the 1g70s, as imports surged and their international ties weak-
ened.

In the 1970s the French footwear industry’s internal divisions also
decpened. The main cleavage exisied between the large firms, who
yimported and exported significantly, and the small firms, whose on-
entation was domestic. Over the 1g70s this division grew, as the large
(irms increased their size and foreign operations in response to rising
import competition. They moved production abroad and imported
more into France. and this activity brought their interests into conflict
with those of the srualler firms. Policy outcomes were affected by these
disputes, as protectionist pressures before 1979 were reduced by the
opposition of the Jarge Arms.

After 197g, when the problem became Asian imports, the resistance
of the Jarge firms nationally and at the European level to protectionist
forces declined. The large firms had few trade relations and no pro-
duction activity in the Asian countries; their ties to this part of the
international economy were weak. Imports {tom this area could be
selectively limited without infringing upon the intrafirm trade of the
large firms, The leaders of the French industry were thus less active
in their opposition ta protection. although the organization of distrib-
utors (sNCIcF), which chey had used earlier to lobby against protection,
did attempt to dissuade the French government from adopting any
protectionist measures.>°

Overall, the French footwear industry in the 1¢770s had limited ties
through exports or muliinational production 10 the international
econonty. As expected, the lack of these tes meant thal when prob-
lems arose, the industry was likely to demand protection. However,
the international economic ties that did exist within the industry were
concentrated among the lavgest firms, and they turned out to be anti-
protectionist in the 1970s. Their efforts centered on promoting ex-
ports und reducing (vade barriers elsewhere. Their opposition to the
simaller irms’ prefervences tor market closure seemed, in the end, to
have diluted the protecuonist measures adopted.

© Parlement Européen, Rapport du Purlement Europicn, pp. §-7; Interviews.
> [nterviews
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CaSE 2: WarcHES AND CLOCKS

The French watch and clock industry underwent dramatic changes in
the 1g70s. The industry shified first towarad the production of watc.hes
in response to declining consumer interest in Jocks and second, in a
more significant change, toward the development of electronic
watches. This technological revolution caught French producers una-
ware, The industry was both unwilling and unable to make the change
10 electronic watches and clocks. By 1981, a decade into the technolog-
ical shift, France had only two producers of elecironic watches, ac-
counting lor a mere 15 percent of total consumplion.ﬂi Not surpris-
ingly, this cast the industry dearly. Within France, the firms suffered
a great deal; their market was invaced by jmports and many of them
disappeared. From an industry with hundreds of firms in the early
1970s, it was grouped entirely around one firm by the carly 1980s.5°
Internationally, the French also dedlined. In 1977, they weve the fifth
largest producers in the world: in four years they had fallep io sev-
enth.’s o

Falling demand and shifting consumer preferences in view of t‘he
elecivonics revolution forced rapid adjustment on an already weak in-
dustry. Problems began in the early 1970s with mounting firm llos.ses
and closures. rising unemploymeut, fallng profitability, and declining
investment.ss These problems continued throughout the 1970s and
returned with renewed impact in the early 1980s.5" [n 1982-83, the
industry’s two largest irms were forced o lay off large numbers of
workers and close various operations.** The industry thus faced sen-
ous, mounting ecopomic distress between 1570 and 198s. B

The technological change also brought new foreign competition, as
imports from East Asia surged. Before 1968, the waich and clock pro-

v La Vie Fran, use, Novew'ser g. LG8,

= Centre pt)u.r le Développement Horloger (iercafter CPDR), Rapport sur {Horlogene
Frangase (Paris. cppH. 1986). P. 2 Econonr-Gengraphi:. no. 202 (Fehruary 1983):2: Les
Ecicne, Junce 22, 1979.

“ Econvwre-Géagraphir, mo. 202 (February 1983)1. _

= cepyy, Rapport. pp. 8-9, LSA, no. Ri6. October 8. 1af8z. pp 66-708 Usine Nouvelle, no.
9. March 1, 1984, p 44; Econgmup-Géagraphie, no. zoe (February 1g8g):10-11, CPDH, Bl
;i&( Actizatds du CPDH depuis 1982 it Propusitions porr un Now Pyngramme o Moven Terme
(Paris: CPDH. 1085), 1NNUX, PP. 4-31 DAFSA. Llndwtrie : (Pari-: naFsa, 1978), pp-

750, Q=00 ]
4'\.5'”22, Bilan des AcVitds. p. 4. Econome-Géographie. uo. 2oz (February |g$3):6; Uszlne
Nowvelle, no. g, March 1. 1984, pPp. 4423 Les Fdios, April 26, 1979: La Vie Frangnise,
Decemnber 6-12, 1982, p. 04; Econorti ot Stausique, no. 115 (May 1982).22. _

6 cron, Bilan dec Actiz ités. p. 4; Le Nouvel Economste, Mayv 3, 1985. pp- 64-65, La Vi
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ducers faced litde import pressure. In the late 1g6os, imports ac-
counted for no more than 10 percent of French production. 7 Foreign
competiton greatly increased after this due to important reductions
in trade barriers in the late 1g60s.5% The industry’s tardiness in devel-
oping electronic watches also induced a spate of imports. This import
invasion began in the mid-1970s and entailed a shift in suppliers from
Swiss, German, and American producers o those from Hong Kong,
South Korea, Taiwan, and Japan.s: This change in suppliers had an
important v{fect. The French industry had few ties 10 these new im-
porters and viewed this compelition ominously.

Imports increased about five fold in the 1g70s as a consequence of
the surge in electronic watches from East Asia.% Imports as a share of
the domestic market also rose dramatically from g1 percent in 1970 to
close to 6o percent in 1979.°* Import penetration nearly doubled in
the decade, eventually claiming more than half of all sales/The need
to adjust to the new technology, combined with the intensified foreign
competition, produced serious challenges for the French producers,
and made them likely candidates to want protection.

In the 1g70s the wa'ch- and clockmakers bad strong trade depend-
ence and low multinationality, although the industry was penetrated
by foreign investment. 'J he industry’s international ties were mixed
and changing over the decade. As the indosury failed to meet the tech-
nological challenge, its trade nes, especially its export capacity, weak-
ened. By the mid-1980s the industry was moving from being a Type
1 10 becoming more like a Type I, especially in the electronic waich
seclor.

In the 1970s the industry's trade dependence was extensive, al-
though beginning to weaken. It had a small positive net trade position
until 1979, when it turned negative.®” Exporis by the industry in-
creased over the decade, although rhey 100 slowed by the early
1980s.5* Exports as a percentage of national production rose fram 44

* Banguce de France, L'Tndusivie «lr PHoriogenie (Paris: Banque de Uance. _q74). pp- 23-
25,

* The opening of the Common Mukel, the gaTr Kennedv Round taniff reductizny,

the rem:uval of quotas on Japanese products, and a new Swiss-Frendl: ninde ovaty aog-
mented the onenness of the Fiunch market. Banque de France. Horlogerie. pp. 24-25.
Ecwiona tigur (March 1976):45-40: darsa, Jirlogére. 5 15.

“parsa, Horlugere, pp. 12-14; LSA, no. 860, October 8, 1ux1. p. 705 Econom:« Géogra-
phic, no. 202 (February 1983)114.

" French Customs Service daca.

o Unpublished 1asi 1. dala

“ French Customs Service dala.
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percent in 1971 to 68 percent in 1977, falling back, however, (o 83
percent in 1982.51 The French export trade in watches and clocks was
distinct, as it involved mainly (go percent) parts of watches and clocks.
The French firms did not export the paris directly but rather sold
them to a large retailer/distributor who did the exporting.®s This
weakened che Grms’ connection to the inrernational market and re-
duced their interests in exports. Exports ot watch and clock parts were
not concentrated within the industry. Many small, specialized firms ex-
ported the parts they fabricated, vsually through a large distributar,
while the largest French producers were important exporters as well %
As in the industry overall, the exports of alllarge French firms, except
one, declined aﬁer 1978. They could not compete with the new elec-
tronic walches made in Asia.¢?

The French watch and clock producers’ multinationality was hmited
in the 1g70s. The producers were small and specialized and thus less
likely to develop foreign operations. Instead of multinational produc-
don, they employed a web of trade flows and international licensing
agreements to obtain access to foreign markets. For‘cign.producuon
relative 1o tolal production for them eqgualed 1.7 percent in 1974, the
lowest percentage for any industrial secior in France.™

Foreign investment in the industry was more significant than
French operations abroad. Of the largest French producers, excluding
the foretgn controlled firms, only one appearcd to have any produc-
ton operations outside France.fe The other large praducers before
1079 were either controlled by foreign firms or were subsidiaries of
large toreign producers.” In tact, over half of the top seventeen firins

S DAFSA, Horlogéic. p. B; Usine Nouvelle, no. g, March 1,1gB4, p. 44.

5 parsy, Horlepcre, imro ard pp. 6, 8, 11. Economaé » Stotnligue, no. 144 (May 1982):13-
15: CPoU, Brlan des Avirvitrs. p. 8,

% Quotidien de Pars. April 50, 19852 Forum hiternaton i, Novemnber 29, 1980: Les Echas,
April 16, 1951 Le Figaro. March 8, 1978; Le F.zaro. May 2, 1974,

“ La Vie Frangar. November g, 19815 Les Echor. February 15,1975, s Figaro, May ¢,
1970. . .
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or “miécanicre de prédision™); Savarv, Multmatunalec Franguases, p 23, Ube sector also
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1978. Michel Delapierre, in L')wiigration de I'Economie Francarse, ed. Michalet, pp. 88-8q,

99; . . -
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cial ties ta the Jarge Franco-Belgian grop Empin-Schmeider. Usine Nowelle, no. 39, Sep-
tember 28, 1978, pp. 86-3B: parsa, Jorlogére. pp. 27-41; LExpans: i (March 1978):96-gg.

» Ustiir Nouvelic, no. 39, September 28, 1978. pp. gfi-18: Ecoromie el Pebingie, no. 26o
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were foreign controlled in 1476.7 The targest firm. the American
Timex, held some 25 percent of the total Feench market. Indeed,
U.S.. German, and Swiss control over the French industry through
foreign investment rivaled the penetration that imports claimed on
the market.

Unlike trade dependence, which declined after 1979, the industry's
multinational ties increased. Afier 197¢ the industry was restructured
around one large firm, Matra, which was an electronics and military
equipment producer and exporier. Matra, although not highly multi-
national, sought to build a series of incernational alliances to
strengthen its wacch division.» Principally, it allied with the Japanese
firm Seiko to obtain new technology and export bases. By 1984, this
left two groups, Matra allied with the Japanese, on the one hand, and
about 150 small French producers allied in the industry association,
on the other. °

Although constituting a small industrial sector, the French watch
and clock producers commanded much national political attention for
three reasons. First, the producers were concentrated geographically.
Ninety percent of the firms were located in the Haut Doubs Depart-
ment, near the city of Besancon.”t The industry had a tremendous
regional impact and commanded the interest of its local poliucal lead-
crs.” Second, the industry became infamnous for its labor unrest. The
“Lip Affair” in the early 1g70s symbolized a new wave of labor prob-
Jems, involving plant takeovers, and focused national attention on ihe
industry.”® Third, the industry was extremely well organized. Despite
the large number of firms, it had 2 strong, centralized industry asso-
ciation with 2 number of different organizations devoted o helping
the firms financially and technologically. The producers were able to
speak publicly with a single voice, and their association had good ac-

" DarFsA, Horlogsre, pn. 2511, 33.

7 [bid.
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cess 1o the French government.i” {n the late 1g70s this unity was, how-
ever. disrupted by Matra's move into the industry. Maura had different
interests than the small watcchmakers and its own connections to the
goverpment; both of these {actors brought it inio conflict with the in-
dustry association.”® From a highly umfied industry, it had evolved by
the early 1g86s into a more bifurcatcd one.

The Dependent Varable

The French firms’ strong trade dependence, weak mulinationality,
strong organization, and high foreign penetration shaped rheir re-
sponses to their economic problems. These responses changed signif-
icantly over the period {rom 1970 to 1983 as their international ties
weakened and foreign competition grew. In the late 196os and early
1g70s, the industry was increasingly inregrated into a web of interna-
tional trade Alows and was interested in promoting this wade by reduc-
ing the barriers hindering il. In the mid-1g70s, as its problems and
especially foreign competition grew, the industry backed off from its
interest in greater market opepness. lt made few trade policy de-
mands and concentrated instead on conversion to the new electronics
technology. In this period, industrial policy demands were central.
After 1980, as the French industry weakened and its exports fell, the
producers took new jnlerest in trade issues, but this time in protection-
ist_policies. Unable to adjust, the French producers demanded 1hat
forcign competition be reduced.

The French watch and clock industry's national trade policy pref-
erences revealed the industry’s shifting interests during the 1970s. Be-
fore 1973, the producers were oriented toward frce trade. The
French producers willingly accepred the end of French quotas on Jap-
anese watch and clock imports in the laie 1g60s. They agread to the
full Yevel of tariff reductions on their products in the Kennedy Round
of the 6ATT negotiations. They also helped negotiare a trade treaty
with the Swiss, in which they accepted the progressive climination of
all Lariffs on their trade in return for greater access 10 the Swiss mar-
ket.?

[n the mid-1g70s, as trade grew and as the French failed to shift o
the new elecironic products, their interest in open markets declined.
No attempts to close their market were madc, however. Given the

7 eren, Rupport, pp. 2 5. 10012 Econvane & Statisigur. v, 14 (May 1982)117, Eco-
nomiv Géngruphue, no. 2oz (Februa-y 19831 -3, Lo Cro, April 13,1976,

# [nlerviews.

= Banque de France, Horlagerie, pp. 23-25. Economie of Politipir  March 1976):45-46,
vaFsA, Horlogl -, Do 1KS intervicw.
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rapid rise in foreign competition, this was surprising. At this time rhe
industry was still a major exporter with substantia) trade flows. Despite
rising bankruptcies, labor unrest, and mounting ymport penetration,
the producers resisted any temptation to demand protection.

By 1980 the situation had changed. Export growth was falling and
the trade balance had turned negative. The trench producers had
been unable to adjust to the new technology, and electronic watch im-
ports surged. The industry made its first demand for protection when
its association called for a quota on electronic watch ymports. In 1981
the industry was granted this quota; however, 1t was restricted to im-
ports [rom Hong Kong.® Apparently Matra, the largest French pro-
ducer, with substantial trade ties to Japan, did not want quotas on all
Asian countries. Unhke much of the rest of the indusury, Matra was
unexcited about quotas in general and opposed to quotas on countries
with which it had sizable trade ties.*' Matra’s resistance thus: helped
reduce the scope of the French quotas imposed. d

This trace acton was taken nationally and ouwside of both carTt and
EC rules, and it prompted swift retaliation. The governmept of Hong
Kong imposed a boyvcott on one of France's largest export items, co-
gnac.®: (v addition, a French firm partially controlled by the largest
Hong Kong watch producer, Remex, lodged a complainc with the
caTT over the quota. The French firm was a major exporter and im-
porter of watches and their parts, and the quota restricted this intra-
firm trade.®s I'hese 1wo actions shifted further demands oy protection
1o more approved channels—i.¢., the EC.

The other national arena in which the French watch and clock pro-
ducers voiced their preferences concerning foreign compeuuon in-
volved indusirial policy debates. In the 1970s, the watch and clock
producers began making industrial policy demands through their
strong industry organization. As the producers’ problems mounted
afler 1973, the association designed restructuring plans and negoti-
ated with the government for aid. Four different plans were de-
manded and implemented by the industry between 1970 and 1¢83.
The plans reveal the industry’s gradual curn to protection and increas-
ing internal disarray.

The firsL plan was developed around 1971, when trade was growing

® [ g Vie Francasse, Decernber 6-12, 1082, pp. 94-95; Journal Offictel de ta Commrinauaté
Européer. (herealier JUCE), no. L, 106/34. April 19, 1084; LSA. no. 860, October 8, 198z,
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and the electronics revolution just beginning. ‘1 he industry association
sought to promote adjustment within the industry. It wanted ?id to
help firms develop the new technology and to_foster concentration in
order to increase firms’ competitiveness.* This resulted in a govern-
ment plan to give aid to the largest and most innovative ﬁrm,.Llpﬁﬁ. It
also prompted the creation of a nmew firm, Montrclec, allied with
Thomson-Brandt and Lip and geared to the development of elec-
tronic watches. ™

With the fallure of these measures, the industry was even in deeper
trouble by 1976. when it began designing a new plan. This pI?n f.o‘
cused on the same two elements as the earlier one had—financial aid
and restructuring. This time the industry sought (o have th‘e govern-
ment give aid not to any single firm but rather to t»he assocation, for
distribution to deserving projects. In addition, the indusiry was to re-
structure around oue large firm, jaz.™ In the end this sccond plan
increased concentration in the industry a bit and gave the Arms new
financial aid. Like the first plan, it had lictle protectionist intent or ef-
fect and instead focused on improving competiuveness.

With the limited success of this plan, the indusury was again reeling
from the effects of foreign competition by 1979. it was hardly pro-
ducing any electronic walches, and imports were now ex.ceeding ex-
porls. A new strategy was devised. The industry felt that it must have
a leader, thal s, a large firm with the electronics technology and for-
eign markets to produce and sell the new products.®™® The governinent
also wanted such an industry “federator,” and it finally forced Matra
to take on this role. In 1979 Matra unhappily bought controlling in-
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terests in rhe largest firms, Jaz and Jaeger, thereby becoming a major
torce in the industry.® Protection was still not demanded.

The fourth plan for the industry was announced in 1982. This plan
was more ad hoc and protecuionist. Designed in part by the industry
association and in part by the local prefeci of Franche-Comté, a region
where the industry produced, the pian called for increased aid, to ex-
pand R&D and save employment, and for the imposition of quotas on
electronic watches from Asia.® As part of the Socialist government’s
attempt 10 help industry “reconquer the domestic market,” the plan
sought to halt decline rather than promote adjustment. The industnial
policy preferences of the industiry thus evolved in an increasingly de-
fensive, protectionist direction, as its trade ties weakened and imports
took over the domestic market.

A similar evolution in preferences was apparent at the EC level. The
French producers began the 1g70s with an wierest in freer trade.
Their agreement 10 end traditional French quotas on Japan, to reduce
by the full amount heir tariffs in the Kennedy Round of aTT, and o
negouate a trade liberalization veaty with Switzerland all 1estify to this
prelerence for greater market openness before the mid-1g70s. By the
Tokyo Round carT negotiatons, however, the industry’s preferences
were beginning to shift. The French were not interested in seeing Fai-
ropean watch and clock tarilfs reduced by the full amount; indeed,
they hoped that certain products would be exempted from any tariff
culs.9* Though not exglicdy protectionist. the industry's preferences
were no longer as oriented roward free irade as previously.

By 1979, the industry’s demands had become more protecuonist. In
the late 1g70s a lage number of dumping complaints were lodged by
the industry. These complaints involved many diflerent products
from mechanical alarm clocks 1o quartz crystal pieces—and were di-
rected against a wide spectrum of countries- from Japan and the
United States to China and the Soviet Union.s- In 1984, the French
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Frune  se, February 7-13. 1983, p. 66, Les Echos, July 15. 1980, Economic-Géograplui, 1
202 (February 1983) 1 interview.

@ [n the end, EC warifts on watch and clock products wie subsianually reduced m
exchange for similar reductions by other developed countries, but some products were
vormletcly exemt i cry fuviher hheralization £C. Ropport de la Commssion de la CE
s e Négoaations Multitatérales. Bian par Sectenr (Brussels: EC, 1970), p. 237 Eeroome et
Polriiqie {(March 1976).45-56; interview ’

o kG, “Official List of Anti-Dumping and Ann-Subsidy Gomplaints” (Brusse.s: EC,
1y81), pp. 6. 30. 32
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industry, suppotted by its government, Jodged an escape clause peti-
tion, seeking to organize ull trade in this sector.®s The EC watch and
clock industry had been reduced over the 1970s to the French pro-
ducers alone.st Opposition to the French firms’ demands tor protec-
von was thus limited, unlike in the footwear case. In the end, the
French industry’s requests were granted; quotas were imposed 11 1985
on electronic watch imports from China, Taiwan, Hong Kong. Japan,
India. Pakistan, the Philippines, and Singapore.2- The beginning of an
“organized rrading system” for French watches and clocks was thus
created, as much of the 1ndustry desired.

Matra’s role in the erection of these trade barriers was unclear, Al-
though it opposed the French quotas in 1982, its preferences in the
19R4-84 escape clause action appeared mixed. Maura had fared poorly
in the watch business since its start in 1979. By 1982 it was losing huge
sums and had forged alliances with the Japanese in arder to remain
in the business. On the one hund, the threat of protection allowed Ma-
tra to negotiate these accords: without it, the Japanese would have
kept importing.t" On the other hand, the quotas imposed affected Ma-
tra’s orade with Seiko adversely and forufied the firm's desive (o sell its
watch operalions.s? However, because Matra was not a substantial ex-
tra-European exporter of watches and clocks and because iv wanted
the alliance with Seiko, the Jargest Japanese producer, Matra’s position
toward the escape clause action tended to be [avorable. Its opposition
in any case seemed weak, while the protectionist demnands of the other
producers and the industry association were loud. united, and insist-
ent.* By the mid-19g80s, the industry wis more profectionist than be-
fore. even if somewhat divided as a result of Matra's iixed jnlerests.

The French watch and clock industry thus responded to its eco-
nomic difficulues as predicted for a Type 11 industry moving Loward
being a Type 1. Throughout the early 1g70s, when iis exporis and
trade dependence were expanding, the industry pushed for freer
trade at both the national and EC Jevel. By the mid-1470s, as economic
pressures and imports mounted, the mdustry seught to foster adjust-

v JOCE, no. L, 10 CApril vy, 1gRy. Finwicial Thaes, April 1o, 16840 interview,

SRy tac g ench industey prodiwed 70 pereent ol all Y ¢ watches: only ane
or iwo Brtish and German firms ; cinsined. JOCE. no. L, yobi/g4. April 10, 1984.

» Chambr2 Frang.'se de 'Horlogeiie (Crn), drealar no. 1oqy, Pavis, June 7, 1985, p

1
% Les Echos, December 23, 1483, p. 7. imlerview,

97 1bid.

o Les Eches, December 23. 1083, p. 7, La V¢ Fran¢ase, Deceniber 6-12, 1982 p. g5,

auterview.
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ment through a national industrial policy, though it never demanded
p.rol.ecu'on. Lhis resistance to protection before 1980 was surprising
given the industry’s serious difficulties. By 1982, the French producer;
hz%d seen their trade dependence and export growth reduced as they
'falled to move into the new electronic products. I'hey began demand-
Ing protection with increasing insistence. First ac the national level and
then at the EC level, they pressed for import quotas. Their pursuit of
pro((i(:tion on both fronts was successful. Unified in a strong industry
association and lacking EC indusiry opposition, the mass of small
Frer?ch watch and clock producers were able to unpress their trade
preterences upon the entire European industry in the 1g8os.

Case g: FLAT GLASS

The French flat glass industry was one of the world’s largest and most
powerful; in the early 1970s, it was the sixth largest producer in the
world.s In addition, the industry was dominated by two of the world’s
largest producers. St. Gobain and BSN, who controlled well over 5o
percent of the French markel and maintained a virtnal duopoly (:n
glass manufacturing within continental Europe during the 1970s."
In rhe. course of this decade, however, the industry underwent a tech-
.nologlcal revolution, which created problems for it and in time altered
Its structure by breaking this duopoly and inducing the entrv of new
foreign competitors.'e! }

® [t compr-sed the largest component of the glass manulacluring scctor, with over 35
percent of the sector's tatar sales. Patrick Ses gent, “L'Industrie Ver ere 1 angaise d:
1862 A l.g7|" "Thesis, Paris, Fondazion Nationale des Scicnces Politiqiies. 1973), p. 7.
Data on 1llllc1'nz(iouu_ vosition from Econme-Géographiz (November 1677):8-10. ' ’

“’“Ilnsunu de Recherehe ¢t d:uformaiion Sacio-¢conomique (here;fh;r 1R35), Restruc-
twration de U'Appared Productif Fran¢ais (Paris: Documentation Froncaise, 1976), 'pp 110~
1. Econvime Giograpine (Nover ber 1977):2-10, Sergent, "L Industrie Verdere.” p- 22-
24: Christian Mille, “Evoluion de Iz Branche Verre Plar en France ¢t en l-,urop;e" (';"h-D
disserrition, Paris, Universit€ de Paris J, 1981). pp. 365-67 o

2 In the mid-1gBos a new glass-making wechnique, cilled *Hoat™ glass proces:ing, was
wroduced. hough the Ha glass industry had long becn characterized by vé-r»- ]-.;.-ge_
scale economies ¢f product-on, necessilating extremely large plants, huge c;(pifal invest-
ments, and aizable labor farces, this new tcchnique created cven larvger-scale economics
r‘.mrl made absolete the ¢ld plants, The building of these huge new plants created signif-
icont l)\C)jL‘upa(j;\' problems and inuially 1einfulced concentration withm 1'e Eump;-:-m
Imdus(ry in the mid :g70s. See Milie, “Evoli.t'on de Verre Plas” Pp- 307-308; Serq«-ﬁt
I‘L'Inrlusn'w Verriene" p. 3: vaesa, Lindmut:ie du Verre dans le Monde (Paris: parsa, 19"6)'
mire. The facr thar iis change occurred at the same time (hat the industry s ma;rl cj)n-l
sumers. the autvmobile and consiruction indstrics, were falling into a déep recession
onlv aggravated heir problers, See pArsa, Lindustrie du Verre, 1976, intro, and P-41;
FCsty, Rapport d'Actroni pour 1983 (Paris: resiv, 1983), p. 8: /' Informe, Decerager 13, 1-9;‘7.,
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Between 1970 and 1g82, the Frcnrh}lm glass industry experienced
several periods ot severe economic ditficulty. 1n the yearsdbetw.een
1974 and 1977 and after 1979, the glass manufactur'ers .fac? serious
recessions. The technological shifi to “float” glass beginning In t_be late
1960s, the oil shock of 1973-74, and the consequent decline in [.he
glass industry’s main consumers—the automob)h? and construction n-
dustries—sent the French industry into a tailspip be(we:cn 1974 and
1977.'9* The number of glass plants in France ttell, and.gwc:n the lalrge
size of these plants, this entailed a subsLaQLlal decline in employ-
ment.« This declining demand, coupled with the erection ol new
Roal plants, led to sizable overcapacity and falling prllces.“H .

Problems at the firm level, especially for the two mdustry giants-
3t Gobain and BSN—uwere also manifesi. In particular, St. Gobain ex-
perienced tremendous difficulties in France between 1974 and 1977
because it had built ten huge new Boat glass plants belw.een 1968 zlndl
1975. When demand fell in 1974, the firm was leﬂ. “MT spbs;anfﬂa
unused and unprofitable capacity.' In fact, without irs py uh.Lab e for-
eign operations, St. Gobain would have‘gone oul c.)f bu‘sme‘w in Fr?;;cl\e]
in the late 1970s, according 10 its president.'* L)k:‘.. St (T;obam, >
experienced great problems with its ﬂa% glass operatigns 1n Fhe ldglolsd
[n 1972, BSN was the largest producer in >Europe; b» 1980, 1t h:jl .sc?
all of its Aac ylass plants. Unlike St. Gobain, BS_N (ailed e Imo. ernize
early and developed only one “foat” plant before 1973 [hus, it was
forced to build tiese new plants in the mid-1970s, amid l.ndlAISl['y-WldC
overcapacity and falling prices." This late modernfzau(.)n‘. l::de
BSN's flat glass operations even less profitable than St. Gobain's. X

The glass industry vecovered for several years after 1477, ]?ll[ the
sanme problems hit it again alter the second 011Ashock. anc morc, con-
struction activity and auto manufacturing declined, which reduced de-

"1 Lo Vie Franguise. February 27, 1975. "

2 Arsa, LTndnstvie du Vivre dans e Monde (Panis: DATSA, 1981). p 6&. ' J

wi 1r1s, Restructuration, pp. 112-13% J'Tnforme, December 12, 19777 UAISA, 1 Indydtrie du
Verre, 1981, intro., p. 28; La Vie Frongaise. Fcbruary 27, 1675: FOSIV. Rapport. P oINSk,
Annuaire Stairstigne, 1983, p- 99- ) _ . . .

w1 ) a Vir Frasgain., December 8, 1075 Lhis lefe its glass dwisions with negauve nct
alter-tax l).alanoes belween 1975 and 1970, and. it reclaced the whek company’s rofit
margins to abort ) (o 2 percent ol its tevenues, & very low higure DAsa, Lndustre du
Verre. 1081 By 154561 L'Expansion, December 21, wiiy=january 10, 1980, p. 56

b [ 4 Vi Franase, February 20, 1978, . o ~

w7 \fille, “Evolutinn de Verre Plat,” pp 334-37: La Ve Frangaise. Decemnber 8, 1475; La
v Frangane, March 10, 1980 A N

* In facl, between 1978 and 1§79, these opevauons lost a tolal of 621 million francs.
Mille, "Exoiutsm de Verre Plat.” p. 337, note 3.
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mand for flat glass. The result, as before, was overcapacity, price-cut-
tng wars, declining producton, and falling profit margins for several
years after 1980.'° Moreover, a new form of foreign competition en-
tered the French and European markets: direct foreign investment in
the flac glass sector. Afier 1980. four new foreign hrms bought or built
plants in Europe. These four, from the United States. Japan. and Brit-
ain, represented another powerful foreign threal 1o the industry in
Europe.m e They were disliked by the existing firms, especially St. Go-
bain, because they broke its virtual monopoly.

These intermitient economic crises were compounded by the steady
growth of imports in the French (and European) market over the dec-
ade. Imports rose every year, quadrupling between 1975 and 1982,
Therr share of the total French market doubled between 170 and
1980. Rising from a relatively low level of 18 percenl in 1970, imports
capwured approximately g5 percent by 1980 and close o g0 pgrcent
by 1982."* In addiuon, this import threat came from new sources,
such as lialy, Eastern Lurope. and East Asia, which had recently de-
veloped new capacity and were shifting from importing to vxporung.
Their appearance on the world glass market was doubly disturbing for
the French industry: it signaled the decline of French glass exports to
them and meant increased competittion at home and in Europe.’ ¥
Overall. the French flat glass industry faced conswantly mouniimg for-
eign competution at home (and abroad) in the decade. which should
have induced serious concerns about imports and perhaps demands
for protection.

The manufacture of French flat glass was a Type [11 industry, with
substantial export dependence and sizable, integrated multinavonal
producuion capacity in the 1970s.t': During the 1970s, the Hat glass
industry in France had extensive international uvade relations. Al-
though the industry’s trade balance was negative every year except

vy gesiy, Repport, p. 3. JOCE, “Commnnicalions,” no. cegz2. Seplember §, 1a84, p. 10:
Frnancial Tivies, Tuly 24. 1985 Mille. "Evo ution de Verre Ptac,” pp. $65-67

ne La Vie Faangewe, Mavch 10, 1980; Finanal Times, July 24. 1585: Mille, “Evolution
de Veric Play” pp. §64-67.

' F:ench Customs Service data

v Unpublished insre figuies (for 1970): /.25 Echos. Jam.avy 7, 1g838 ({or 1980 and
1982) These figures undersiate tae artual penetranon of flal glass imporis by 2 substan-
tal amount. <nce they do not account for any of the glz<s broughi into France on :ri-
ported mator vehidles. who-e penetratior: of the I'renciy market was itself ¥ ~ing over the
decade.

‘IS, Restructuration, pp. 1)2-18; Jinjome. December )2, 1077 interviews: Mille.
“Evolution de Verre Plal,” p. 267.

"« Sergent, “L’Industrie Verriére,” pp. 22-24. see note 100 above,
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1979, 1981. and 1982, it was a substantial exporter. - The value of its
exports grew fivefold between 1973 and 1982, climbing slightly faster
than its imports. Its percentage of exports to domestic production also
rose over the decade, from about 25 to o percent in 1970 to nearly
42 percent in 1979." % At the firm level. exports also played a crucial
vole. Exports of glass from France for St Gobain and BSN grew over
the 1g70s and were their most important exports globally.”? The
French glass industry and its two Jeading producers were thus large
and growing exporters, dependent on these sales for a substantial part
ol their revenues.

I addition to being export dependent, the French flat glass indus-
try was very multinational. The internationalization of this industry
began early and was well advanced by the 1g70s. This international
activity also involved a great deal of intrafirm rade; its foreign and
domestic production were well integrated due to the large-scale econ-
omies of production that induced the building of specialized plants
used to service a number of markets."'® Its percentage of foreign pro-
duction relative to total production was 28.3 percent, the bighesl for
all French industrial sectors in the 1g70s."'9

“Che firts St. Gobain and BSN also had extensive and rising multi-
nationality over the decade. By the end of the 1g60s, St. Gobain dom-
inated production throughout continental Europe and also had plants
in the United States, Brazil, and Lebanon.'#® In 1971, the firm realized
only 57 percent of its revenues from glass in France, and this mulu-

1i Jrench Customs Service data.

16 1wsFE, Les Compitis de Iindutre, 19791 Babe. “Les Tirportations des Biens de Con-
sornmation en Provenance de Tiers Monde.” p. 52.

' For St Gobain, approximately 13 pevcent of nts total global sales in 1979 and over
15 percent in 1984 were accounted for by its French vxports, Sve DaFsa, L'industyee du
Verve, 198 . p. g8: St. Gunain. Annual Reporl, 1984 (Paris St Gobain. 1 q), p . More
over, bl its wital export si'es. 70 percent were those from Yiance, Sco St € in, Avieend
Report. 1954, Pp- 3-4- St. Gobuin wis also the thi-zeenth 'argest exozter among French
firms in :g81. See E¢o10mee-Géog .o 0. 205 (Septeshe: 1a#3ii10. For BSN. the hHz-

ures were lower but sl very signi i, Around 10 percent of ity total globin <ales jn-
volved its Frepch exports dising the 1y50s. (This Agure is estinated (Tom daia in Ser-
gent, “L'lndustiw Vertirre,” pp. 27-31: DAFSA, Lindustre die Voo 108, pe o8

inte: views.) Other dawa teveal that exparts for both firrus grew ata e of 10 percent
over the period from 1974 10 1974. (T0.1D€ ESC7 “Le Développuitient Internadonal ™
PP- 11-12.

s Mille. “Evolution de Verre Plat " pp. 261-64; INar, Annyaire Statinigite, 1083, 11417,

19 Savary, Muitmanonales Frangaiss. tabs 6, p 28. This hgure is for <he larger gliss
and minerals manufaclunng sector

130 Mille. “Evolutiun de Verre Plal,” pp. 304-305, 337-41; DA-tA, L'Ditusivie du Verre.
1976, p 86.

Flat Glass 183

nationality grew more throughout the 1g70s, as the firm began new
production operations in Latin America, Egypt, Nigeria, and Portu-
gal.'* By 1979, the company was gcnerating 54 percent of its sales
through 1ts faoreign operations'** and was among the one hundred
largest multinationals in the world.'#3

St. Gobain’s operations were integrated worldwide, lts intvafirm
trade, especially within Europe, was important in the 1970s. Most of
the flat glass exported from West Gennany and Belgium to France was
part of the firm's internal trade.'> Moreover, after 1974, the only
profit-making glass operations of St. Gobain were those outside
France.'*s St. Gobain’s multinational production operations were large
and growing, highly integrated, and profitable in this decade.

-Like St. Gobain, BSN was an eurly international producer. Although
less multinational than St. Gobain, BSN had 47 percent of its total em-
ployees outside France and earned 42 percent of its revenues abroad
by 1979.*® It was also ranked the tenth largest muliinational in France
in the 1970s.'*7 Like St. Gobain, it had significant intrafirm trade in
Europe and was responsible as well for much of France’s llat glass im-
ports from West Germany and Belgium.'** Thus BSN (o0 was a large
multinadonal, rivaling its domestic competitor, St. Gobain. Overall,
the French flat glass industry was highly export dependent and mul-
tinational 1n this period.

While the mdustry was concentrated in France, it was also concen-
trated regionally and globally. In Europe, three producers—St. Go-

' Sergent, "L'Industnie Verriére,” p. 17 interview,

v aFsA, Liindasine du Verre, ygR0, . g8t Economie ef Poliique, no. B2/g5 7 (February
1984). p. ii3: St. Guban. Annial Repivt, 1984, pp. 3~4- h

1 SU Gobain, Arnnual Report, 1984 pp 3-4. Furthermore, St. Gobain was the second
largest mulr'nadonal in France among industriai comparses in terins of both its amount
of foreign production and its miraber of employees ab-ond relauve to the hrm's towal (r::
percent and 58 percent, respectively, :n 1079). Groupe €scr, “Le Développement Im&-
national,” p. 13; Julien Savary, “Les Multnadonales Francaises,” £romoinie et Humaniome,
no. 257 (Jawary-Febroary 1981) 76.

e No figures on (ki< mrrafivm trade are available Informauon tyiim inte) views: (NSkt.
Annunire Stetsique, 1085, p. 417. Since these two countries were France’s .argest sources
of flaL glass :uports iwith 28 pereent a2nd 2g percent, respective'y, of all Miese i ports).
St Gobain's intrabirm trade among these 1wo countries wus very stgnihcant Fscrv, Rop
port. pp 11-12.

. s La Vie Frangasse, Febrizry 20, 1978; parsa, L'Indusirie du Verre, 10981, pp. 154-56;
Ierviews,

. 156 narsa, L'Tndusine du Verre, 1981, p. o8; Groupe :sce. “Le Développeirne Intern:
fionan,” p. 12 ’

17 Savary, “Multinationales Frangaises,” p. 76.

"% \NSEE, Annuaire Slabistigue, 1083, p. 4177 inte vicws.
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bain, BSN, and Pilkington in the United Kingdom—controlled the en-
tre markel. In North America, Pittsburgh Plate Glass (PPG) played
the dominant role, while in East Asia the Japanese firm, Asahi, a sub-
sidiary of Mitsubishi, controlled much of the flat glass market.’¢
These top five producers controlled about 8o percent of the world
roarket in 1976.°% o

This conceniration was signiﬁcam for two reasons. First, ‘u meant
that the large French firms were primarily European in their opera-
tions and not French. St. Gobain and BSN may be termed “Furopean”
firms in the 1g70s.t> This European identity and the market domi-
nation of these two French firms led to collusion betwecn them. infre-
quendy clashing, the two often ran an effective and "co‘zy"‘ ca‘rtel, di.-
viding the Juropean warket and conLrolling' prices within it, unuil
their lucrative practice attracted forcign atiention. ==

A second point about this European organization of fat g?ass pro-
duction in the 1g70s was that it broke down after 1979. BSN's sale of
ils glass operations between 1979 and 1982 ended the ‘Eumpean
duopoly. Since St. Gobain was not interested in these operations, they

were acquired by foreign firms. The entry of these new {irms destabi- .

lized the old cartel and brought new foreign competition.'s: More
worrisome, the construction of new glass operations in LU}.(embourg
by the U.S. hirm., Guardian, provoked further detex"iorau?‘n in the car-
te} and generated rising concern about overcapaaty. ' The entry of

s Interviews; IRIS, Restructuration pp- - 1071 L.

w Bullenn du Crédu Natonel (Yer tmm., 1gBg):14-16: RIS, Jirctructinalion, pp- .l 10-11.

'or For example, not only did St Gobain do its accotuting in reu mther than i francs.
bu it alo orguaized its dedision making for the sector at the _Euror_man. Iand nol' the
Frewh, Jmel. Sce 1.2 Monde, July 28-29, 1985, p 14. wnlerview; Mille, “Evolution de. Vevre
Plat” pp 345-46; St. Gobain, Annupl Reporl, 19é¢. pp- 4°7- .'1.|u< i‘.ll.r(Jp:t;m denity was
L hly ironic giver. St Gobain's history; it was created n 1'6!:\3 by Colhert lq be f]n‘e na-
tior. snonopolist in glass and i halt the glass import invasion from hualy. Mille, “Lvelu-
tion de Verre Plat,” pp- 283-84. ]

1= Fiymerel Times, July 24. 1985, Mille. “Evolution de V Plat,” pp. 301-835; DA=SA,
L wduste i du Verre, 1978, p. 8g: Sergent, “LIndustie Very e, ve-29. 3\3-34.

' Pilkington, the Brivsh giant, boupht the German opetativns; Asild, The _]:'Apzmcse
Fery. moved into Belgium: and PPG, the United Stat~s and worlr]_’s Lo st Ilr_m. ac-
its Fryench operations, See Fmancind Times, July 24, 1g%5: Nf]]]f‘.. “Evolution de
rgdo; inverviews. Direct Tor-

il
(\'-'crré’ 1 " pp- 323-26. 350-67: L2 Vir Frangarr, March 1o,
eign  vestment in the French industry p:ior to 1976 sccounted tor atmost 1o percent
of 10121 mvestmen: ‘n the industry; however, by 1ysg. rhisfigure had risen 1o 50 percent
1r1s. Restrucimraton, pp. 105-110; Ecmemis vt Polwais, no 8e-855 (Febru’m.y 1084).69

.« Mille, “Evolution de Ver:e Plau” pp. 334-38, 363-i7; La Vi Frangaie. March 1o,
1a80: Finucinl Times, July 24, 1983 intcrviews: JOCE ., “Communications,” <232, Seplero-

ber g, 1984,
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these new firms and particularly the competitive pressures it un-
leashed were likely to have inspired attempts by the French firms o

close the French or European markets to foreign invesiment as well as
10 IMPports. '

The Dependent Variable

Understanding the French Aat glass industry’s reaction to the foreign
comperition ir faced in the 1970s requires asking whether the French
(or European) flat glass industry wanted to protect its market from
either foreign imports or direct {oreign investment; cthat is, was the
industry protectionist toward any aspect of foreign compeuuon? In
general, the indusiry’s lack of protectonist demands and activily at
both the national and the European level and the importance atirib-
uted to its own internal adjustment strategies are evident.

lo the 1g70s, the French Aac glass industry was minimally involved
with the national government on issues of wrade or industrial policy.
The industry showed little interest in trade issnes and made no de-
mands for surveillance or limitation of imports.’ss In fact, during the
industry’s worst crises, the presidents of St. Gobain expressed their
preferences for free trade and the maintenance of an open European
market.'** This preference was linked to the firm’s international char-
acter - that is, its need to ensure contnuous fows of exports and im-
ports of glass among 1ts far-flung plants.

This disinterest in trade restrictions in the face of severe economic
difficulues was combined with a similar disinterest in controlling for-
eign investrment. During the decade, the two leading firms made no
efforts to limit foreign invesument in French glass production. In 1979
when BSN announced its intention to sell us glass plants, neither BSN
nor St. Gobain tried (o block their purchase by the giant American
firm, PPG.'?” The flac glass industry’s preferences for foreign (rade
and investment policies a1 the nationa) leve) thus tended toward mar-
ket openness. despite the nsing pressures {rom foreign compeition,

In the judustrial policy arena, the makers of flat glass again showed
little interest in governmental aid. Apparently, the manufacturers
wanted Jittle to do with the government. Relations between the indus-
try and government in the 1g70s were described as “not very smooth”

W Lirerviews: no other sorrees reveal any interest by the industry in such me asin s,

W Le Nower! Economiste, no. xg . February 10, 1978, pp. 52-53; Stoftaes, Grande Menace
Indusivieliz, p. 486; La Ve irangane, Yebiuary 20. 1978; Byletin du Crédit National (1er
vm.. 1988):5 7

. Tnierviews; no other sources tiake 4ny mendon of attempts to forestail such direct
foreign investment in France.
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and rather “strained." The industry dealt mainly with three min‘is-
iries, two of which it tended to fight with constantly. Batdes over price
controls with the Ministry of the Economy and Finance zmd‘ over en-
vironmental rules with the Ministry of Health and the Environment
were a continuous focus of attention. [n addition to these contacts.,
there were good relations with the M.inislry of lndustr}.'u-“'? But
throughoul the 1g70s no “plan” ever existed for the glass industry,
and it received little government aid.'« Moreover, the lack Offl pla.n
or aid did not concern the industry.’* Both BSN and St. Gobain
prided themselves on their independence from the .goverlnment, and
both remained largely self-financed through the)r‘cnsesﬂ' The
French glass indusiry was slightly more active at the l;f]ropczm l‘cvcl.
This greater interest reflected the Europcan scale of its operations.
For BSN and St. Gobain, the European market, rather than the
French, was more imporiant, due Lo their concentration _of trade and
production operations throughout Europe. Prefercnces tor.closure 9f
the European market were never voiced by the industry; indeed, n
traditional trade policy areas, it sought greater openness of markets
worldwide. ‘ ‘

1 he trade policy demands of the industry concérning European Js-
sues were evident in its activities during the GATT Tokvo Round ne-
gotiations in the mid-1g70s. By and large, the Fr.ench prodluccrs of ﬂ;.xt
glass preferred the application of the full tariff reduction to their
products. Even when the United States vefused to redLIFe s g]a§s
rates; the Europeans went ahead with a 23 percent reducuon‘m their
shedule. s+ The industry’s interest was in having other coun:ties open
their markets further, but even when this was not possible jt did not
oppose greater opening of ils markét. Tl.w European.industry also
worked to harmonize glass tariff classifications among different coun-
tries, another etfort intended to facilitate trade.’

On other European trade issues, the glassmakers also showed no
interest in protection. In the 1g70s the industry never lodged a formal

A Inteniewe,

' Ihid _ .

e [hid, Unpublished data from INSEE on wd show very mintezl arrounts o the glass
cettor: St Gobain did et same aid for its electt ey aperagons in the late 1970s. ‘

o lmteniews: Le Figao. Felirvary 21, 1g7R; Bullers du (it Netimial (1e1 trim,,
1eQ55:5-7: Les Echns. January 7. 1983. i _

it Interwieses: Mille, “Evolution de Verre Plag” pp. 292-94. 344> St. Gobain, Annual
Ieport, ty=g. pp 7-145 Les Eohiss, Jartary 7, sy _ \

g EC. Rappurt de la Commission de la CE wur b Nézorations Mulpluterales, p. 27: wier-
views,

s Interview, Fsciv, Rapport-
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trade coniplaint against any of its foreign competitors. No evidence of
antidumping, antisubsidy, or escape clause pettions by the industry
before 1982 exists.'s> Given that East European imports surged, that
the Uniled States was protecting its market against the European
glassmakers while beginning to export 1o Europe, and that East Asian
imports were growing during this decade, 1he lack of any such com-
plaints by the Europeans was remarkable.'s®

Concerning the problem of foreign investment within Europe, the
i1at glass manufacturers also showed little interest during Lthe decade.
T'he industry’s constant fears of overcapacity should have produccd
concerns about potential new foreign entry, but litle atlention was dt-
rected toward this problem. The French industry did nothing to block
the sale of BSN’s operations in Europe 1o foreign producers. The en-
ury of Pilkington (U.K.), PPG (U.S.). and Asahi (Japan) into the Euro-
pean market did not elicit any auempt by St. Gobain to preserve its
monopolistic statns.'¢?

Only in the early 1g80s, when the U.S. firm, Guardian, attempted
to build new glass plants in Luxembourg did the existing producers
complain. St. Gobain, along with the rest of the industry—i.e., the
other (oveign frms, lodged a complaint against the Luxembourg gov-
ernment for encouraging Lhis new capacity by giving Guardian huge
subsidics to build in the country. Concerned aboul both overcapacity
problemms and the price effects of these subsidies, the existing glass
manufacturers hoped the new float plants would never be built. Afier
negotiations. the subsidies were reduced and a first plant built.’s® In
this case, the industry used the EC to help negotiate reductons in the
subsidies with the Luxembourg government. The issue, then, was one
of concern over the deleterious effects of nadonal subsidies o indus-
try. In general, the French glass producers in the 1g70s and early
1g8os were as disinterested in EC intervention to belp them as they
were in French government aid. One EC official mainiained thal the
sector had adopted a position aimed at persuading the EC to allow the

15 Interviews; F.G Comrnission, lst Annual Report of the Commiivon of e EC on the EC's
Awli-Dumping and Anti-Sabydy 2opedies (Brussels: EC, 1983) and 25:d Arnual Report of the
Comerussion of tie LC o the EC's Antv-Dumping and Anti-Subssdy Activtres (Brussels: FC.
1984).

" Mille, “Frvolution de Verre Plat. pp. 264-67; interviews. Jo interviews, the rising
concern vver East Asian produ nd exports was voiced Since 1982 this concern has
increascd, but as of 1986 no complainis had been filed or other actions laken.

W [nlerviews.

' [nierviews; Mille, “Evolution de Verre Plat,” pp. 454-58; JOCE, “Communications,”
ce282, September 3, 1984, esp. p. 10; Fmanaial Times, July 24. 1985.
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evolution of the industry to proceed with as licde public interventon
as posstble.'ss .

Disinterest in French or EC intervention did not mean t.ha[ the flal
glass industry was inactive in Lrying 1o deal with its economic problems
in the 1g70s and early 1g80s. The industry did not choose to seek
public resolution of its foreign competilion problems 1111'911gh protec-
tionism, but it did pursue solutions on its own. Three basic strands ot
its strategy can be discerned. ‘

The first part of this strategy involved effores by the French ﬁrm.s
to increase their international operations in the 1970s. Fuugl!)cr mult-
nationalization was viewed as a means to enhance compcutiveness by
augmenting the Arm’s size and its presence in many n1u\1"kct.s.'--" Both
BSN and St. Gobain expanded their operations globally in (h.e 1970s.
Moreover, after BSN's exit and the entry of new giant competiors hl.<e
PPG and Asahi, St. Gobain felt more compelled to move abroad 1n
order to remain competitive with its new global rivals.' _

The second element in the industry’s adjusiment strategy imvolved
diversification. Though St. Gobain and BSN both had sizable opera-
tions outside of Aat glass production before the 1970s, the TWo opted
to diversify more extensively after 1968. Hence, in 1971 BSN ha('l 43
percent of its sales in flat glass; in 1981, it had no ﬂaL. glass operations
lefl. The success of its diversified activities led to BSN's T=.a.le of 1ts
money-losing flat glass operations i 1980."%* Fo.r BS{\J, Lh(.) rising com-
pelitive pressures in (lat glass iniually induced dl_vcr'S\ﬁ(:ntu)n and lhelj
exil from the industry; it never tried o protect its marke.L w éla\'c.()if
these pressurcs. St. Gobain also chose to gccelerace its dn-'cmﬁu}uo.n.
It initially integrated downstream, acquinng a l.arge consumer tov s
glass products, and Jater moved further aﬁe]? into the high technol-
ogy area.'ss Through this diversiﬁcalAion, St. (;opam soug}ln o _re(iucc
its dependence on the ditlicult glass mdustr.y. Like BSN, it worked to

resolve its problems in glass by means of its corporate strategy, not

protection.

1@ JOCE. “Communications,” €232, Scplember 9, 184, p- 19. ' _

+ Mile, “Evolution de Verre Plat,” pp. 295:07. §p-305, 387-43: DAFSA, Linditric du
Verre 1978, p. 861 interviews.

v Lo Echas, January 7, 193g; ey iew. o .

1.t Sergent. “L'Induslrie Vereve” pp. 27-31: Financial times, July 24, 1985: Mille, “I'v-
clunion de Yerre Play” pp. 346-40- ‘ »

=x Sergent, “L'Tedustric verriete,” pp. 33-34. Ino1gTgo hegan A 1mm w:rtmr‘e “".h
Nat:onal Semiconductor to produce senticontuctors in Furope. Ad«lmovmll.v, St (,c)h;u.n
sought to position iself for the future by moving into the computer ficlc. In 198?.&{1
aoquired a 20 percent interest in Mackines Bull, the French compute maker. foumal des
Finances, December 7. 1078: L’Expansion, December 21, 1070~Januity 10, 1y80, pp. 04-
6: Les F.ohis, November 8, 1979
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The final element in the industry’s strategy involved collusion and
cartelization of the European market. BSN's and St. Gobain’s contral
of most of the flat glass industry in Europe allowed the two to exercise
a duopoly.'st Ulimately, however, this did less to protect the Euro-
pean markes than to encourage further attempts at entry. While pre-
cluding much market share movement by producers within Europe
and holding back new invesitment, this collusion created stable, high
prices {or glass that made foreign producers eager to enter the mar-
ket. This collusion attracted both imports and attempts to invest in the
market. Indeed, when BSN was selling its operations, the major for-
cign producers fought to buy them. As one manager in the French
glass industry said, the foreign firms saw BSN’s sale as a “big oppor-
tunity” 10 finally get into the European market.-*s [n the end, this ele-
ment ol the industry’s strategy induced foreign competition instead ol
forestalling it. o

Overall, the French flac glass industry’s response 1o its economic
problems in the 1g50s principally involved its own internal economic
strategies, especially internationalization, diversification, and collu-
sion. The glassmakers rarely used more public, political strategies. In
large part, this preference stemmed from the indusiry’s international
character. Having a global web of trade and production activities, the
industry did not see protectionism or other forms of public interven-
tion as desirable, because they would have upset the firms’ trade and
production flows. Ths 1s the view expected of a highly export-de-
pendent, mulinactonal industry.'s6

CASE 4: PHARMACEUTICALS

The specialties sector of the pharmaceulical indusiry in France was
divided into two distinct groups.’s? A large number of its firms were

¥ Scrgent, “L'Indusuie Verriere,” pp. 22-24; Mikc, “Evolution de Verre Plat," pp.
369-85: DAFSA, LTndwstr e du Verre. 1976, p. 89; Francial Trnes, July 24, 1985. The French
government aupar ently even encouraged it, belicvimy that it would lead (o more rational
imvesteaent decisions and calmaer mat ket conditions, See Mille, “Evolution de Verre Plac”
pp- 376-379- On the othe: hand, the EC investgaled and condemned these two hirms’
collusive activities numerous rrues. narsa, Lindwtie du Verre, 1976, p. 8g9; Mille. "Evo-
lution de Verre Plac” pp. $7g-84.

> Mille. "Evotution e Verre May” pp. 354-38; Financual Times, July 24, 1985; inter-
views.

=" This po'rnt wis made repratecly in interviews; sec also Financw! Time., July 24,1985,
Les Echoy, Junnary 7, 1983,

% The pharmaccutical sector had 1wo main sectors: basic piarmaceuucals (Nap 1go1)
and specialty ones (NAP 1602). Althor.gh so newhat arbitrary, because the aroducers of
each were cssentially the sime lims, this division was important because the 1wo areas
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small, independent Jaboratories producing a.limil.ed §elecL|0n of. phar-
maceutical products. The second group. which domlf\ated the lqdus-
try, consisted of a few large, diversified firms, o.ften with only a mlnor-'
ity interest in pharmaccuficaIsA Though Fhe md.ustry was not ver:v
concentrated, the large firms controlled it by virtue of their over-
whelming size.** Over the 19708 Lhe. gap .belwee.n the§e two groups
widened, and the batance of power shifted increasingly in favor of the
large firms. 5 o o .

During the 1970s the pharmaceutical mdns.lry in llm.me experi-
enced severe economic difficuliies coupled with mounting forelglm
compelition. A serious downturn between 1974 and 1978 r.csu'hecli mf
declining firm numbers, stagnant employment, and l'a]lm.g rates 9
profit, invesunent, and production. The effects ol the first oil shocklm
1973, which raised production costs and reduccd_demand, hu(];lne
pharmaceutical industry. Between 1970 a.nd .1984, its number of r.ms
decreased by 25 percent.'é= This consolidation afld closu,rc of firros
also reduced employment.-¢* The severity of the mdgsu‘y s problems
was revealed further by its declining proftability and lnvestient. The
industry was canght in a profit squeeze. This in turn rE(lL}thtl invest-
mend in it after 1975 and, given the importance of R&D investment,
hurt its competitiveness.'* These problems affected all parts of I]:IC
pharmaceutical sector; in 1975 and 1976, 50 percent of 1ts ilrms re-
ported financial losses.'® The biggest firms also sulfered. Rh()nft-POU-
lenc Santé, Sanofi, and Roussel-Uclaf, the three largest, experienced
declines in profits, employment, and exports in the late 19.7053‘54

The effects of this recession were aggravaled by growing import
comnpetition. After the late 1960s, pharmaceutical trade globaily and

I:ad diffem_m“inu*“nal jonal trade posiions. Due 1o s rzde proble:ng, the xp(»:('iahi(.-.s see-
wr 18 the ane forused on here. The specialty phariuaceutical industsy consists of firms
manufactuting active vibstanees, the basic input for pharmace ical p-oducts, and spe-
ciuity inedicines for human use. . N _

* Jacyuele Sigvard, Lindustne du Médicamernt (Paris: Calmann-Lévy. 1975). pp- 36-
42 . ,
l 10 Sigvard, Méhiran 1L pp. 86-51;5 Economnr &l Palttique (September 1980):625 L Matm.

- ° ) v
Apal 23,1977 F no. 1008, January 3. 1075 pPY. 1;6-\,0__ _ .

e ﬂig\--u:l Kedwament, p 25: Synd-tat Nagona! de "Industrie Pharmaceutique (here
after sxip), Dassier Economique (Paris: sxur. 1982); Le Nowvel Lienomiste, no. 146, June 28,
1985. '

sk Los Comptes de Plndustiie. 1970, PP 12022, .

2 Sigvavd. Médicamenl, pp- 54 61, gb-y7: SN1p, Libndusore Plarmarsdigee o Ses Realutés
(Pavic: snir, 1982). p. 17 Loonomw Géngraphie, no. 151 (February 1978).10: Le Nouvel
Fromomite, no. 4g6. June 28, 1985, ’

165 Lo Vi I angasse, November 3, 1975 Le Monar, July 16, 197€

16 L o Vie Frangasse, Apri) 4, 1977. P- 1g: Le Nouvel Economiile, no. 489, May 10, 1985,
p. 78: Le Noui! Leonomiste, 00502, August 9, 1985, p. 27-
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in Europe particularly exploded due to the creation of the Common
Markel and the reduction of numerous trade barriers.'®s The growing
threat posed by imports of specialty pharmaceuticals was apparent in
France during the 1970s. Between 1974 and 3981, imports multiplied
over ten tmes mm value.’® The share of imports in total domestic con-
sumplion rose between 1970 and 1977 from 16.5 percent to over 25
percent.'®? Moreover, this increase was doubly significanct because for-
eign peuetration in the 1960s was virtwally unknown.'® Among all
French industries, the pharmaceuticals sector experienced the fourth
largest rate of increase in import penetration between 1974 and
1980.'% Combined with its economic difficulties, this import invasion
should have prompted concern among the firms over wrade issues, and
perhaps even demands for protection.

Pharmaceuticals was a Type lil industry. Trade and multinational
ties were significant for the industry and rising over the 1g7o0s, al-
though multinationality remained its primary form of internauonal
activity. Bul exports and foreign production operations were concen-
trated in rhe hands of the largest firms; the majority of small labs fo-
cused only on the domestic market. 7

The rrade relations of the French pharmaceutical manufacturers
grew over the 1970s. The liberalization of markets in the period be-
tween 1g6r and 197¢ prompled an expansion ol imports and exports.
France increased the value of its pharmaceutical exports by more than
five times between 1978 and 1980.'7* Exports as a percentage of na-
uonal production rose impressively from 13.4 percent in 1970 w0 20
percent in 1g8o.7

Three features of this export trade should be noted. First, the in-
dustry derived a greal deal of foreign income from licenses and pat-
ents with foreign firms, although it ran an increasingly negauve bal-
ance in this area.'’* This sizable trade in licenses and patents

6 Sigvard. Médicmnent, pp. 147-51-

66 Fyenchi Customs Service dita (Douanes fiche for nAP 1002).

7 Unpublished insee data (NAp 10g2].

v Sigvard, Médicancent, pp. 1.47-51: I zonomie-Géogrnphie, no. 151 (February 1978):10.

S Mimistere de Plndusirie, Les Chiffres Clés de Ulvdusine, 1984 (Pans. Documentation
Frangdise, 1985}, p. 48, for sector including “varachimic et pharmacie.”

2 Les Echos, October 80,1975

' sN1p, Dassier Economuue, p. 41; Signard, Médicamend. pp. 149-51. Although 1his in-
crease was from a low initial leved, il was not as rapid as thut experivnced by inports, and
in conscquence, inpnrts overtook exnorts m ry78, which produced an increasingly i ge
trade defich. See trench Customs Service data.

7 Bobe, "Les Tmmportations des Biens de Cowommauon en Provesance de 'Tie:-
Mande,” p. 52; Infi Chunue, no. 238 (Junc 1983): 10,

s Tak.ng into account the ned t: sde through licensing agreements, which were almost
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constituted an essential part of the industry’s linkage to 1he interna-
tional economy. Second, it imported mostly lower value-added active
substances, which were then used in the production of higher value-
added medicines, which in wurn formed the core of the industry’s ex-
ports.’» The manufacturers were thus dependent on imports for their
production and exports. Third, export dependence was not equally
shared by all firms. Of a total ol over goo firms, only 180 exported at
all, and the largest 1en exporters sold over 40 percent of the industry’s
exparts.'”s This concentration of export acuvity meant that the largest
firms wére more dependent on exports than the industry as a
whole.'#

The pharmaceuticai producers in France were extensively involved
in foreign produciion operations. Many of these were begun early in
the postwar period as a mears to oblain access o foreign markets,
which were Uen largely closed to imports.'7” Multinationality thus had
come first and was more significant for the pharmaceutical industry
than were its exports. Although its production abroad relative to its
total production was about 8 percent in the early 1970s, its percentage
of the total number of French foreign operations was the highest for
all French industry. 1t possessed 25 percent of all French production
facilities abroad 1 1978.'7®

This multinationality grew over the 1g70s. The I'rench producers
felt they had 10 expand abroad or lose competitivencss.”™ Movement

five times the size =F direct exports. the trade balance becames more neoa e rench
phu maceutical producers werc involved i many such agreements, but ou ey
earned less hom thar patents than they paid for the use of furcign companies' | i
Economie-Céugrapive no. 131 (Vebruary 1978) 10 Les Ehos. October 30,1955 HAFSA, Ln-
d.strie Mondiale de ln Pharmacie. Structure ot Stratégues (Paris: Darsa, 1981). pp. 70-71.

v Sigvard, Médicarient, pp. 147-5). TArsa, L'induspie Mondwle, pp. 55. 65. snip, L'ln-
dustre Pharmaceutigi =, 182, pp. 25-20.

v Les Eches. October 30, 1975,

175 Rlidne-Poulenc. the largest firm in the indudt=v, was the eighth largest exporter n
I :ance in 1931, For the firm's pharmagecuatical division, exporis i vounted for 3o perce:n
of all sales The Agure for Sanuti. the tourth lavgest French producer, was 2o percent for
1g80, Pharmuka, the seventh largust brm, aso had an above-average export depend-
nlxcc: the figere for ity pavent corporarnn, Pe hinev-Ugire-Kuhbeans, was 25 percent

in 1976. Eronomic Géographic, no. 207 (Seprember 1gRgi 00 nfo Chine, 1o, 238 (June
a1 "Les Mulunationales.” Cahiwrs Frangas. no. 19o (I'«r-s: Documentation Fran-
caise, Mal -April 1979). p. 23.

17 Les k. . Augusl 21, 1QRCTINS L/ i Statustgire, 1689, p. 418; EC, 1. Com-
munitv’s Pin tical Indwiy (Brus T, 1083), pp- 1g-2z. L his lgure is for phar-
neacenacils as a whole and other  hernsears.

3% Kavary, Multinatonales - rar | p. 28: Michel Delapierre in L'Iniegration -« PEco-

some Frangaice, €8. Michalet, p. ao.
i pafsA, L'ndustne Mondiale, pp. 1, 50-70: Le Figaro, [anuary 28, 1g80: /nfo Chime,
no 238 (Juncgh3iney.
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abroad enabled firms to spread their high production (especially
R&D) costs over larger markets. which increased profits.'® These op-
erations were woven together through webs of intrafirm Lrade. Pro-
ducers manufactured active substances in certain markets and then
shipped these o other areas where they were used in the production
of medicines. many of which were then exported. 'L his intrafirm trade
was increasingly significant for the French industry during the dec-
ade.'®* These foreign operations were more profitable for the firms
than were their domestic ones. [n some cases, without heir foreign
profits, the pharmaceutical firms would have generated such losses in
France their survival would have been questionable.'* Multinational-
ity was clearly important for the industry.

This multnadonality was concentrated in the hands of the largest
firms. Rhéne-Poulenc Santé, the leader of the French industry, had
subsidiaries worldwide in the 1g70s. with an especially strong presence
in Europe, Africa, and the Middle East. Its mulunauonal operatosns
accounted for go percent of its sales in the late 1g70s. Moreover, this
percentage grew rapidly over the 1g70s and early 1980s.*** The sec-
ond largest firm in France, Roussel-Udlaf, which in 1974 was bought
by the German firm, Hoechst, also increased its foreign operations
over the 1g70s. Its foreign operations accounted for 40 percent of its
total sales in 197528 Sanofi, another large French producer, made
some 4o percent of its sales outside of France and was actively expand-
ing into Japan. the United Siates, and West Germany in the 1g70s and
eurly 1980s.7% All of France's large pharmaceutical producers were
thus heavily multinational.®

'Eo Info Chiimig, no. 258 (June 1984) 111,

" oparsa, Lindusine Mondwle, pp. 53, 78; Le Nowvean Jourmal, March 29, 1980.

' Info Chimsi. no. 288 (June 1983):107-110. 118-10; Le Figars, Seplember 22, 1978:
Le< £chos, May 2o, 1980; La Vie Fran¢aise, April 4, 1977, p. 10: La Vie Frangaise, Septeipbe:
25, 10578, p- 25: Le Vie Frangase, April 14. 1980: Le Monde, Ap T, 1980.

" Infn Clarme, no. 288 (June 1983) .07 12, Le Nowwel Economiste. no 48q. May jo,
1g85: EC, The Community’s Pharmaceutical Industry, p 20, Groupe sce, "'Le Développe-
ment Internazic U p. o1z,

134 Croupe %, “Le Développement international,” p. 12: La Viz Frangaue, February
16, 1981, p. 50; Les Echas, Deccuber 22, 1976; La Vie Francawse, April 4, 1977, p- 19: Le
Mondr, December 3, 16771 DAFSA, L'lndwstrie Mondiale, pp. 6g-7¢:. LC. The Comtuiity's
Pharaaceitical Industy, p. 20.

5y narsa, Lindwstnie Pha: maceutigue, pp 8g-90: Info Chimir, no. 298 (June 1984): 11 8-
1g. vz4; Les Echos, March 24, 1981, EC. The Communyy’s Pharmacevtsical Indsiviry, p. 205 Le
Figaro. June 1g-20, 1980.

'® The French firms were not as multinacional as che large U S . Swiss. and German
firms that do.inated the industry globally. See varsa, Uindustrie Mondiale. miro ana p.
1; Le Nowwvel Ftonnmiste, no. 496, June 28 1985. Rhone-Pou.vnc and Sanoh were cwen
ueth and thiry-inst, respectively, in size among the world's largest pharmaceutical pro
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‘The firms in the business were highly trade dependent and multi-
national, In fact, these two forms of international activily accounted
for the majority of the industry’s sales. The revenues generated by
cxports, technical licenses, and foreign operations accounted for 6
percent of domestic revenues in 1968, 75 percent by 1973, and qo
percent in 1980."%7 These high levels and growth rates of internatonal
operations for the industry attesl Lo its strong ties €0 the world econ-
omy.

In addition to its international ties, the 1ovement of foreign firms
into the French jndustry increased its international character and
competitive pressures. Not only did import competition rise, but for-
eign competition throu gh direct investment accelerated. In the 1960s,
only some 20 percent of capital in French pharmaceuticals was con-
trolled by foreigners; by the end of the 1g70s the figure had risen to
5o percent.® The early penewation by Swiss hrms was followed later
by the Germans and Americans. As already mentioned, the sccond-
largest French Arm, Roussel-Udlaf, was acquired by the giant German
corporation. Hoechst, in 1974."% [ndeed, of the top five (irms in
France, two were foreign owned. = Direct foreign investment, there-
fore, constituted another crucial aspect of foreign competition for the

industry.

Dependent Variable

Did the French pharmaceutical industry respond to ils cconomic dif-
ficullies by seeking to close its market to [oreign competition. either
imports or investment? The role played by the industry’s growing in-
ternational ties in the formulation of us demands was critical. In gen-
eral, these links fostered its auempts to open its market turther.

At the national level, the French pharmaceutical manufacturers

duiers See EG, The (ommunity « Pha maceuteal fndustry, able on p.zo. Moreuver. the
large French producers hac smal) market shares in thel gestworld markets thal is.in
the Unitd States, West Germany, and Japan. By the ¢ v 1gsos. the Frene's hid ire-
proved iierr internuional standhng somewhit. Ther con slidztions at kome and expan-
sion abroad :ncreascd botlr their size and prescove, bei
with the world ieaders. Sigvard, Medicaazend, PP- 48474 Le Mopdi, Jannary 22, 1980, 1.
43; Le Mondz, April 11, 1980; Les Fehen. supplement, Februmy 28, 1979, pp: 13-%0-

7 sNip, Lindustre Pravmedienqite, 1982, p. 28 Sigvard, Médi-amenl, pp. 141-47; Les

ing thenoto closer coripelition

Eitas, October 30, 1975.

0o Matim, Apuil 24,1977 DATSa, Liindustrie Mondiale, pp. 74, 206; Stoffaés, Grinde
Menoce Industricile, pp. 267-68; Sigvard. Médr wnen?, pp. 47 3

bt J o Echos, Eebruary 18, 1074; La Vie Frangause, January 2.1974; Le Nouvel Econmniste,
no. 489. M=y 10. 1985,

e Sigvard, Médicamenl, Pp- 74775
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pursued no efforts whatsoever in the 1g970s to protect their domestic
market from tising foreign competition. Prior to 1972, neither .im-
ports nor direct foreign investment was appreciable. The French mar-
ket in pharmaceuticals was virtually closed 1o all foreign pressures due
to the very strict system of industry price controls and national drug
regulations. Between 1668 and 1972, however, a number of initiauves
were Faken that reduced the constraining effects of this system. 4 Im-
ports increased greatly as a result. Despite this import su‘rge, the pro-
ducers never sought to have the French government protect the in-
d-usl.ry, even when (hey ran into economic difhculties afier 1975.'9°
l’ur[l.w.rmore, the pharmaceutical manufaclurers never pressetli '(or
resirictions on the entry of foreign producers.'9s Overall, the indusiry
had little interest in Lrying to restore restrictions on access to its home
market.

8¢ Lh.c postwar period, the French pharmaceutical industry-was in-
volved in the government's health policy; it was seen as an inregral
clement in the social security system. As such, it was subjected o a
great deal of government regulation. ranging from price controls to
new prpduct rules. Although related 10 national health policy, these
f'egu]auons had strong effects on trade. Their severity made ix;lpor(-
ing practically impossible before the late 1g60s. In the late 1g6os and
early 1970s efforis were made to reduce the protectionist effects of
Lhes.e measures, ofien at the behest of the industry itself. Moreovey
during L.h(- period after 1972, the industry and its association SN[P'
became involved in atempts to open the French market and o ’crcate)
a European market in pharmaceuticals.

The industry’s aclivities to alter its industrial policies focused on
three k.ey goals. First, the pharmaceutical producers wanted an end to
the strict price control scheme regulating their products. The French
government used this to sel prices for pharmaceuticals purchased as
part of its health insurance and socal security policies. These prices
were kept at low levels to control the socal securily system's chronic
deficit,’94 but they pervaded the whole French marl:\e(: They basically
determined the range of all drug prices in JFrance and the price of

’SI,DAE s,\\, L'indvatric Mondizic, pp. 31-33. 53, 55-79: Sigvard, Médicament. pp. 70-83,
lrg:, -._59;(:l(‘,.lmmbn‘ de Cormeice, La Conewrrence Etvanglre et les Importotions Sau;mga
{Paris: Ckambre de Comineree, 1977). p. 33: INSre, Annuatre § }

f » P 385 INSYE, !

s Chawbe 7 3 tre Slalistigue, vo83. p 418

198 [bid.. EC. Tie Commumtys Pharmaceuncal Industry, pp. 36-45: Econontic et Pohtique
(September 1980):62; Lec Echos, January 27, 1981.

‘o Sigvard, Méducment, pp. 79-83. 18; EC, The Communuy's Pharmaceutical irdustry, pp.
36-45; Loy Echos, supplement, February 28, 1979, pp. 46-58, 67, Les Echos, July 15, 1976

; 8 ) » 290,
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exports, since forcign purchasers negotiated on the basi§ of the pub-
licly known domestic prices."s Price controls were a major source of
concern for the industry, because they reduced its profitability, thus
limiting R&D and hurting its competiuveness. N .
The pharmaceutical producers fought for greater pricing flexibility
throughout the 1g70s. They launched three major eflorts Lo force the
government Lo alter its policy and weré successful in two <?f them. The
battle over pharmaceutical prices was waged between the m.(_h_lsu‘ly and
the Ministy of Industry, on the one hand, and the ministries of
Heatih and of Finance, on the other. The first group desired to end,
or at least reduce, price controls in order to restore the induszry‘s.pro[-
itability and compelitiveness; the second group advoca@d retention of
controls in order to keep the social security deficit from increasing and
1o retain influence over the industry.’#® [n 1g72 the indusiry launched
its first campaign for price liberalization and relaxation of variou.s reg-
ulations. Some of the yndustry’s demands were realized, mostly in re-
gard 1o the latter issue. The net eflect was to encourage irnporting-by
making it easier and by making pharmaceuticals more prolltal)le.‘q'.
The decade’s major effon to reduce price c.omrols occurred in
1g75-76. The French producers were expericncmg. severe economic
difficulties, which prompted them to seck changes in the policies af-
tecling them. Taking the initiative, the industry deggned a lo.ng}erm
induscrial policy for itself, a central element of which was price llbber—
alization. In alliance with the Ministry of Industry, the pharmaceulucal
producers presented their plan to the President of the ‘chx}bhc.mﬂ
The industry received no satisfaction of its demands at this point, but
it continucd and intensified its campaign. 2 .
The final episode in the battle over price controls took place in the
late 19705. The industry, as its problems worsened, found a new ally
in the Ministry of Health. By the late 1970s, the producery, with the

s Sigvard. Médicament. pp. 136-39; DAFSA, Ltndustriv Mondwalr. p. 15; Les Echos. April
14. 1976; interview. )

1o Sigvin 3, Médwement. pp. 97-1033 La Vie Eravicase, Novemnbher 2. vg75: La Vie Fran-
caice. March 26, 1979, p. 26, L¢ Monde, July 16, g7 Info Chimsi. no. 238 (Junc
1gR3 111 5; Le Firzora, November 14. 1679, interview. ' ,

T Les Eotos, supplement, February 28,1978, p- 67, interview, DAFsa, L'/ndustre Mon-
dicls. pp. 31-32. 53. . ‘

v Le Pgind, 1o 1759, February 23. 19376, pp- R5-86: Le Parne, nio. 209, Septenber 2o,
1g7b. p. 1121 Le Alimde, July 16, 1976, Les Echos, indary 10, 1977 Lo Maun, June 22,
1978: interview, .

109 L Figaro, February 13,1976 L» Nowvel Obirvaicur, June 28, 197(?), P- 43: Le Point,
no 15u. Februaty 23, 1976, pp. 85-86; Econome-Géographie, no. 151 (1 tbruary 1978).2-
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backing of the ministries of Industry and Health, impressed their con-
cerns on the government and were allowed some price liberalization,
which encouraged imports.?> The industry's demand for reductions
in price controls was directed at its own domestic situation, but the
industry understood and approved of the wade effect~ i.e., both
higher-priced exports and more imports - -attached to such liberaliza-
tion.

The industry’s secopd goal was to restore its competitiveness by re-
organizing. In 1975. as part of its price hiberalization scheme, the in-
dustry proposed to regroup itself around several of the largest firms,
but only in exchange for greater pricing flexibility. When the Minisery
of Finance and the President rejected the changes in the pricing
scheme, the pharmaceuuical producers refused to regroup, somerhing
that the government strongly desired.”' When the government
agreed o price liberalization in 1979-80, the industry then reorgan-
ized itself around the four largest firms.*¢ What is imeresLir‘{g about
the industry’s demands or new industrial policies is that they did not
involve protectionism. Despite the industry’s mounting problems and
imporl petetration, 1t never sought to close its markel. Indeed, it ac-
tively sought o reduce trade barriers and promote foreign invest-
ment.

The industry’s demands also were not focused on receiving more
government aid. Although considered a sector of the future, the phar-
maceutical industry was not a major requester or recipient of siate aid.
Largely self-financed, it did not depend on the governraent.«s The
aid it did receive went mainly toward jts R&D effores: it was a way of
making up for profits lost due to the price controls.?¢

The third goal sought by the pharmaceutical producers was the re-
laxation of rules governing the introduction of new drugs. In the early
1970s, the industry sought to loosen tesung requirements and to re-

19 La Vie Fran¢aise, March go, 181, p. ag: Les Echos, January 27, 1981; Le Matin, |an-
uary 7, 1950; Le Figars, Maych 7. 1980; Le Point, no 390, March 10, 1980, . 100; Les
Echos, March 7. 1¢g80.

+1 Le Point, no. 250, September 20, 1976, p. 112; Le Monde, August 6, 1976; Le Mondz,
August 9, 1076: France Nowvelle, May 28. 1977. La Vie Frangawe, January 17, 1977: Le
Muatm, June 22, 1978, Lo fedos, July 15.1076.

0 Le Monde, March 7. 1930, Le Poin', no. ggo. March 10, 198c. p. 100; Journal des
Finanees, March 14. 1980; Joural des Finances, February 12, 1981,

= Lny Echos, supplement, February 28, 1979, p. 27 Sigvard, Médicament. pp. 5y. 61.
64 La Vi Frangaicc, November 26, 1975¢; Le Nouveau Journal, September 19, 1979: Les
Echos. June 13, 1978. )

4 Lgs frhns. supalement, February 28, 1978, pp. 71-78, Les Echos, June 14, 1978: Lr
Nowenn Journal, Septemser 13, 1477.
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duce waiting periods for new products. In 1972 measures were
adopted by the French government o ease such restrictions, which
thereby further opened the market 1o Imports. s AfLe‘r this, however,
the industry's efforts concerning drug rcgulations shifted to the Eu-
ropean level. .

There, pharmaceutical industry’s efforts were more focused ?n re;
ducing trade barriers than its efforts in Frap_ce had been. In Lerms o
raditional trade policy inscruments like Fanffs and quotas, the indus-
(ry was already unencumbered by them in the 19708. In Lbe GATT ne-
gotiations of the Tokyo Round, the European industry did not resist
further cuts in its tariffs, but these were not a central .con.ccrn.""‘ﬁ The
industry also Favored increased mternational bgrmmuza.uon of }?rc?d-
uct classifications to faolitate trade.? Lu addition, the mdulsn‘ys |_nA
volvement in the negotiations with the United States 10 end its poll'cy
of “Amecrican Selling Price” (asy) on chemical imports was part of. its
preferences for rade liberalization globally.f‘S The pharmaceutical
manufacturers’ central concern with trade mvolvec! the European
Common Market. As the firms increased their operations Lhr'ough(?ut
Europe, their inlerest turned more toward L.he creation of a single Eu-
ropean market.»¢ Toward this goal, a major attempt 10 harmonize
pharmacentical regulations in Furope was rqade in Ll'de»early ’19.705.
Beginning in 1972, the EC initiated negouiations to climinate various
national regulations and to establish European-wide standards, rules,
and testing procedures. This process was baf:ked by‘Lhc European
pharmaceutical producers, who saw the myriad of diverse nauo.na]
policies as an impediment to their European t\‘ac}e and production
flows. In 1975, the negolations produced a set of Iu‘urc.)pe:m codes for
the pharmaceutical industry, which aided trade within the Commu-
niy.”*> . ‘

“The I'rench industry’s disinterest in protection was further dis-

- Eronomee-Geng aphie, no. 151 (Tehruary 1978) 2-y: Sigvard, )‘v{fﬁdi(.'l.'."fnl. po. 79-83.
136-3q: Les E-kes, supplument, February 28, 1979; EC, The Communttys Pharmas eudical
Industry, pp. 30-45% Iarerview -

o u;.rz; Z'hm’wlrw Pharmacerdiqie, pp- 7579 intervicw. Dubies on p]mrmacvuucal
specialiies 1n France were reduced .n the Tokyo Round from 5.5 pereent m 1974 0 2.5
pereent in 1981, according to hgures from the French Cusioms Scrvice.

- Inrerview,

=3 | es Echos, February 25.1979. 0 7. ‘ _

an Lo Matin, June 22, 1978 Les Lchos, October 31, 1974: Sigvard, Médicament. pp. 19,
278-81; mrerview. . o o

sio Sigvard, Médicament. pp. 10. 79-83, 278-B1; LU, The Conmauntty § Picarmagentiond In-
dustry, pp. -4 Ecomome ul Politigue (Scptember 1980):62: Le: Eches, supplement, pp.
58~6'\. 6y; riterview.
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played by its lack of complaints to the EC over foreign dumping, sub-
sidization, or other unfair trade practices. The chemical sector as a
whole was one of the most frequent complainers, bui the pharmaceu-
tical producers were not involved in this activity.”'* Despite growing
loreign competition from both within and outside of the EC, the in-
dustry showed little desire to bave this limited. Not even the relatively
restrained step of complaining to the EC was taken. The industry at
home and in Europe appeared far more interested in meeting foreign
competition than in halting it.

The industry’s own, internal efforts 10 adjust were most important.
Its straregy to restore its competitiveness had (wo central elements,
neither of which entailed efforts Lo reduce imporis or toreign invesi-
ment. The first element in the French producers’ strategy was Lo in-
crease their multinationality. The large producers realized that o re-
main competitive they bhad o have large markets over which to §pread
their costs. Ouly by exporting and operating in large, profitable mar-
kets could they make the revenues necessary 10 finance the R&D ef-
forts crucial to thetr future. This realization prompted the largest
firms to extend their foreign operauons and Lo seek ways to reduce
barriers impeding their sizable intrafirm irade flows.>** As part of this,
the French producers lso increased their technical agreements with
foreign producers in an effort to acquire new technology and/or for-
eign outlers.®'s The success of this internationalization increased the
industry’s insertion into the global economy and provided a key means
for dealing with its economic problems.

The sccond element in the pharmaceutical industry’s strategy was (o
increcase firm size by consolidaung the industry. The large firms be-
lieved that only further growth would enable them 10 be competitive
with the giant Swiss, German, and U.S. firms that dominated the in-
dustry globally. This view Jed to acquisitions of smaller labs by the big
producers as well as acquisitions by large firms outside the industry.<
These elforts were initially not favored by the French government,
but by the late 1970s the government had becorne a full partner in

« EC, First and Second Annual Report on Anti-Dumping and Anti-Subsidy Actiaines; inter-
SISO

2 Ingn Cirmig, no. 298 (Juac 1083):127; pAFsA. L'ndsicime Mondiale, intro. and pp. 1,
58, 68: Sigvard. Médwcament, pp. 282-83: Lo« Echos, May 2, 1485. p. 7; Lé Modin, June 22,
1978; Le Figare, October 21, 10775 Econopae-Géograpiie, no. 151 (February 1g78):3-4.

*s parsA, L'industne Mondwle, pp. 70-74; Economie-Géograpnie, no 151 (February
1978) 10 -

=i Sigvard, Miduemond, pp. 43-47: Le Monde, Mav 24, 19738: Le Monde, January 22,
VR0, p. 48 Le Monde, Apn. 11, 1980; Les Echos, suvplement, February 28, 1g7g: Les
Echos. May 20, 1980.
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these clforts. In the plan agreed to in 1980, the industry reorganiged
itse)f around the largest four frms and increased its concentration
and competitiveness.?s The French pharmaceutical_inclustry’s re-
sponse to its economic difficulties in the 1g970s did not involve protec-
Honism. s efforts were focused on lowering the barriers 1o trade both
in France and within the EC. I's attempts Lo reduce price controls,
relax national regulations and standards, and harmonize prucc_‘*.flures
in Furope contributed to freer rade, and its own strgtegies of nter-
nationalization and consolidation aimed at restoring its competitive-
ness. The industry’s growing interests in trade liberalization were re-
lated directly to its growing iniernational operations. The fact that
close to 70 percent of its revenues came from foreign sales macle for-
eign markets crucially important to the indusiry.

Case §5: TIRES

The trench have one of the largest, most powerful tire industries in
the world. [n 1974 they were the world’s third largest tire producer,
after the United States and Japan.*'® France's sirong position was due
to one firm. Michelin. It controlled the French market and accounted
for about 5o percent of all sales in 1974. it also dominm.ed.l_he Euro-
pean market, where it held 31 percent of the market there in 1973.¢'7
Moreover, Michelin rose from being the third largest world producer
in 1973 with 1,4 percent of the global market to being a close runmer-
up o the number one firm, Goodyear, in 1982 with 18 percent of the
market,2® The story of the French tire industry, and jndeed the Eu-
ropean one as well, in the 1970s, was largely the story of Mich§lin,
since the onfy other French producer, Kléber-Colombes, was partially
controlled by Michehn. ‘
Michelin plaved a central role in the industry globally. Worldwide,
the industry was concentrated; the five largest producers held 0ver.65
percent of the global market by the late 1970s, and this concentration
was increasing.”'s Until the mid-ig7os, world competition involved

=1 Les Echos, supplement, February 28, 1954, pp. 71-78; Jeurnal des Finenees. Frb»ruary
12, 1g81. Coutentiagion within e indostry jose over the deeade; in1g7o, the biggest
117ms ticld about g5 percent ol the market; by ‘he end they actuanted tor 75 pereent La
Vie Frungawe, June 16, 19%0.

7 EC, Epde sur PEvolurim de la Goncentration duns Vhulustrie des Prsus oo Frence (Brus
sels' EC, August 1g77), p- 13-

<. EC. Etude sur l'Industric des Prev.. pp. 17, 22, Lit Vie Frangaise, Febrwary 8, 1973

w8 Lo Vie Frencitise, February 8, 1973: L'Expansion. June 22-July 5. 1684, pp- 76-77.

2 paFss, L ndvstyic Mondinl: des Prewnahigues (Paris: parsa. 1980), intro. and p. ).
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two American firms, Goodvear and Firestone, and Michelin.*»e After
this, the marker underwent a dramatic restructuring, mamly hecause
of Michelin’s aggressive strategy.

In the early 1g70s, Michelin began fiercely marketing the new radial
tires and internationalizing in an attempt to gain markei share. This
strategy was successful, but it upset the industry’s structure. Michelin
moved into new markets, acquired larger market shares, and became
the world’s largest radial producer.2’ It also helped bring about the
radial revolution, which caught other firms unprepared. The rapid
consumer shift to radials, combined with the recessions caused in .part
by the oil shocks, led to the demise of numerous large and small dre
makers. By the eatly 1980s, all of the American firms, except Good-
year, and all of the European firms, except Michelin, were in retreac.
The market now centered around the intense, global competition of
Goodycar, Michelin, and the Japanese Airm, Bridgestone.c** The ure
industry in France and elsewhere was thus restructured during the
19708, becoming inereasingly international and concentrated.

The French tire industry experienced severe economic distress in
the 1970s as well as rising foreign competition due to the oil crises and
the change to radials. Radial producijon required huge capital invest-
ments in new facilities, and the oil shortage flattened consumer de-
mand for autes and thus for tires. These problems squeezed industry
profits and induced overcapacity, plant closures, and falling employ-
ment. The difficulties were pardcularly evident between 1974 and
1977 and between 1980 and 1¢85.2°* Tire production grew undl 1975,
then Jeveled off, and began falling by the decade’s end.* ¢ Employ-
ment in the industry fell in the last half of the 1970s, although for
Kléber it dropped severely between 1970 and 1975.225

Problems were even worse after 1g79. Michelin, though hurt in
France during the first recession, was spared worse damage because
ol its lcad in radiul technology and its strong sales abroad. After 1g97g,
this changed, and Michelin, like Kléber, closed plants, laid off increas-
ing numbers of workers, and encountered mounting financial losses,

2o Econemte-Gesgraphte, no. 125 (June 1975):4.

L ' Expansion, June 22-July 5, 1984, pp. 75-76: Les Echoc. December 28, 1g77; DaFsA,
Lfndustiic des Preus. pn1. 80-84, 93

) Expanaon, June 22-July 5. 2G84, pp- 75-77; Lo Vie Francere, May 4, 1981,

13 DAFSA, L vdustre d ¥, .ntro., pp. 3-4. 20, 28; EC, Lude aur | Industriv des Pneus,
pp- 11-18: Les Echos, Dece r 28, 1977, Le Figovo, August 1, 1985, p. 11

TONSEE, Annitane Statisague, 1988, p. 556: EC, Etude sur Pindust: i» des Prcus, pp. 14-18;
La Vie Frangaise, May 8. 1978, p. 28; Economsn Giographie, no. 123 (June 1975) g.

5 INSEE, Annuaire Statistique, 1983 p. 588; EC, Etude sur Ulndustrie des Preus, pp. 30-34.
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especially after 19814 Indeed, every tire producer suffered: sale.s n
France fcll 18 percent, exports dropped 13 percent, and 10,000 ngs
were lost in the industry between 1980 and 1983.*” Excess capacty
and Josses also forced several firms out of business in France—e.g..
Dunlop and Uniroyal.“~ ‘ . o

Foreign competition also intensified over this period. Tire imports
into France increased fourfold in value between 1973 and 1981.72 In-
ports claimed a growing share of the domestic market. ln 1970, they
held 10 percent of domestic consumplio.n; by 1979Ithey claiined 21
percent.* In addition, the nature af this compeuuon changed, be-
coming more threatening. Early in the delcadc, nnp.orls had come al-
most entirely from other European countries; these imports weve usu-
ally high quality, specialized ures. By }he !aLe 1970s, the C‘Onl‘t)ct‘{fl()n
involved large volumes of Jow-priced tires imported from Easr Asia or
Eastern Europe.’s* Foreign tire competition 1n France thus a.cceleraled
and shifted ominously over the decade, which created scrious prob-
tems for the French producers and made them likely to seek protec-
ton. A

Tive manufacturing was a Type (11 industry. Both s trade depend-
ence and multinationality were substanual and grow.ing over Qxe dec-
ade. Moreover, the French producers Look part in us rising interna-
tionalization. . .

Export trade in the French tire industry was extensive, and increas-
ingly so, over the 1g70s. France exporled more tres as a perc.ef\tage
of us total tire production than any other counury.®s* Not 51{1‘p|.'|s1ugly,
the industry’s trade balance was posilive in the decade. Whllle imports
expericnced significant growth, exports began at a s.ubstznmal Ie\-'(:‘.l
and rose rapidly undil the early 1980s.%s3 Asa proporuon.of domestic
production, exports of tires climbed from 40 percent in t,he_early
»g70$ to nearly o percent by 1970, revealing the industry’s sizable

5 [ ¢ I'ygaro, August L. 1985, p. 117 Le Masdr, April 21, 1n84, Le .‘»In'u!m. _|£xl':y .6., 19%.'1;
L'Expanaon. June 22-July 5. 1785, pP- 75. 77-78; Les ol .\(j,w’ Gt 8o Ia V'w hngal..\%.
July 210 g0z La Vie Frungaxe, Fen uary 4-10. 1985, P 4} Wall Speet Journu!, Decemoer
12':‘:,(')61\:15;132‘Apri| V1, 1084; Le Monde. Annilag, yaR4: Lu Vie Francaise, March 14-20,
1963 . 34: Qrustadren de Pass, February 16, 1985.

s Lbiajrnsdon, June 2e-July 5. 1984, pp- 75-76: Les Echos, August 23, 1979,

122 French Customs § e daa.

e Unpublished tvsre o a. ,

»y1 French Custcius Service data, EC, Etude sur PIndwsirre Hes Pueus, p. 181 DAFSA, L'n-
dustric des Preus. p. 52; Le Nouvel Economste. n0. 503, August 23. 1985, p- 40.

o3 parsa, UIndustrie des Prous. pp- 49°5)

=% Fresnh Customs Service data.
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overall dependence on exports.®3¢ Far Michelin, over 46 percent of its
total sales in 1g70 were due to its exports,*s> and this percentage in-
creased as the firm internauonalized. Indeed, Michelin probably ac-
counted for a large part of both French immports and French exports
of tires. Through its integrated global production strategy, the firm
shipped tires to and from about pinety countrics. <

In terms of multinationality. the tire makers also revealed their in-
tegration into the world market. Foreign production by the French
firms was large, accounting for almost 15 percent of el production
in 1974,*17 a proportion that was the second largest among all sectoss
of the nation’s industry.*s8 This foreign production was highly inte-
grated and profitable,?ss and production abroad rose during the
1g70s. Yor Micheln, multinational operations were crucial. Michelin
began its muernationalization early; by 1970 1t had seventeen planis
outside of France.*s Between 1970 and 1974, this number rose to
wenty-lwo, as the firm advanced into Canada and the United
States.<»* By rg74, Michelin was che third largest multinational in
France. It had close 10 60 percent of its total employees located outside
France and realized about 30 percent of its total sales abroad.*® Dur-
ing the decade this muhinationality increased further, so that by 1980,
the firm had thirty-five plants worldwide and almost 70 percent of its
revenues from operalions outside France.?s3

™ DAFSA, L'lndustrie des Pneus, pp. 49-51, g4: Economie-Géographie, no. 125 (June
195:3):7: EC, Etwde sior Plndusirie drv Prous, p- 18, These figuies understue the actual
imporinee of exports sinee they do not iv lude indirece tive exporis  1e . those alveady
an French cars or truchs sold outside of the country, Economie-Géographic, no. 125 (June
1975)

3 La Vie Friongansr, October B, 197 ..

5 Ftss e no. gq1, September 21,1978, p- 31; L'Humaen i, December 5, 1981 Mich-
elin, unpublished corporate documents, 198g: interviews, The viher hirms in the French
market al:0 roved gitlerent tvpes of tires .wound Europe to bili.uce producion and
dergnd. Kicber and the other i odu rrs—most of whom were “orcign multination:is—
thus contiibutec 1:: the sizable trade jlows of t:ires in and out of France. Interviews, DAFsa.
Lindush v des Preus.

2 Suvars. Mudimatunaies Frangioes, p. 28.
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we Entreprise. no. oq). Scptember 21, 1978, pp. 71. 73 La Vie Frangaws-, Septemoer 18,
1g70.

' Le Monde Diplomatique, June 1974,

22 Savare, “Moltinationales Frangaises,” p. 76: “Les Multinalionales,” p 24; Le Monde
Diplomiatigue, June 1974; Alain Jenu.in, Mrchelne: Un Sile des Séerets (Paris: Calmann-
Lévy, 1982). pp. e10-24.

iy L'Humanat’, June 10, 1g80; Jumain, Michelin, pp. 23236 Michelin's mosemian
abroad ia the lg7os was pardy offcusive and panly defensive. The ‘um’s tecmologica!



204  Chapter 5 - French Cases

Michelin also bad very integrated production operations. Jt oper-
ated 2 complex web of international facilies L!mt g:reat]y dep‘ended
on intrafirm trade flows.#s* This web was especially Almportam in Eu-
rope. Michelin was largely responsible for the ure rade ~among
France, Spain, Italy, and West Germauny. lxluleed._ 1S Aplzml;s in L]\ése
countries exported close Lo 50 percent of their production, most gomg
to Europe or the United States.’ss Michelin was thus a central force in
tire trade and production globally. .

RBecause they were its main source of profits in the 1g70s. these fo?
eign operaiions were of crucial imporance for the firm. Frz.mgms
Michelin, the firm's largest owner and its director, stated that without
its foreign plants and sales, the company would ha.ve gone b'fmkrupt
in France.»s The greater profitability of these foreign operations not
only made them’essenuial to the firm butalso encouraged their gror.vth
at the expense of French operations. By the end.of the decade, Mich-
elin was the largest multinational in tire production. ’

The other French tire maker, Kléber-Colombes, wis also 2 mulu-
national, although smaller than Michelin. In‘1975, Kléber earned 37
percent of its revenues outside France.*s8 This percentage rosc as the

;»,mlages n;nmp(ed it 0 w'opt an aggressive mar konl‘.g”s(l'_z-llcg\, \\-h:_\('h Ml'gr“llt(l the
Narth American macket since this was the least “radil:zed * Micheln buiit plants in Can-
2da 1o service the vnt're continent in the carly 19705, but Lhc ﬁr.rnle\ "'na!}y moveaG mlo
the United States as pare of 4 more deieniive dratgy Michelin's Canadian expor%s to
the United 5:a-es exploded, and several American tire producers lau:u-l))(nl a lrade mm;_
plaint. When in 1973 duties on its imports to the Umied Sltmcs werc raiced as a lcsu?l o
tins corzplaint, Mickeiin began U.S. production. By 1977. 11 held 8 per.u'm (Tt the Av.telr-l
ican tire market, which made it the third or fourth Largest produ‘(_vu there, L‘Er})ﬂ_\;,ll?l ¥
27, 1970: Entreprr<s, N0 041, Seplember 21,19, % PP- 73- 75 I8 1‘.xpafr)u»). Su‘;m.y)‘ mbj:-
21, 1979, p. 108! Financ.ad Times, July 14, 19712 NYT, October 8, |972§. Le Moaride, Octuber
6,197 Lendon Tmos, May 6, 195%: Jemawn, Michslm, pp. 210-73% L’Expansion, June 22-
- . =han7,
J“.l}.l.l)_'u)giqf.‘uzp' _]7uly 21. 1g80; EC, Etude sur lndush e des Poeus, pp- 30-38: Le Nou-
September 16, 1g970-
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+7 Even in compaiison (o the ] Arner:ean fivms, it was umque, h:}vmg _ovelr 50 per-
cent of prodocton abriad cot | 1 to Geotdyear's A4 ]\F.‘\’ccn'. I-.md (-(mldn(hs 22 pjr-
cent, which indscated the full range of the American firens nlu1Iun;m(mahly Darsa, Lin-
dustrie des Prews, pp- 58 36, 331 Eromome vt Prlujue, no. 240 {July 1974):32-.1_.-,:

- §C, Etude sur I'Tndustre A Prrus, p- 3.4 I casence, Riéher _()p'cr;«wt_l aan I]ld(‘.‘)cnd-
ent fum, but throughout the 19708 Michelin h'.\.(l " :.-\_'_'owlng s LSt m.u. Onh :n the
early 19805, when Kléber ran into severe economic difficaitivs. did Mlché(.m assuime man-
. huwever, Kléber acted m fact as an autongmous

agement cont: vl over it. Pror 1a thi- rous
French lre manufactorer. Eatrefrise no. 041, September 21, 1973, P 71. Inlernaliona:
Herald Tribune, September 17. 1980: Jemait. Muchelin, pp. 137-55.
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firm branched out in Lurope, and by 1980, the proportion had
reached 54 percent.*s Kléber limited its operations to Europe and
had substantial trade flows as well among its subsidiaries.>s

The French jndustry, in addition to being multnational, was pene-
trated by foreign capital. This foreign presence accounted for about
48 percent of the industry's wlal investmment in 1974.%' Before 1979,
of the top seven French producers, five were foreign and were subsid-
lanes of some of the world's largest tire firms—e.g., Goodyear, Fire-
stone, Dunlop, and Uniroyal.+>* The industry's poor economic for-
tunes duting the decade altered the characier, but not the extent, of
this foreign presence, leaving only three foreign producers in France:
Goodyear, Continental, and Sumitomo.»s3 It also le(t the industry in
France and Europe more concentrated, with four firms controlling the
market and with Michelin the clear leader in Lurope.=s4

The Dependent Variable

What was most striking about he French tire industry’s response 1o its
economic difficulties between 1974 and 1982 was that despice the se-
verity of 1ts economic situation, it resorted bttle o demanding public
help from either the French government or the EC. The industry
chose to adjust through its own mechanisms.

The tire industry's economic crisis did not lead (o greater “concer-
tation” between the manufacturers and the French government. The
relationship belween these two groups has never been extensive or
amicable inn the posiwar period, la1yely as a consequence of the prob-
lems between Michelin and the government.’>s Unlike most large
French firms, Michelin has not had a special relationship with the gov-
ernment; indeed, Michelin has avoided having anything to do with 1t
This attitude comes from the company's family owners and directors.
The long line of Micheling who contro] the firm has always distrusted
the government—whether on the right or left—and preferred to op-

o Les Lirhos. May 5, 1080.

seLntrepri Gyt Scptember e, 1973, p. 82.

st Savary, L nadonales trancaises,” p. 258,

Lot DA¥SA, L'vduse 2 des Puens. py. 96-)00, 103, 100, 112-13,

=1 After 19754, Uniroy al and Firestone pulled out of Europe alingether, the first selling
ts operations 10 a German firm, Coninental, and he <econd sunpiy ending pr Juction,
Later. Dutilop ended iis vperations in France, selling them 1o the Japanese 1 Su-
mitomo. L' Expansion, June ze-July 5, 1984, pp. 75-76; Financul Times, June 4. .. 3; Les
Erhas, Augusl 23, 1079; L' Usine Nouvelle, no. 21. May 24, 3y79: Le Monde, April 1>, 1984:
La Vie Francaie. May 4, 198,

54 DAFSA, L'Industiie des Preus, pp. 109-1:3.

4% |emuun, Michelin, chs. vo. 11,
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erate independenily of any polilical organization. Laljgely sedf-fi-
nanced and privately owned, Michelin has long operaled in a cloud of
secrecy.»*® In part, this independent posture has rjlllowed. the firm to
continue its conservative style of management without interference
from unions or the state. .

Michelin’s attitude toward the government was backed by its acuons.
Despite mounting imports and nising difficulties if‘ the 19705, the firm
did not go to the government and demand any ald.. It did not ask'for
protection against either imports or new foreign nvestments; N[lfﬁh-
elin did not desire any type of protectiopism. In fact, Mlchclm.ofﬁaa]s
maintained protection was “pot the right way to go‘.’ because it would
lead to more government interference and becavse 1t w'oulFi.upset the
firm's intcrnadional operations and reduce its compeum:eness.m
Michelin’s concern with the international market and its desire to re-
main independent led it to resist any urge 10 protect its hgme market.

[n terms of industrial policy measures, the firm also avoided contact
with the French government. Michelin’s developmfént of th_‘.l‘il(liai tire
and its large investment program abroad were financed independ-
ently of the French Treasury. The irm used its own cashlﬂoxfs and
organized a large international loan to finance these mixswe invest-
ments.s* [n addition, Michelin never demanded any form of subsidy
or aid from the government in the yg70s. No “plan” for the industry
existed, and none was desired.*

The other firms in the industry also had liule to do with the French
government. All the others, save Kléber, were foreign owncd and
tended 1o have less contact with the government. The French govern-
ment did @ive aid 1o Dunjop-France m 1982. [t is unclear, hom.zver,
whether Dunlop requested this. The frm desired to sell its operations,

w7 {’Expansion. September 5-20. 1979 Pp- 101-108: L'Expansion, Junce z2-|uly 5. '.98I4,
p. 82; LExprmi July 27, 1970, pp- 51°5: Le Moirde Diplomahique, _]Lme‘ 1974:._](--fnam\
Michehn, pp. 154-39, :H1-67.170-73. "Che i even relused o ;1I|o-._\ President ue_(;aulle
(o visit its factories, and it pullcd out of the man industry organ zation. ?Iur CNPE D 1968
afier condemnng it for accepting the wnion dezrands involved a the (,1'cluul|€ Acco s
\oreover, many have spucalated that Michelin internatonalized with such a vengeance
10 escane the conhines of e French governmentand was keest 1o operate i the Unnted
Suates wher 15 philosophy wis buiter accepted. Jemain, Muchelm, pp. 154°50. 161, 2I16~
2g; inter' 5; Enticprise. no. 941, Seprenber 28, 1978, 1‘). 841 Lo Monie Diplomungue,
June 197 1. UExpansion, September 7-20. 1079, b 101-105.

“t [nierview, . N

oX {Txpress, July 27, 1970. pp- 71-52 Le Monde Drpl-matigue, June 1074; L'Expansion.

2-July 5.1984. p. Bz

Ju?!fjienfain, :f)wxczel‘z"n.ppp. Y54-59. 161-67: Les Echos, August 23. 1670, L'Expansion, Sep-
tember 7-20, 1979, Pp. 101 *08; interviews.
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but the only interested buvers were foreign. The French government
did not want a foreign purchaser but wanted to preserve employment
in the area. After Michelin refused to purchase Dunlop’s operation.
the government found another answer. The compromise was 1o give
Dunlop money to enable it to continue. ] his proved an ephemenral
soluuon: Dunlop sold out to Sumitomo, the [apanese firm, in 1984.2%

The other area of government intervention involved Kléber, which
fell into deep trouble in the lale 1970s and recorded growing losses
each vear. As rumors of bankruptcy spread, Kléber began seeking a
buyer. Once again, the French government desired a “French solu-
tion”; it did not want a foreign buyer. When the German firm, Conu-
nental, agreed wo buy a controlling interest in 1979, the government
nevertheless acceded, accepting a “Luropean solution.” This deal fell
through in 1980, however, as Continental grew fearful of Kléber's
huge and mounting losses. Michelin at this point decided to try b sell
its large interest in Kléber to a Japanese firm. The French government
rejected this sale and instead forced Michelin to increase its holding in
Kléber. In the batte, the governmeunt proposed 1o inject new lunds
into Kléber if Michelin would take it over. Though vnhappy about
them, Michelin finally accepted these terms.*®

Except for the interventions in Dunlop and Kléber, which were not
the firms’ first preferences, the tire industry received and demanded
licle government aid. Despite growing import penetration, the firms
never sought protecuon, which they viewed as more of a problem than
a solution. In terms of industrial policy, the government appeared
more eager o offer help than the firms were to receive it. No indus-
tnal plan was ever sought or designed: all the interventions weve ad
hoc and {requently government-initjated. Moreover, the interventions

%o [ ¢ Monde, April 11, 1984, Lr Mann. Ocober @1, 168y,

' Jemain, Maclelin, pp. 243-55: International Hereld Trnduor, Scprember 17, 16307 Les
Erhos, November 14, 1080, L'Humanu., December v, 19815 Le Monds, Apnt 1q, 1984; Le
Figaro, March 7. 198;. In 1984. Michelin’s forced marriage to Kléber and its own gifh-
cultics prompted it to seck government help. When Michelin announced g.coo lavoffs
that yeir, all located in the region around Clermont-Feirvand, the togional government
oifered 1o help Michl:n and ercoun: ged il to contact the national government 10 get
further aid. Sore months later, Mickelin eatered into negotiations with the nattonal gov-
ernment (or the (irst timie ever: il attempted to secure loans au preferenual rates. ~ hus
Michelin succumbed finally 16 scehing aid from the French government, but only afiere
being lorced 10 Lake over the unprofitable Kléber by the gove: nme:t. See Le Poing, no.
530, Novetber 15, 1082. pp. 125-26; Wall Strect fournal, Decemnber 12,1984. » 34; L'-
pansion, June 22-July 5, 1984, pp. 77-78: Le Monde, April 21, 1984; Le Mzitn, July 6, 1984:
Lé Monde, August 1g-20, 108: L’Express, Apnil 26. 1985, p. 34.
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were not in the least intended o restricc foreign trade; they aimed
most al preserving employment in France.

At the European level, the industry’s dearth of activity was also evi-
dent. [n spite of mounting import penetration by East European and
East Asian products, the industry made little attempt to hall this trade.
Some of its aclivities were even aimed at further opening the market.
During the GaTT Tokya Round negotiations, the Europcan tire man-
ufacturers offered to cut theiv tariffs by more than the accepted per-
centage if other countries would likewise reduce their barriers to
trade. The industry also sought greater harmonization of industrial
classifications with other countries in order o facilitate trade. And it
did not seek to have the csp status of products from its leading im-
porters ended: this special status, allowing East European and Last
Asian tires to enter with almost no duty at all, was a major factor con-
tributing to these imports” growth. =6 All of this suggests the industry’s
resistance o protectionism and ils interest in open markets. As EC
officials stated, if Micheiin did not like the policies adopted, 1t would
only have to make that known for them to be changed.=": Apparently,
Michelin had no such objections to these Lrade-liberalizing measures.

In terms of unfair trade complaints, the tire manufacwrers also
were inactive al the European leve. Before 1979, no complaints ol any
sort were ever lodged by the industry.#6 In general, the tire industry
was little involved with the EC. Michelin maintained its policy of avoid-
ing public attention and governmental, whether French or EC, in-
volvement, and tended to solve problems on its own. Being oligopolis-
tic and well organized, the producers had liride nced for EC help.
Indeed, as one EC official stated, the EC necded the manufacturers
more than they needed it. since all reliable data on the industry avail-
able (o the EC came {rom the producers themselves.=6 The EC’s ma-

0 Lo Alond, April 19, 1084: DAFSa, L'ndust:r des Prcus. p. 52 interviews,

v {nierviews.

=i 1bid. In 1879, however, a dumping comvplat agarst feur st European countries
was lodged. The sowree of this complat was apparcutly the British Rubber Manulac-
lurers Association (rrma), which was run primazily by Pirelli-U k. Goodyear-UK, Dun-
top. and Avon Tires. The EC pursucd this complzint, eventuslly finding for Q. Dudes
were never raised suce the counriccagreed Lo rase thein prices 10 souie accepable fevel.
i'his complaint was not of feajor importance znd &t I’ vo reduce imparts (rom these
countnies. Ymports have continued w 1tood the € ammunity, vt o new complaints have
been made to date. EC, Furst Annual Repori on Anti-Dumpung and Anbs-Subsidy Procedures:
EC. JOCE, no. 1g. May 1. 1980, pp 70-73: interviews: ps-sa, Lfndustrie aes Preus, p- 524
Le Muonde. April 19, 1q84: Le Nouvel Econeniisie. no. 503, August 29, 1985, p. 40.
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jor contacts with the industry were adversarial and involved invest-
gations of its anticompetitive behavior, 268

The most important means by which the French tire manufacturers
responded o their economic distress in the 1g70s were internal. Both
Kléber and Michelin soughi to deal with the new conditions in the
industry on their own, and their strategies emphasized renewed com-
petitiveness and not protection against competition. For Kléber, the
strategy was initially 1o internationalize further; in the early )g70s,
hoping 1o expand its scale economies and capture new sales, it moved
into new foreign markets.*®” The failure of this strategy led in the late
1970s to attempts to find a suitable buyer, a large firm 1o 1ake over ns
o.perations. Kléber, despite its near bankruplcy, never sought protec-
tion against foreign compettion, and chose instead to exit the indus-
try. o

Michelin's strategy in the 1g70s had two main elemencs.> First, like
Kléber, it sought to increase its presence abroad in order 1o become
one of the world’s leading producers. Michelin aggressively promoted
its radial tres throughout the world. Exports and foreign production
were used to capture market share worldwide. The firm’s movement
into the United States was viewed as absolutely necessary if Michelm
was to remain a world-class competitor. Michelin's strategy was to com-
pete as bard as it could wherever it could. moving abroad 10 meet the
challenge =%

The second element in Michelin's strategy 1involved the acquisition
and maintenance of a monopolistic position within the European mar-
ket. By the early 1970s, the firm alrcady controlled 60 percent of the
sales in France and over 3o percent in Europe, and also held a domi-
nant market position m nearly every European country.-7¢ Michelin
maintained this dominance through a variely of means, none of which
inchnded protectionism.

A central method involved the creation of strong ties with tire deal-
ers. The firm even bought an interest in these dealer networks, so that

< 1bid.

+07 L es Echos, May 5. 1980: Jemain, Mickehn, pp. 246-52.

S Ingernatonad Hirald Tribune, September 17, 1g80; Jemain, Muiielis, pp. =51-55,

<o Jemam, Muckelnn, pp. 17735, 212-27; interviews, Tlis siraregy was successful uniil
182 Michelin moved heavily abroad in the 1950s anc increased iis global market share
sign-ficantly. The problems it began facing afrer 1982, moreover, seemed to have led not
(o the abandonu:ent of this strawegy but to a tcmporary hiatus in order 10 rugroup. Je-
main, Mithein, pp. 225-36, 258-61; interviews. .

¥ La Vie Frangaise, June 19, 1970, and February 8. 1973,
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by 14973 it controlled directly some g0 percent of all European sales.*”
A second way of holding market share involved the indusiry’s primary
customer, the automobile industry. Being the largest ure buyers. auto
manufacturers were a primary target for Michelin’s atlentions and
held the dominant posinion in this relationship. Michelin did, however,
own a large poruon of Citroén, the number three French car maker,
during the 1970s. Not surprisingly, it sold Citroén 100 percent of the
tires it needed.?7* But this was unusual for the industry. In both
France and the United States, the relatdonship between tire and auto
manufacturers tended to be distant and adversanial, because the auto
firms liked to get the best price possible by playing suppliers off{
against. one another. Hence, even Michelin’s relationship with the
main French car producer, Renault, was not marked by any coopera-
don. In this case, a possible means of protection through government
procurement policies—i.¢., to require Renault to buy only Michelin
tires- - was not employed.*7%

In conclusion, the French tire industry, with its extensive foreign
trade and production activilies. chose to adjust to foreign competition
and not to protect wself in the 1970s. The industry’s strong interna-
tional ties prevented it from sceking protection either in France or in
Europe. Led by Michelin, the industry avoided public intervention as
much as possible and managed its problems through its own internal

strategies.

CASE 6: RADI10S AND TELEVISIONS

[n the early 1970s the production of radios and televisions in France
was controlled by three firms, only one of which, Thomson-Brandt,
was French.* The other two were Radiotechnique, cwned by Philips,

This arrangement angd ::ther exclusive salvs deals were dosliked by the EC which
reccived nrmerons complaints about Michelin's behavior The firm evidently pro;niscd
o scllits high quiiiny tires 10 dealers orlv i they refased o sell corticin other tires. Mich-
clin saw this as a way 10 1e@ain its igh cuality inage, but his pulicy hud a way ot liniting
other firms’ sales. Indeed. ore Last Enropean urc wwake: went bankrupt becanse its Eu-
rop«an dealer went oul of busmess winen Michelm refused 10 sell to it. Interviews; Entre-
prie, D0 041, Septembar 21,1974, p. 81

w2 Entregose.na.x, September 20,1078, p- 740 LExpevon, September 5-20, 1074,
p. 104 Jeman, & {in, pp 187-203: Davsa, Lindusirw des Preas, pp. 46-47

S nArsA, L SdscPacie s pp a6 Entvepie, mo. gt Senteutber 21, 1973, p.
82; Jemain Al: 1. pp- 190-217, 21 3-27, 23.]-36; WitC: views

M pAFSA, L'ludushw des Telénscurs en Ewrope (Paris: parsa, 1975). p. 64; Shintdgecs, no
227. May 26-Tune 1, 1g80. p. li1: EC. Etude sur L'Ind.trie de VE ! tromque Grand Public ¢»
Evcope (Brussels: £CL 1978, pp. 146 31,
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and Oceanic, controlled by 17T. Thomson-Brandt held about 4o per-
cent of the French market in 1973, but this share dropped in the Jate
1970s. as Radiotechnique and imports grabbed increasing market
share.”»» The French radio and television manufaciurers had devel-
pped late and, despite being protected. ‘hey had never become strong
international compelilors.

Throughout the late 1g6os and into the early 1970s, producers of
radios and televisions in France operated proﬁta‘bly‘ as a result of
strong import barriers. When these barriers were reduced and new
products, such as color televisiors, were introduced that were not con-
trolled by these barriers, the situation began o deteriorate for the
Erench producers. The industry suffered simultwneously from re-
duced demand, sharp technological changes, and vigordus foreign
com petition. These difficulties, manifested in declining firm numbers,
falling” employment, and low profitability,»7® were appacent even
among its largest producers. Radiotechnique was forced 1o restructure
its operations, close several plants, and lay off large numbers of work-
ers twice in the 1970s.%37 Thomson-Brandt fared poorly after 1976 as
ils profits fell.»»

Foreign competition also plagued the industry. Over (he 1970s the
Frcnch radio and 1elevision producers lost control of their marker Lo
umports. The value of imports quadrupled between 1973 and 1930,
and imporis’ share of the domestic market rose from 17 percent in
1070 10 39 percent in 1979 and 16 50 percent by 1984.43% These figures
suggest the magnitude of the import jnvasion that the industry faced
in the decade and the likelihood of jts seeking pro:ection. '

- 1'C, Etude sur L'Elsctronigue Grand Public, PP 272-73: Arthur D Litde (ADL), Anaiy .
des Marchés et dex Grandre Tendances Technologigues duns be Domaive de i'Electronsoe Grand
Pubhc (Paris Mimstire de 'ndusarie, 1979), p 84, 1able 1g.

718 EC. Etide sur 1. Vlrctromgue Grand Public, PP- 70-72, 83. 36. 91-02, g7-100, 271-74.
SIMAVELRC, LE i tromgue Grand Public Francais en 1983-84 (Paris: SIM.;\EL[C. 19%7). p. 6.
DAFSA. Electyorigue Grand Public (Piais; Darsa. 1683), P 145, 161, DAINA. L'industrie Mon-
dale des Appared de Radio. Telivision, et Eleenovacoustique (Par:s: narsy, 1978). pp. 63. 66.

i Les Krhes. Mareh 27, 1973 Le Figare. Novenwwer 26, 1974 Les Eti@. _[ilDLllal‘\' 4
R, Lok Eche. Januoary 21, 1981 I s

P Le g, November 28, 1047 4; Les Eciros. March 1 1. 1977 Le Monde, Seprember 24
1977 L Expena, Janery 28-February 7, 1980, p. 70. ‘

™ French Gustonss Servie data; anpublished mstr dara (1970, 1979): Lilerason
March 11, 1aRe. For radios, ERPOrt: grew trom gg peveene of the rlnarkel in |‘g7o to CIO‘L:
0 go percent in ygv7. [Imporis of hlack and walie relevision: surged from g pereent <;(
the Fiench market in 1g70 (o 34 percent in 1g979. Color (clevision inporis augmented:
their share ot the marker from 6 prreentin 1950 (0 18 percent in 197Q- DASSA, Lndiet:,r
Mondinle dev Apparel, pp. 24-25; Poltsgu Hoido, Ocrober 1, 1977; D:\}‘SA, LIndustria des
Téléviseurs, pp. 16-20, Stratégies, no. 227, May 26-June 1, 1980, p. bo.
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1 e indusry’s links to the international economy wure weak, espe-
cizlly helore the late 1970s. I'rench radio and television manufacture
was a l'vpe | industry before the mid-1970s but a Type IV after that.
The French industry had been sheltered from foreign competition
fromt its inception. These protectionist policies. in particular the adop-
iion of a dit:crent standard for television reception and broadcasting
{the sSLeAM system),_limi(ed French exports since French televisions
were unusable elsewherc. The polivies also limited French foreign op-
crations: the French could not proaiice under other systems in for-
cign countries because they did nol possess the kr:ow-how or the li-
censes to these technologies.® The indus: vy was thus created behinc
artificial barriers, which in turn restricted its international develop-
ment.

French radio and television mardaceurers did not have strong
\rade ties Lo the international economy. The industry’s trade balance
grew increasingly negative over the decade. Even though exports
grew, increases in imports overwhelmed this growth.”®' Lxports did
not amount to a significant part of tota! industry production; in 1972.
their share of the French market was a mere 3.7 percent.**” Moreover,
the Erench share of the European and global market in radios and
wievisions was low and falling in the 19708.2*

At the Arm level, exports were also vnimportant. The consumer
products section of Thomson-Brandi exported at most 17 percont of
its production in 1976, and much of this was television parts and otuer
nonrelated goods.®t Ln addiuon, Thomson's exports were directed to-

-~ Rhonda Crane, The Pobtis of Internationad Standords INorwood, N.|.o aBLEX, 1939).
chs §-6: Lvine Nopualle. no. 26, June 56, 1977. PP KTy

s French Customs Service datit; Darsa. L oti? Mendwle dee A PP 8335 L
Vb, June 5. 1979, Stotfaes. G ande Menace Industrelle. p. 226, Ero vlevel. exports
tripled between 1973 and 0.

57t pAFSA. LIndistite o o))
al etween faml 5 pereent of their vonsuription of televsions inthe 1gzon Stiatéyes,
no. zas. May 23-[ame 1, gla, . 6o EC, Ltede sur PElctromgue Grand Public, pp 122,

.97 48, The Frendh exported very fov radios,

129. 125
s parsa. Livdusire des Télfuniire p. a7 46. In 1978, French |y nducts accounted fer

4 vere 4 pereent of all Earopean elevision and radio exporis; by 1484, for 2 percent
pavea, Llnduwstic Mokt des Apprarade p 3. DAY Elernomgue Grand Public. p. 61.

24 Figres tor the finms are problerratic For L nmsan-Rancas a whole (chauis, for
GSIand Brandy exports secounted for about 2o prrcent ot proaduction in the 1970s.
Bur this hgure overstates greath ‘I jumornts involved in the radio and television scctor,
since it meludes the daa for CSV which wiss 2 crong. Ingh wehmology, cxport-oriented
Jinigon of Thomson. liyandi produced more mundane constner gootls; it had nowhere
neat e expotts that CSE did. Jean Afarie Founer, “Développement d’'une Enureprise 3
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wirebsme 1l conmtr es that were lormer tremeh colomiesy it waz v
plave: n lzr ez compend » [nteigr roarke =% Ricdhoto I-mu‘u.:. I; .-“_
tolled oy the luge Du mulynadonal .« lips, exported m-;u.l'\ “«0
percent of ssrotl e cm e early 1g, M of this 1"21(]-6. e
ever, was with its parent firm.+> Radiotechmque was thus a morc.in'
portant cxporter; but. like the French firm. many of iis exports wcr.c
not destined for sale in compettve world nok: .

The French indusury's multinatio=ality was restrictea. The Jaench
p‘roduccx's had neither the technological cdge nor the presence in for-
vign markets that migh have ‘nduced foreign producuion. 1he indus-
try’'s overall divecr lorcign rivestment position was imited. The per-
centage o forcign productiem to total prodi.ction for the sector 1
1974 wils 1.1, one ol the lowest for all French industrin! secrors.™7 In-
deed, before 1974 Thomson-Brandt's radio and television divisio:
had no producuon capacity vuside of France s d |

In the early 1970s, Thomson-Brandt changed iis strategy, deciding
that the only way 1o remaw in business was (o ncrease n; size and
Produce abro=d. In pardeular, the hrm saw the European market as
its (rgel and set out in the mid-1970s to “Enropeanize” its opera-
tons.* The firm accelerated s expansion abroad toward the erd of
the decade, so that by 1984 1t controlled over 20 pcrcent of the El-l ro-
pean tetevision market.®»” This expansion made Thamson the second
largest radio and 1elevision producer in Europe, behind Philips, a:id
among the 1op Len producers glabally. "

1 S M " - T
Giuon Inter ariouale,” Huonité et Entref ie. no. 10010 conber 19770 jr- o {3408
‘7 N 49
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Jurie 101980, poos EG 1 tade qis LElectonique Gyand Public, p. 10;. o
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o Savary, Mu ' Faovcaro s pp. 28-2g. Other repovs note e fe Mleness wnd
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Thomson-Brandt's acguisitions in the 19708 made it an important
European producer. [t had sizable production outside France and a
substantial amount of intrafirm trade by 1983, as it ex ported through-
out Europe from its plants in Spain and Germany.** But for'mat.\y
reasons Thomson temained a primarily French firm, never inding ns
foreign operations thal important. First. the ﬁrm lost money on 'r.h‘ese
foreign acquisitions, and so they were never viewed as integral, = Sec-
ond. Thomson-Brandt never became a leading world producer be-
cause iL did not innovate. Thomson's strategy was instead 1o buy the
technology from other foreign producers or to import the pl‘Od%lClS.""N
For these reasons, Thomson-Brandt, while possessing substanual Bu-
ropean operations by the 398os, still depended heavily on s home
markel. At most, Thomson-Brandt was an important Furopean pro-
ducer by the 1g80s; however, its role outside of Europe was r.ninimal.
The French industry's multinational ties were therefore limited and
less exlensive than foreign operations in the French market. '

A large number ol foreign firms were producing r;ldaosvand Lelevi-
sions in France. Of the three leading firms, two were foreign owned,
and by the early 1970s over 50 percent of total invlestmem ir.x the n-
dustry was contro)led by foreign firms.-25 The foreign firms involved
were huge multinationals, such as Philips and ITT..Athough_ control-
ling a large portion of the French market, they viewed (1"16:11‘ opera-
tions in France as only one small part of their global strategies. Philips,
the second largest world producer, controlled {0 percent Of.the
French television market through Radiotechnique, but its operations
in France were tiny in comparison o its global capacity.*® I.L was a
global firm with integrated production operations gl\(] an interna-
vonal focus, unlike Thomson-Brandt.” This difterence bhetween

nonique Giand Punlic,” Cabeers A'Etudes 1 de Recherche, no. 81-10 (1a¥1):24-25: Le Mann
September 14, 1981: Uae Norwvelie, no. 11, March 15,1983, pp- €4-65.

vt 1'C. Etudr -ur L'Rlectromipes Grawd Pubiic, pp. 78-79. 104-109. L13.

i Expais.on, Januvary :5-February 7. 1980, p. 69: La Vie Mangane, Seplembrr 21,
1981, p. 3¢ N N

=t It eynplaved this sLrategy fur coloy telexzions, call weevisions, television wbes. and
video cnssc',‘te. recordens. Le Nontel Eoomonirde, o 42z, February 10ag82. p. 52, La Ve
Frasicaise, March 1.4-20, 1083, p- 33: Le Figare, April 28, 1984; L Muysde, January 25-26.
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Thomson and Philips was central to the distinct approaches the two
adopled o their sunilar economic problems.

The Dependent Variable

The industry’s responses (o the economic challenges of the 19705 were
conditioned by its late, sheltered development and its lack of interna-
donal ves, The industry basically chose to seek greater protection. It
sought protection on the national level through trade and industrial
policy measures. Gradually, as this national protection became less ef-
fective, the industry songht help at the European level. As it devel-
oped greater ties to the European economy, the French industry re-
alized its need for protection on an 1.C-wide basis. Internally, the
industry also made efforts to help itself by reorganizing, establishing
operations in Fairope, and attempting various anti-Japanese alliances.

At the nanonal level, the French radio and television producers de-
manded and received protection against their main foreign competi-
tors, the Japanese. before the 1g70s. 1In the 1g6os, the industry was
protected in two ways. Weak and also afraid of Japanese competition,
the producers lobbied in the mid-196os to be included in the set of
selective safeguards imposed on Japan as it became a regular GaTT
member.#~ The industry, and especially Thomson-Brandt, pushed
for quotlas on Japanese television imports on the grounds that they
were necessary far the late-starting French industry to catch up.?e
The producers portrayed thuinselves as an essential element i the
electronics industry and claimed that withoul profitable, large-scale
consunier electronics operations they could not finance or support the
substantial R&D costs necessary to a healthy, high technology electron-
ics sector, Thiz demand for protection fit in with the government’s
desire to create a strong, independent electromucs industry.2*e In 1969
the French radio and television producers negotiated their first in a
series of quotas with the Japanese. Although backed by the french
governnient, the accords, limiting Japanese television exports to 4 per-
cent of the French market. werve negotiated by the industries them-
selves.so

In addiuon to these quotas, the French also protected the industry

» Robert Hine, The Polircal Economy of Eusopean Trade (Brighton: Wheatsheaf, 1 g&-2,
pv 289-41: Lo Ve Frangaise, November  3-21.198e. p. 28,

= Tnterviews; Fouricr, “Développement d'une Entreprise,” p. 5.

«o Londm Times, November 6, 198y, .

ot Ewripean Researcy Associzies (sua), EEC Praieshonisme (Brussels: ERa, 1982), pp.
197-98. 211; La Viz Frangaise, Nuvember 15-21, 1982, pp. 28, Le Vie Frangeite, December
1:-21, 1982, pp. 28-30; L'Expansisn, Jawary 25-Februvary 7, 1980, pp. 68-69.
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by wchnicel boriers. The ybhos saw the development H color Lcle_vi-
;1;115. and differer systems for th=ir operation p)':;h[u;n-d. [Ih:
Unjte: States carly in the decrJe dopred one styem (8186, which
wont o onupl o orthes cuntries  The Euromcans, however, later

\.. .\.- I
denrlomed swo dilfccent svsiems; the irten.h inventod the SEr AN SvS-
(em ani the s, the PAL sastem. These thres were mecorr;, etble,

ard e £ opears fought 1 long L& over which one xmu!d. Le se-
lected s the Comenunity standard. In the end. o catrnc choice was
yoredes e Prench used sruas and most of the rest ol ‘ope adopied
paLs This seamenterd the world market into tdnee zon tha simadlest
ol which was seca’s, [n this way the French protected lll'cn' marke.,
for any of the major importers would have o biald spee 1l SIC AN tel-
evision production faiilities im orer Lo export televisions to France.
But the French also hrited their own capacity to export ‘dl'ld reduced
i~centives (o produce 1 NO1i-SECAM countries, sini< they did not have
Licenses 10 build N TSC 0 PAL systems. = ‘ o _
T'he French industry's preterences concerning s te . 'ble‘rlCI‘
changed over time. [t initslly Fvoned the fJecmon becaust of its pro-
tective efieets and thie profits the secam heenses generated. Bul t.he
incastry, and ‘homson in particular, (eared thar later whenlw the In-
dustry had grown sttong in Frauce and neecle:d lurger, foreign mar-
kets, these would be denied because of the difficaltes created by the
different <iandards.st The industry’s initial ambivalence later
changed 10 outright opposition. In the 19708, as 1 horn.«m grew dom-
inant in France and sought to expand ils operations, it pu..\'hed for the
adoption of a bistandard system. one capable of using either PAL OF
secam.® - The only way that Thomson could become a .Europcun
player was through adoption ol pal standards. Appavently, Thow-
<on's demands were heard: in the late 19708 the Freuch governln?enl
introduced a new (elevision norm, allowing on.y hisiandard tclevisions
o be sold.=" ‘ N
Thus beginning in ‘he late 1960s, the French radio and telewslop
market was doubly protected, once by quotis and once by the techni-

~1 Coane, Polities of i ironad Stanaurds, esn chs -1,

o arsa. Lnintie dic e s g b Fagae, fannery it 74 S,'xanu', Pohitice of
Igernationad Standaras, ¢ Mo TTes Restreeturations g viles,” p. ni Le
Froio, June ag, 167 e Echos, ey v2. 1977

wr Crane, Pohtics of Dutesnanonal 87 esp. 77 30 7hs 3-6: Strotégres, no. 2ug.
May 26-Junc 1, 198:, p. 627 Le Fehruary . view. ‘

3 l,r.r\Edwf. Febriary 12, .y DlMCRIey] C1 e P cuf Diternational Standavds, chs

3-1%, D1 SA. Electroninie Crund Fuvli. -t
§ L1y Ecron, september 20, 1975, LSA, March 19. 168 pp. 88-g0. parsa, Electronque

Grand Public, p 1t
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cal standard. 1'his protection, which corumued well into the 1g70s. did
vot halt increuses in imports. Despite the birriers, inports from Japin
and East Asi» surged after the mid-1970s.5"" The French firms. de-
pendent on the domestic murket, responded to this by demanding
help from the French government. The industry sought a new quota
with the Japanese in the early 1970s, as the itial one expired. They
negotiated an agreement, only to have it challenged as unfair by the
EC.+ > With this quota abrogated, the industry lodged sateguard com-
plaints, and the French government used article 115 of the EC’s
Trealy of Rome to impose formal quotas on Japanese televisions and
to begu surveillance of all television impores.:

Later, as the Japanese shifted production and export capacity to
other East Asian counuries, the French industry responded by de-
manding quotas on impores from South Korea, Taiwan, and Hong
Kong. Under the provisions of article ) 15. new resiraints were nego-
dated.»® In terms of their preferences for trade policy nationally, the
French television producers sought selective protection against East
Asian producers, while simultaneously hoping o reduce technivi!
trade barrers within Eurape. Selective protection outside the EC and
creation of a more unified European market were the goals Thomsor:
pursued 1o accompany its stralegy of "Europeanizing” its operations.

The producers were also involved in industrial policy deliberations.
As part of the electronics sector, they ook part in the government’s
attempts to promote it. Indeed, Thomson was selected as the “national
champion” in French consumer and professional electronic goods,
and Radiotechnique was also active m planring. With the government,
these firms devised three plans for the industry in the period between
1970 and 1982. Each one had similar elements, usvally entailing aid
for R&D and exports and the use of government procurement policy,
especially military contracis.s” In general. the industry’s preferences

VY Jes Echon, Tanuary 7.1976, Mosend, "Rostence unis Bvlasulelles,” pyi: o 0B, Lr-
Bération, March 1o 10828 pDarsA, Electvanmue Ginnd 1P 74

s ERA, EEC Protectionism, pp. 197-98, 214 La Vie i'ranga: v, December 15-21. 1982, pn.
28-90: ("wne Nowr:lie, no. 38, September 21. 1978, pp. 40-q1; L'fxponsion, January 25-
Feoruary 7, 1980, pp. 68-t.

»n Les Echox, Septenber 20, 10767 Edyger Pisanmy, Enrjux ot Condation: les Equilibres J.xté-
meion de fe Funes Frenen Senate. Report 2. pi- 2. 1978, pp. 42. 181 85: La Vie Francaise,
November ©5-ui. oz, p. 28 Interviess.

<® BALas, Rleciromigue Gyand Puihe, pove; Era, EEC Protectionrm. p 199,

3t Yyvonne Giordauo, “Analyse de la Politique ¥Frangaise du Commerce Extérisur de-
puis l¢ Hem Plan” (Ph.D. disseriation, Universily of Nice, 182). p. v6: Le Nov ! Ecimp-
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were similar 1o its other demands: it sought Lo preserve ils posttion in
the [rench market.

The first plan for the industry was finalized in 3972, aftler much
government-industry negouation. In essence Thomson received gov-
ernment aid for R&D and exporting, and the government worked 10
persuade other countries 1o adopt the secam system and imPOl‘l
French televisions.# In the early 1g70s, the industry was provided
with (wo thirds of its Ainancing by the government.*™ The second plan
was established iu 1977-78. The first oil crisis and rencwed Japanese
competition had prompted the industry to seek help again. The gov-
ernomenr. concerned about the sector’s detcrioraung trade balance,
unenplovment problems, and loss of an indepcndent high iechnology
industry, was ready 10 lend assistance and ultimately gave some 6oo
million [rancs to the electronic compone:its industry. - 4 The third plan
was initiated in 1982, after (urther economic difficulty beset the in-
dustry. Drawn up in negotiations between the industry and the gov-
ernment, this plan wis written by the head of one of {homson’s sub-
sidiaries and gave all aid in the consumer electronics area 10
Thomson.*+ Thomson took part in the negotiation of all three plans
and was seemingly satisfied with their outcome, since 1L never com-
plained.

While the French radio and television producers sought sclective
protection and subsidies nationally in the 1 g70s, they also were active
at the European level, where they worked to protect the Furopean
market from Asian compelition. In terms of traditional trade policy
measures, the industry wanted to limit their reduction. During the To-
kvo Round GaTT negotiations, the industry was opposcd to aritt re-
ductions.?® Initally, the EC planned to otfer {ull reductions in this
sector, but by the late 1g70s it decided to reduce the amount of taniff

 Crane. Polures of Internaronal Standa:ds, p. q2. ¢hs. | 3 Les Eehoy, Sepromber g,
10720 As part of the “Plar Caleul” the industry was give  abanr 7o nillion franes & year
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sheels. Lilvvatior, April 6, 1982,
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cutting and applied only a 1§ percent cut instead of the standard 25-
30 percent.»7

The kuropean television makers also filed complaints with the EC
concerning Asian imports. [n 1974 the French industry tried o have
s informal, national quotas insttuted formally at the EC through a
safeguard clause. This attempt failed because the German und Briush
governments, as well as Philips, the Dutch multinational, oppased wuny
sich action.3'® This internal battle continued throughout the tg7os,
with Thomson and the French government on the one hand. pushing
for concerted European aciion against the Asian imports, and Philips
and the Bridsh and German governments on the other, strongly re-
SlS[IIlg protecuoms( moves.'s

Philips opposed protection because it was a large, integrated muld-
nationul producer with substantial operations in Asia.s* The British
opposed the French demands because they were home to numerous
Japanese radio and 1elevision manufacturerss? and were concerned
aboult the repercussions that protecuon mighi have on the japanese
investmers they subsidized. The Germans opposed the French out of
a desire 1o see the German industry return to international competi-
uveuess, which they lelt protection would hinder.#*¢ Throughout the
1g70s, these batdes torestalled the erection of uniform barriers o
Asian radio and television imports in the EC. .

By the 1980s, much of (his opposition to protection had dissolved.
[n 1981, a dumping case against Korean television imports was filed
at the EC, a first siep toward having \he French demands met.* Al-
though notbing came of this case, by 1982 negotiations were under
way with the Jap:anese on a range of products, including stereos, tele-
visions, television Lubes, and vers.3» Producers throughout the Coni-

31 LG, Rappurt sur des Iigoaanons, po rv. 305 Le Foore, Janudry 2 40, 1084,

= Les Ecivoy, April _7.1979: ADL. Analy - des Marchés, pp. 44-47: La Vie Francatee, Minch
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munity were now unified in their tears of a Japanese takeover of the
electronics ind ustry and were demanding thac something be‘ done.s
By 1982, Thomson was European inl scale and' thus was n'nerestled
iv European-wide protection, not 1p national ban‘le.rs. It became. acuve
at the EC in scrking protection against Japanese Imports. Resistance
by Philips to Thomson’s demands was weakened. [t had ended some
oper ations in Asia and was losing crucial m;=—ke1.s in new product
areas -vers and compact discs—to the jzmanefe.%“" The L.«:}'fn;ms no
longer had much of a television nduostry lc:f'., since by 1983 1 lﬂm_msor?
and Philips conurolled nearly all production n F]le country." And
Bridsh opposition had waned due to growing trac.e pl’OhI(-’l_]lS " other
sectors, which were included in the agreement, ax}d to 2 fecling that
the Japanesc were not playing the trade game l'an'_ly.'-l > 1n 1983, a;1
EC-Japanese zgreemenl was concluded, provlld‘mg for import survell-
lance of “voluntary” export limits on ten sensiive products, mcludllng
radios and lelevisions. By the early 1g8os. hien, sclectiv§ protection
for Europe on audio equipment and televisions hi.ld b(.‘m msuFuted.‘J g
1 hese actions were in line with Thomson's growing nterest i a Eu-
ropean solution o its problems. . . N
Selecrive protectizn at the national level dnq ‘mcrcasmg]y at) the [~
ropean level was the French radio and '.(:l&VlS)Ol.l pl‘oduce1‘§ prefer-
ence during the period trom 1970 10 1985. [he |.ndusu‘¥ rehec_i upon
this protectionist strategy, combined with French |ndlustrlal polu."\' aid,
o meet che cronemic challenges of the 1970s. While aILtcmpurlg o
expand inter:ationally, Thomsor-Brandt's imemnt)ol)ﬂhlﬁt{oh never
became central to its survival or its prosperity. ) his was due in part to
its late and sheltered development and its inability 10 becomne an 1u-
novarive force in the industry. Thoron was dependent on the
French market and government. and movement abroad was not a
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strateyy favored by French goviments in the 1970s..+ Thomson’s
opcerations 11 Smgapore and Spoan o well us s joint vontures and
import agreenents with various Japunese firms weve disliked by the
French government, which souzht 10 b:mg Thomson's producton
back home >

The gov_rnment did not, however. disco.rige Thomson's Euro-
pran stratezy, Thomson and the goversmont agreed Wy increasing
the (irn’s size and moving 10 a strong pusition within the European
markcer were cruzial, Baoc L homsan “Turope.:ized” its operations on'y
atier 1g77. This strategy of increasing its presence in the Europear
market comcided with its desive for reduced intra-LEC beivier~ anid 15
demand for sclective protecuan against Asiar producers.

In this case, the indusury’s weak internator.a’ ties in the early 1970
led 1o a response o foreizn compeution and other serious dif ficultic s
thut centered on closing the home market. As Thomson-Brandt ex-
panded into Europe, developing a Eurcopean newwork of wade anii
production relations. its interests shifted fBion: protection of the
French markel to = European soluu:n which ¢atailed rediced intra-
EC wade barrievs 2vd heightened selective ex va-EC protection.
Clabal pratection was vot esired, because this wanld hure the frm :
opuradons i Furagze. The mdustry’s ecpiney incernationad fies cve:
the decade thus helned alter s vade prelercnces. Lt increasingly be-
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