CHAPTER §

Conclusions

WE MAY now review the answer given to the puzzle motivating this
study and examine several of its broader ramiftcations, which include
(1) the rclationship of the argument here about rising international
interdependence to other arguments about interdependence; (2) the
light the comparison of the French and U.S. cases may shed on various
aspects of camparative pohitics; (8) the relationship of this study's con-
clusions 1o key theories in international political economy about the
sources of free trade and cooperarion; and (4) its policy implications.

THE PuzZLE AND RISING INTERDEPENDENRCE

This work has asked why the 1g70s were less protectionist than the
19208, when economic and political pressures for protecuon were sim-
ilar in both. Serious economic distress and declining British hegemony
led, in the eyes of many scholars, to widespread protectionisin in the
1g2os. Similar condiions characterized the 1970s, but markets re-
mained relatively open then. What was difterent about the two periods
that might have created such different trade policy outcomes?

1 have argued 1hat the increased economic integration of advanced
industrial states into the world economy in the 1g70s altered 1the do-
mestic politics of trade. Firms and industries that had become depend-
ent on exports, imports, multinational production, and global intra-
firm trade were now opponents of protectionism, for such pohicies had
becone extremely costly for them. As the cases revealed, swhen threat-
ened by import compettion, internationally oriented firms in both the
1920s and 1970s opposed protectionism, while domestically oriented
ones sought it. More firms with more international ties existed in the

_1g70s, and thus resistance 1o protecgon was sironger than i the
1920s. Because fewer demands for protection were macle by firms in
wouble in the 1970s, states could more casity resist the temptation to
close their markets.

‘This argument touches on one of the key dispures in international
political economy-—the problem of rising interdependence and its ef-
fects. We have examimed how the greater mtegration of domestic and
nternational economies elevated the costs of hmiling trade. As their
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integration rose, protectionism became a more costly option for ad-
vanced induscrial democracies, since it would hurt ma‘ny of their most
competiuve industries, usually the most internationally oriented ones.
These greater international ties raised the costs of severing trade re-
lations via protection for certain industries in all the countrics in-
volved, This increased interdependence, then,.meant an increase in
the mutual costs of foregoing economic relations. '

In this sense, the argument is that in the 1970s the advanced indus-
trial countries were mare interdependent than in the 1920s. But in
both periods interdependence made protectionism a costly strategy. 11
was avoided by internationally oriented firms in each decade. Never-
theless, the increased economic integration of the 1970s does not rule
out protcctionist responses by these states. Indeed, rising internavonal
trade and production may generate other pressures for market clo-
sure, for they may increase the costs of continuing trade relations as
usual. For instance, surging imports may threaten sectors once ur-
touched by foreign competition, thereby turning domestically orj-
ented firms into advocates of protection. The growth of economic in-
(ch_'arion among states may thus gencrate new pressures both for and
aganst protection. Heightened interdependence need not lead 1o
greater market openness, although one of its effects—as identified
here—surely is to do this.

In this study, interdependence has two distinct features. First, inter-
dependence manifests itself within the state. Most examinations of in-
terdependence locate it al the level of the state.? Here, however, it in-
volves the international econontic ties of firms within states. Domestic
social actors, not states, are the agents of interdependence. Looking
within the “black box™ of the siate, the analysis has focused on how
international economic integration affects domestic social aclors, Sec-
ond, this study has a different view of the effects of interdependence.
Tradivonally, rising interdependence has been described as affecting
states by rendering their individual policy instruments ineffeciive and
thus reducing their autonomy.s Here the effect demonstrated was to
reshape firms’ trade preferences and thus influence states’ policy

' This definitiom s from Albert Hirsckman, Naivmal Power and the Stucture of Foragn
Trade (Berkelev. University of California, 1943); see also David Baldwin, “Interdepend-
ence and Pywer: A Conccplual Analvsis Intemational Organuation g4 (Autumn
11380):471-506.

* Richard Cooper, Ths ¥ nomics of Interdependenee (New York: McGraw-Hill, 1968);
Keohane and Nye, Power Interdependence; EQward Morse, Moderni aiion and the Tmmj
Jormeadion of Internanenal fter ons (New York: Free Press, 1376).
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choices. The consequences of interdependence are internal (o states;
they affect domestic social actors’ policy preferences, not states’ policy
instruments. In addition, the effects of growing interdependence are
mixed. Rising trade and production among states not only increase
the costs of severing these relations but also elevate the costs of main-
taining these fows far import-competing firms. Growing interdepend-
ence is unlikely to prevent protectionism in sectors where domestically
oriented firms are dominant. Only further internationalization of
these firms” operations may prevent recourse {o protection.

This brings us to the question of why the internacional integration
of advanced industrial economies grew in the postwar period. Why
did firos increasingly choose to export and invest abroad? Why did
many of them become ever more dependent on the intcrnational
economy? Economists and political scientists have proposed various
answers‘to this question.+ For many economists, trade and dircct for-
eign investment (vi1) are the products of firms' comparative advan-
tages. Trade occurs when firms can produce and sell abrgad at a rel-
atively lower cost than can the firms in that market. Likewise, DRI
occurs when “[sluperior knowledge or technology gives American
firms a competitive edge in overseas markets that more than compen-
sates for the costly disadvantages of operating in a foreign country.”s
{n addition, observers have noted that D1 often acts as a substitute for
exports, since this nvestment provides entry to markets where tr;ul.e
harriers are high.6 Economists thus focus on the specific assets—tangi-
ble and intangible~ of firms thal give them competitive advaniages
globally 1o explain the internationalizaton of firms. But have these
assets gained importance since World War 1f in a way that induced the
secular increase in Grms’ international ties? The growing signiticance
of high 1echnology industries might account for this. In the postwar
period, knowledge and technology- ‘both intangible assets -have bfe-
come more important for firms, at least in the United Statex. as skill
levels and R&D requirements for industries have risen.? These eco-
romic changes may account in pari for the growing internationaliza-
tion of firms since 1945.

Others have focused more on the political determinants of rade

+See. c.g., Raymond Vernon, Sovercgnty =t Bay (New Yori: Basic Books, 1971); Giipin,
U S. Power: Caves, Multsn. <ol Enterfmuse and Econonse Anaives,

s Kenncth Flamm, Targeting the Computer (Washington, D.C.. Brookings !astitution,
vi87). p. 1.

o Caves, Multinational Enterpr:, pp. 36-45.

2 Leldstein, ed.. The Awmerican Economy n I ransition, pp- 350. 39%2. 534-36
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and pFL.# One prominent theory maintains that the growth of-1rade
and pr1 were dependent upon U.S. hegemony, which established a sta-
~ ble regime conducive (o such flows. Robert Gilpin claims:

Just as the Pax Bréannica provided the security and political order
for the expansion of tansnational economic activity in the nine-
teenth century, so the Pax Americana has fulfilled a similar function
in the mjd-twentieth century. Under American leadership, the var-
1ous rounds of GATT negonations have enabled trade to expand at
an unprecedented rate. . .. Finally, the multinadional corporations
found the global political environment 2 highly congenial one. As a
consequence, they were able 1o integrate production across natonal
boundaries.*®

In this view hegemony was necessary for the internattonalization of
firms. o

This theory fails to consider explicitly why a hegemon wants an
open international system. Why do hegemonic states, or at least the
United States, prefer openness? Answering this necessitates Jooking at
the hegemon'’s “national interest” and its definition. By examining the
domestic bases of support for an open sysiem, the argument here can
belp fill this gap in hegemonic stability theory. U.S. tncerest in the cre-
ation of an open system in the 19405 and 1950s was probably encour-
aged by domestic social aclors’ interests in such openness. Gilpin him-
self notes chat “corporate interest and the ‘national interest’ . . . have
coincided. . . . Corporale and politcal elites have shared the American
vision of a liberal world economic order.”" In the immediate postwar
period, large muliinationals and exporters were likely supporters of
such a policy, while the lack of foreign competition quieted traditional
opponents of liberalization. " Policy makers’ understanding of the ris-
ing importance of the country's international ties may thus have been
onc factor propelling them to act “as a hegemon should.” Although
hegemonic stability theory helps explain the growing internationali-
zation of firns, this study poiuts out the domestic political sources of
support underlving the United States’ innial decisions to create a sys-
win promoting such internationalization.

¢ E.g., Gilpin, .S, Power

@ Sce the liwrature on hegemonic stability theory in chapter 1, note 2

o Cilpin, U.S Power. pp. 3 11-12,

" lhidl. p. 142 )

'* While U.S. nr at 1he time was low, U.S. export dependence n the late 19403 was
quite high. Sce the 1985 Economic Report of the President (Washington. D.C.: GPO, 1g86),
tables 8-10, B-96, B-98 on export dependence.
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COMPARATIVE POLITICS
AND DOMESTIC ACTORS

A second argument in this book has been that French and 1'.S. firms
responded similarly 10 the growth of cheir international ties in the
1g7os and early 198os. For both, strong dependence on the interna-
uonal economy mitigated preferences for protection even when the
firms were besicged by unports. A common international cvent evoked
a similar domestic response in the two countries. This finding con-
trasts with many in comparative politics that 1end to stress the ditfer-
cnces in slates’ responses. Studies often emphasize how particular na-
tional characteristics shape states’ policies and neglect similavities
across the countries.'s However, as others have argued, the character
of the irternational system may generate simiar pressures and re-
sponses among states. ' As Reabsts in international relatons see the
condition of international anarchy leading all states to adopt. similar
balancing behavior, I have argued that nsing interdependence
prompts the growth of domestic preferences for free trade among
certain actors jn all developed industrial countries. The compelling
logic of these international pressures promotes similar responses in
widely differing states. These similarities, as well as differences. de-
serve recognition.

Responses o international conditions may differ not only among
states bul also over ume. This study, however, found similarities across
time in domestic groups’ responses to heightened interdependence. In
both the 1g20s and the tg70s, internationally oriented firms resisted
protectionism despite foreign competition. But between these two pe-
riods, one change is evident. In the 1g20s industries had hule trouble
translating cheir trade preferences irto policy, as long as they were not
0o divided. By the 1g70s the process was less simple. Indusiries had
more diffhculty in realizing their preferences, as discussed in chapter
7. Often firms within industries were serionsly divided in cheir pref-
erences. Other times policy makers resisted their demands. Domestic
political institutions had become more inportant in the determination
of policy. Peter Gourevitch notes this change, stating rhat over time

the machinery that links state and societal actors has grown in im-
portance, and the variance of countries on that point has also

WE.g., Peter Kawewstein, ed., Poeer and Plenty. Zysiman, Cevevwvents, Minkeri, and
Growth.

' Gourcsitch, Politics sn Hard Times. Realist balanre of power theory also suggests this:
for an extrerne version, see Kenneth Walty, Theory of World Poluti-+ (Reading. Mass.: Ad-
dison-Wesley, 1979)
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grown. At the onset of the first crisis, in the last third of the nine-
teenth century, organizations were relatively weak. Functional inter-
ests worked directly on politics and policy debale in a relatively un-
mediated way, and outcomes could be inferred faitly directly from
the struggles of socictal actors. . . . [Later sjocietal actors had to act
through parties and associations that had their own agendas, goals,
and categories. ... With “he growing importance of associations jn
shaping the behaviors of societal actors and partcipating in actual
making and implementation of policy, differences among associa-
uons have come to play a greater role in accounting for choice of
policy.'s

This change has important implications, because it suggests that in
the 1970s policy structures in France and the United States should
have greater influence over outcomes and their differences should be
reflected nore in policy choices. How important are differences in the
French and U.S. responses 1o rising interdependence? As argued in
chapter 8, these states’ behavior is constrained in similar ways, As ad-
vanced industrial democracies, these governments need the support
of their societies, and this support ofien depends on the economic sit-
nation. Since this situation is affected 1o a large extent by business de-
cistons—e.g., regarding investment and hiring—the government is de-
pendent on business decisions and is responsible for creating an
environment conducive to economic growth.

Since the 1940s, both states have wken on increasing responsibility
for their economies, intervening more and more. The forms of these
intervenuons have differed. The French developed a planning system
and promoted selected industries, 2l) the while creating a “special re-
lationship™ with big business. The American government kept a more
distant relationship with business, buc still aided and created markets
for selected industries through large military and space programs.
These differences are apparent in the 1g70s cases. The U.S. govern-
ment still has a more adversarial, arms length relationship with indus-
try, although it hus been willing 10 help, especially when “national se-
curity” concerns have been raised. The French state, especially the
Minisiry of Industry, has a much closer relationship with industry.
This relationship involves much negotiation and mutual accommaoda-
tion: the government exchanges aid in return for the restructuring of
indusrries, so they can perform better.

The balance of influence in this relationship has shifted over time.
In the years following World War 11, the French state held the upper

's Gourevitch. Poltics m Hard Tomes. nn 280-32.
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hand, as industry was discredited and devastated. State mntrol.beg.an
to wane by the late 1g6os. The reconstriction and internationalization
of French industry gave it more resources of its own. As we have seen
in the cases, in the 1g7os this allowed many French industries o de-
sign their own policies and pursue their own business sirategies. Al
times, when facing serious foreign compeltition and CU)rmmlu‘. _prob-
lems, certain industries looked to the state for help, as they did in the
United States. In neither country was there a clear preference among
industries for seeking state aid or adjusting on theit own. {'he evolu-
tion of French industry in the 19708 was not predominantly “state-
Jed™: nor was that of U.S. industry solely “company-led. % Rather, a
ix of state action and corporate strategy prevailed in both.

in cach country, large international firms preferred to pursue the‘ir
own adjustment stralegies, largely independent of the stale, wh»xln
smaller domestically oriented firms were more likely to seek statc md
Larger firms in both seemed Lo pOssess greater resources and l|§x1l)|1-
ity for adapting, especially when success depended on fun.hm“ inter-
nationalization of their operations. Contrary to arguments touting the
adaplive powers of small, specialized firms, the cases here show tk.xat
when facing strong foreign competition small firms, if they lacked in-
rernational lies, had trouble adjusting and often turned to the state
tor help.’? In numerous cases, the market had become ln(ern‘fmona],
and only by expanding to a global scale conld these firms survive and
prosper. .

In many ways the internationalization of markets since 1045 hz%s
produced similar pressures in advanced industrial dClI‘l()(‘.II'Z-lClCS. 1 his
expansion of the market has forced industries to compele internatuon-
ally. Increasingly, domestic markets, even in the United States. are not
large enough to support firms; rather, firms must become globa.l play-
crs. This makes firms at once more and less dependent on their gov-
ernments. 1f they are successful internationally, the home market is
less important. But often to be successful on a g_linhal. S(‘%ll(.‘._lllt‘?’ need
their government's help. To ensure the safcty.oi their 1(.)1'?-1.3;11 mvest-
ments, to open markers abroad, or to maintain convertbility of cur-
rencies. firms must rely on the actions of their, and other, states. Cre-
ating the conditions necessary for a stable, open inml‘nali_mml m:.)rl.ce(
therefore requires the active participation of states and often their in-
wrnational cooperation. Even those firms thar operate globally (I'le—
pend upon their governments. Furthermore, it wterstate coopc:rau.on
and he creation of international regimes are necessary for maintain-

S This ¢ “s with the arrurnent of Zysman in Governmenis, Markets. and Growth.
15 This ¢ .sts with the cloins of Piore and Sabel in T4+ Sezond Induirial Dionde.
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ing open markets, then these internationally oriented (irms may pro-
vide the support and impetus domestically for policies promoting such
cooperation.'®

Firms and their governments are bound in an interdependent rela-
vonship. If, as 1 am arguing, industries are becoming more interna-
tional, this mayv lead 1o new relations between them and the state in
advanced industrial countries. The two may become even more inter-
dependent, as the state must come to the aid of its firms in interna-
tonal markets so they can produce prosperous conditions at home,
and firms must rely ever more on their state 1o ensure a stable, open
international system. Governments’ foreign economic policies will be
of increasing concern to their industries and to their own electaoral
prospects. Advanced industrial democracies will face similar pres-
sures, and, if this argument is correct, many will be forced by the logic
of the market to react in similar ways. Differences n theii-domestic
political structures, ideologies, and governing coalitions will shape the
exact way they react, but all will be pressured to act closely with their
industries to ensure their internadonal compeutiveness.

THE INTERNATIONAL PoOLITICAL ECONOMY
AND DOMESTIC PREFERENCES

Many observers in the 1g70s claimed that the decline of U.S. hegem-
ony would lead to the closure of the international trading system. The

'3 A less oprimistic view of business—state relavions is evident in the strategic trade pol-
icy literature. T'he argument there 1s that as industries become more oligopulistic and
pernationzl m scale, optimal trade policy ¢ bianges In such indusires, state interven:ion
is critical. A ~tate can capture addivional national rents if it protects or subsidizes its firms.
More detvnsively, the claim is that a state must rewaliate by protecting or subsidizing jis
firtas it other states a1¢ doing this, or else its firms will not survive [n such oligopolistic,
mternational wdustries, firms must get thelr governments 10 aid et in either retaliat-
ing or persuading cther countrics to stop protecting their industries. In this case, firms
may be propoucnts of eitler cooperative or discordant inte- national t-ade policies. Sce
James Brander and Barbara Spencer. “Tarifts and the Extraction of Rents under Poten-
tinl Enevy.” Cunadien Journal of Economies 14 (1981):371-89; Avinash Dixy, "[nternational
‘ILrace Policies for Oligopolistc Industries,” Econnmi- Journal g4 (supplemen, 1g84):1-
16; Barbara Spercer and Jimwes Braader, “Internidional R&D Ruwvzlyy and Industrial
Strategy.” Revizw of Economa Studies 5o (1989):707-7.:2; Antnine Auquier and Richard
Caves, “Monopolistic Export industries, Trade. Taxes, and Optinial Corr pel:tion Policy,”
Feomomr Jowrnnl 3y (September 1g79):55u-315 Jovathan Eaton and Gene Grossme:n,
“Optimal Trade and Industrial Policy undec Oligopolv.” Quurterly Journal of Eronomcs
101 (May 1986)'383-406; David De Meza, “Commercial Policv toward Multinationat Mo-
nopoiies.” Oford Frenowic Papers 31 (July 1979):334-37; Paul Krugman, ed, Srrorvgie
Trade Polics and the Nese Inienational Ecoromcs (Cambridge: M1T Press, 1936): Henry
Kierzkowsks, ed., Alunopoliciec Competitom and Inte; ratwnal Trede (Oxford. Oxford Univer-
sity Press, 1984).
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argument here challenges this. Closure o(.th.e systemn through wide-
spread prorectionism depends less on d?clmmg U.S. power than on
reductions in an economy’s integration into the world economy. As
the cases indicale, despite the loss of U.S. nfluence, extensive inter-
dependence helped prevent spiraling protectionism h!<e that of the
1920s from recurring in the face of serious economic distress. Protec-
tonism, nevertheless, did increase in the late 1970s and early 198os.
Certain troubled sectors—e.g., textiles, apparel, foozwe;n-,l;md sleel—.—
were given protection in most advanced industrial connries. But this
sectoral patiern of trade policy cannot beAexplaincd bv fogusmg on Fhe
- Joss of hegemony.'s The argument here is more helpful in explaining
this pattern. The most internanonaltly onen.led sectors should b‘e Fhe
most open, and those whose international ties are weak or declining
should be the mosL protecied. As noted, U.S. hegenmuyl may have
been parily responsible for the crcal_ioAn of a stable mter_mmmnl cco_n-‘
omy, which allowed the expansion of interdependence i the postwar
period. Bu the dedine of such hegemony need not causc the collapse
of the free trade system. Racher, the persistence of m':erdepcndcnce.
itself a legacy of U'.S. hegemony, may promote the mainicnance of an
open trading system, even after hegcmopy has passed. Pessimism over
the imminent decline of the liberal rading system may thus be over-
stated. . .
This is not to claim that in the future protectionist outbreaks like
that of the late 1920s and early 19305 cannot or will not ocenr. Con-
ditions in the internatdonal and domestic political economics are con-
stantly chaunging. In fact, changes in the economics of industiries, com-
bined with new torms of state intervention in the economy, ma.y.be
lcading 10 the growth of new, strategic irade preferences and policies.
As increasing numbers of industries have become global u scope,
cheir trade preferences have come to depend more on the trade prac-
tices of other countries. When industries. as their scale»economles‘
R&D requirements, and learning effects all nwultiply, require access to
foreign markets to remain profitable, t.hey_ arc pushed to zl\dopl. stra-
1egic trade preferences in the face of fareign governmients’ activities
aimed at protecting their markets. These preterences entail a shilt
from demands for freer 1rade at home and abroad by l:u'ge. exporters
and mulrinationals, 10 increasing demands by these firms for closur.e
of the home market if foreign markets are kept closed. "Fhese strategic

9 Aguearwal, Liboval Protechionssm, has a secloral argament about the effects of aeg-

h ) e R . St Y
vinonic cecine. But some of Gie cases heve: appear 10 be in “hegemonic dedling in .h]S
ternss (that is. facing dechning oligop<ony power), and not al- of them tern protcctionist.
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demands Jink access to the home market to access to foreign markets;
this is not old-fashioned protecdonism. If, as js argued elsewhere,
these changes in industry economics and foreign-government inter-
vention are increasing, then the future international trading system
may be a more strategic and closed one than that predicted by simply
extrapolating from the argument here about the 1970s and early
1980s.%°
Other explanations for the persistence of international cooperation
in trade in the 1g70s in the absence of U.S. hegemony focus on ele-
ments of the international system. In these analyses, the sources of
pressures against a revival of widespread protection lie eicher in the
structure of the trading system—i.e., its payoffs, iterativeness, or num-
ber of players- —or in the functions of the international trade regime.*
These accounts overlook what states’ preferences regarding trade are
and how they are formed. Instead, large, often implicit agsumptions
about these preferences are made. For example, in arguing that states
will maincin a liberal trade regime because of the transaction costs
they save in doing so, it is being implicitly assumed that those costs are
more significant for the state than the costs of not protecting their
economies.”” Game theoretic models of cooperation also provide litde
discussion of how each country’s payoff from cooperation or defection
are determined. For example, Duncan Snidal conscructs states’ payolls
by assuming that “all states benefit from provision of the good . . . [;]
the benefits received by the state are proportional (o its size: larger
states benefit more . .. [; and) there are declining marginal payoffs,
- while its unit cost is constant.”+ Whether these assumptions hold
lor cooperation in irade is unclear. It is debatable, for instance,
whether large states gain morc from liberal trade than small states.*4
The costs and benefits of different actions by states in the trade area

* Helen Miner and David Yofhe, “Retween Free Trade and Protechionism: Sirategic
irave Policy and a "Theory of Corporate Trade Prefricaces,” APSA paper, August 1987,

® Stephen Krusner, ed.. “Intermanona Regimes.” Inte: . attonal Orzonzanon 36 (Spnng
1y8:1; Reohan:, After tirgemony; Rabert Axelrod, The Evolunon sf Covperation (New York:
Basii Books. 1984). Kenneth Oye. “Cooperation under Anarchy,” World Pohircs 38 (Oc-
oher 1945): Duncan Suidal. “'The Limits of Hegemenic Stability Theory,” /ot rnatmmal
Orgunization 4q (Aatomn 1983):579-614: Duncan Snidal, “Coordination versas Prisoners’
Dilema.” American Politieal Scaence Review 79 {December 1985):923-42.

2 Kechane, After Nf.;fcmun_\. h. 6.

*3 Snidal, "Limits of Hegemonic Stabiliy Theory,” p. Goy.

* Will:a:n Cline, Nobaru Kawanahe. T.O.M. Krousjo, and Thomas Williams, Trade Ne-
gotatons in the Tokys Rownd: A Quarctieative Assesmint ( Washington, D.C.: Brookings Insti-
tution, 1978). show empi izaily that smaller suates ofien 3ain morve from liberalization of
trade; see esn. po 187-88, 220-27.
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necd more exploration. ‘The argument in this book contributes to this
inquiry. To understand the structure of the international trading
game, the extent of each economy’s international integration might be
examined, since this affects the payoffs states anticipate from liberal-
izing or protecting. In times of siiff foreign competition, a state whose
economy is domiuated by domestically oriented firms may find contin-
ued cooperation in a liberal system very costly. The payoff a firm re-
ceives from defecting may be high. On the other hand, a state with an
internationally oriented economy may find protection at home or
abroad—i.e., defection by itself or others—costly. Its payoff is maxi-
mized, ceteris paribus, if cooperation with a liberal trade regime is main-
wained globally. Overall, this suggesis 1hat an international economy
with high levels of interdepcudence may promote conlinued interna-
tional cooperation in trade.

SoME PoLicy IMPLICATIONS

This study suggests that protectionism will be most likely in sectors
menaced by loreign competition and lacking strong international eco-
nomic ties. Actions that reduce these tes bul ieave import competition
intact will engender new protectionist pressures. For example, macro-
economic policies that reduce international ties will promote wide-
spread protectionist sentiment throughout the economy. Indeed, this
may be one of the lessons of the early 1g80s. The growth of prowec-
gonist pressure in the United Scates between 1981 and 1985 was partly
attributable to sharp reductions in U.S. export dependence (by almost
one-third) and in the profitability of foreign operations. both due o a
Jarge extent to the serious and persistent overvaluation of the dollar.2s

Mismanagement of the macrocconomy can have damaging effects
on a country's trade and its trade prefercuces. Policies eroding an
economy’s international linkages -i.e., its exports, multinational pro-
duction, and globul intrafirm trade —may nndercut its domestic bases
of support for free trade. In this way domestic policies, even those
unrelated to trade, may affect the state of the international trading

4 Destler, Ame:izan Trade Politics, ¢n. §, nuakes a similar argumert. Destler also in a @tk
al Havvard University on Febroary 18, 1986, cited tigures showing that U.S. industial
expot dependenec (expurts as i percent of national p:oduction) grew from g percent in
1970 (0 14.2 percent in 1980 and 1hen fell sharply e 10 percent in 1984. This was, he
noted, the same percemage decline expericuced in the Great Depression, between 1geg
and 1933.
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S)Estem. Policy ma.kers thus should be conscious of the indirect effects
o macroeconc3mnc policies on domestic political preferences. They
should appreciate these indirect costs when choosing macroeconomic

policies, so that domestic support for a liberal irade system is not in-
advertently undermined.



