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Introduction 
Anne 0. Krueger 

One of the central tenets of economists for the past two centuries has been the 
proposition that free trade between nations will in most circumstances be 
highly beneficial, and that any nation which unilaterally adopts a policy of free 
trade will benefit.’ There are exceptions to the argument for free trade, such as 
in cases of infant industries and more recently “the new trade theory.”2 

Nonetheless, it has been a source of considerable frustration to most interna- 
tional economists that, in reality, protection to industries, and pressure for it, 
is granted in circumstances that appear to bear little resemblance to those cases 
in which economic analysis suggests it might be warranted on the grounds of 
national economic interest. 

Many have therefore turned their attention to attempting to understand the 
“political economy” of protection, by which is meant the actual determinants 
of which industries receive protection, and of the structure of protection 
across industries. 

Most such efforts have focused on the empirical estimation of models in 

Anne 0. Krueger is professor of economics at Stanford University and a research associate of 
the National Bureau of Economic Research. 

1. The recognized exception to this generalization that is relevant for the United States is when 
a country has monopoly power in trade. Even that exception, however, is contingent upon the 
trading partners being unable to retaliate in ways that are sufficiently harmful. There are also 
arguments that “market failures,” such an externalities, might make the adoption of a free-trade 
policy less desirable. Economists’ standard answer to that, however, has been to note that the 
appropriate policy response to these failures is to correct them at their source, i.e., to impose a tax 
or subsidy to reflect the value of the externality. 

2. The “new” trade theory demonstrates that there may be circumstances under which an inter- 
vention in trade (which might be an export subsidy, an export tax, an import duty, or even an import 
subsidy) could increase the total economic well-being of a country in circumstances where the 
first entrant(s) to an industry become established and receive the economic rents that accrue to 
first-comers. The rationale is that first entrants can achieve a scale of production sufficient enough 
to simultaneously charge a low enough price to deter other entrants and still have that price sig- 
nificantly above the marginal cost of production. 

1 



2 Anne 0. Krueger 

which the presence of tariffs (or other trade barriers) andor their height is to 
be explained. Variables such as the level of employment in the industry, the 
trend in the industry’s employment And profitability, and the geographic con- 
centration of the industry are then used as possible explanatory factors. In gen- 
eral, almost every variable appeared to have explanatory power in some cases, 
but there was no strong systematic pattern that emerged from these analyses. 

The National Bureau of Economic Research project on the political econ- 
omy of U.S. trade policy was designed to try to supplement and enrich the 
understanding of the political economy of trade policy by undertaking parallel 
analyses of the determinants of protection and its evolution in a number of 
American industries (seven, in the event), and by examining the determinants 
of administered protection across industries.’ The hope was that in-depth in- 
vestigations of how protection actually has evolved in industries whose cir- 
cumstances were evidently dissimilar would shed light on the process of pro- 
tection and its determinants, and perhaps yield richer hypotheses for further 
analysis. 

The industries chosen for inclusion are textiles and apparel (the Multi-Fibre 
Arrangement [MFA] ), steel, automobiles, semiconductors, lumber, wheat, and 
agricultural protection as negotiated under the North American Free Trade 
Agreement (NAFTA). These analyses were supplemented by a “cross-section’’ 
study of determinants of “administered protection.” 

Textiles and apparel represent an industry whose fortunes have been declin- 
ing since the early part of the twentieth century, and where pressures for pro- 
tection have been intense since the mid- 1950s. Many parts of the industry are 
relatively labor-intensive, and it is geographically widespread. Protection has 
been granted to the industry under the Multi-Fibre Arrangement, an increas- 
ingly complex set of quantitative restrictions on imports negotiated by individ- 
ual product category under an umbrella arrangement concluded under the aus- 
pices of the General Agreement on Tariffs and Trade (GATT).“ Steel and 
automobiles, by contrast, are industries in which U.S. firms held dominant 
positions worldwide until at least the early 1970s. Since that time, both indus- 
tries have lost their preeminent positions, imports have increased, and both 
have sought protection. Both are highly visible industries but neither is labor- 
intensive, and both are reasonably geographically concentrated. Protection for 
automobiles came in the form of voluntary export restraints (VERs) on imports 
from Japan during the early and mid-1980s-although there had been pres- 
sures earlier, only then were VERs adopted and later abandoned. Protection 
for steel under VERs and other administrative arrangements was accorded for 
much of the 1970s and 1980s after the industry filed a large number of com- 
plaints alleging unfair trade practices on the part of foreign producers. These 

3. “‘Administered protection” is the term applied to the use of the countervailing duty (against 
foreign subsidies) and antidumping (against pricing below cost or below sales price in other mar- 
kets) administrative law by firms seeking relief from import competition. 
4. Under the Uruguay Round agreement, the MFA is to be phased out over a twelve-year period. 



3 Introduction 

pending cases were then used as a bargaining instrument in negotiating export 
restraints with foreign governments. By the end of the 1980s, however, the 
steel industry’s ability to achieve protection through this means was greatly di- 
minished. 

The semiconductor industry, by contrast, is much smaller and is also a “new” 
industry. It is certainly not labor-intensive, and it is reasonably geographically 
concentrated. Its initial development in the 1960s and 1970s was led by Ameri- 
can firms, but by the late 1970s the preeminence of these firms was being 
challenged by a successful Japanese entry into the market. Starting in the early 
1980s it sought protection, which it finally achieved, at least in part, in the 
Semiconductor Agreement of 1986 and subsequent agreements negotiated 
with Japan. 

Interestingly, these four industries were protected through bilateral arrange- 
ments made by the United States and foreign governments. As can be seen in 
the individual studies in this volume, the U.S. administration (and the foreign 
government) was frequently reluctant to enter into such protective arrange- 
ments but did so in the belief that failure to undertake these measures would 
spur “administered protection” or congressional action that might be even 
more protective of the industry. 

The U.S. lumber industry represents yet another situation. The industry is 
relatively small and geographically concentrated. It certainly does not have the 
visibility of textiles and apparel, steel, automobiles, or even semiconductors. 
Nonetheless, since the early 1980s, the U.S. lumber industry has also sought 
protection against Canadian imports through the administered protection pro- 
cess. In the eyes of many U.S. trading partners and economists, administered 
protection under U.S. trade laws has become the “protectionist weapon of 
choice.” As such, inclusion of an industry whose primary approach to the pro- 
tection process was through the use of fair trade laws seemed highly desirable 
in the project. 

The final two studies focus on agriculture, where the mechanisms and instru- 
ments used for protection are quite different from those of American industry. 
One focuses on wheat. Wheat has long been a major grain crop in the Midwest, 
one in which the United States is generally believed to have considerable com- 
parative advantage. An export enhancement program for wheat, under which 
American wheat farmers in effect received protection in their exports during 
the 1980s, provided considerable protection to American wheat exports. 

The other agricultural study examines the rule and fortunes of various ag- 
ricultural groups in the negotiations leading up to NAFTA. Some producer 
groups were considerably more effective than others in delaying the time or 
reducing the rate at which trade with Mexico would be freed from restraints. 
An analysis of who was influential, and why, sheds further light on the determi- 
nants of protection. 

The final study focuses on administered protection seen from a different 
perspective. Critics of U.S. trade law (antidumping and countervailing duty 
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legislation) have suggested that the very processes that are established confer 
protection to U.S. industries, regardless of whether the outcome of the process 
finds for the complainant and grants protection. Robert Staiger and Frank Wo- 
lak study this phenomenon, with findings that are important in their own right, 
and simultaneously provide insight from yet another angle into the overall po- 
litical economy of protection. 

Each study can stand alone. But together they shed additional light on the 
political economy of U.S. trade policies. The first seven chapters examine the 
studies individually. A final chapter then summarizes some of the important 
questions that arise, from a policy perspective, from the findings in the individ- 
ual studies. Much more complete analyses of the individual cases and the find- 
ings can be found in the NBER volume based on the project that is forthcoming 
from the University of Chicago Press, The Political Economy of American 
Trade Policy. 



The U.S.-Japan Semiconductor 
Trade Conflict 
Douglas A. Irwin 

1.1 Introduction 

The 1986 US.-Japan semiconductor trade agreement ranks among the most 
controversial trade policy actions of the 1980s. In this agreement the govern- 
ment of Japan agreed to end the “dumping” of semiconductors in world mar- 
kets (not just the United States) and to help secure 20 percent of their domestic 
semiconductor market for foreign producers within five years. 

The antidumping provisions-resulting in part from the extraordinary self- 
initiation of an antidumping action by the U.S. government-later proved to 
be partly illegal under the General Agreement on Tariffs and Trade (GATT) and 
drew the ire of prominent high-technology, semiconductor-using industries, 
particularly computer manufacturers. Computer producers formed a counter- 
vailing interest group to oppose these provisions and eventually forced them 
to be dropped in the 1991 renegotiation of the agreement. 

The 20 percent market share provision-an exceptional request from the 
standpoint of traditional U.S. trade policy-was the negotiated solution to 
the problem of market access in Japan based on circumstantial evidence that 
the market was closed to foreign semiconductor producers. These producers 
did achieve a 20.2 percent market share in Japan by the end of 1992, although 
the share has subsequently fluctuated. But by concentrating on a specific, 
quantitative “outcome” rather than the principle of market access, the provision 
provoked sharp debate: either it was heralded as a positive, concrete step to- 
ward gaining greater sales in Japan (“making the cash registers ring”) or 

Douglas A. Irwin is associate professor of business economics at the Graduate School of Busi- 
ness at the University of Chicago and a faculty research associate of the National Bureau of Eco- 
nomic Research. He served on the staff of the President’s Council of Economic Advisers from 
1986 to 1987. 
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6 Douglas A. Irwin 

scorned as a step toward cartelized “managed trade” and export protectionism 
via government-fixed market shares. 

Few industries ever receive the sustained, high-level attention needed to re- 
sult in  the negotiation of a governmental agreement on trade in just one sector. 
This paper examines how the U.S. semiconductor industry became the benefi- 
ciary of this unprecedented sectoral trade agreement.? 

1.2 The U.S. Semiconductor Industry 

The U S .  semiconductor industry-a prominent, high-technology, R&D- 
intensive industry-produced $25 billion in output with employment of just 
under 200,000 in 1989. 

1.2.1 Firms 

Firms range from the enormous-such as IBM, the world’s largest semicon- 
ductor producer in the mid- 1980s-to the minuscule-such as Micron Tech- 
nology of Boise, Idaho, which specialized in memory chips. Although Micron’s 
sales were only 2/10 of 1 percent of IBM’s, both firms equally influenced the 
course of U.S. trade policy. Between these extremes lie a handful of prominent 
midsized firms that constitute the core of the U.S. industry: Texas Instruments 
(TI), Motorola, Advanced Micro Devices (AMD), National Semiconductor, 
and Intel. 

1.2.2 Products 

The 1980s trade dispute centered on a unique set of digital integrated cir- 
cuits-memory chips-which computers use to store and retrieve data and 
which accounted for 18 percent of all U.S. semiconductor purchases in 1985. 
Dynamic random-access memories (DRAMS) comprised 7 percent of the total 
market. The DRAM market approaches perfect competition because DRAMs 
are a standardized commodity produced by many firms3 

1.2.3 Capital and Labor 

In 1977 corporate executives, the principal capital owners in the industry 
(many firms were still dominated by their founders), formed the Semiconduc- 
tor Industry Association (SIA) to lobby for trade actions. Some firms organized 
political action committees, whose disbursements appear related to the trade 

1. The Clinton administration has promised to use import targets with Japan in other scctors. 
For a critical analysis, see Irwin (1994). 

2. This paper is a significantly condensed version of my longer paper of the same title issued as 
NBER Working Paper no. 4745, May 1994. The longer version should be consulted for fuller 
details of this issue. 

3. The industry is often thought to be a strategic industry because of learning spillovers. For an 
assessment, see Irwin and Klenow (1994). 
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dispute with Japan.4 With one-third of U.S. semiconductor employment in Cal- 
ifornia, the SIA ably employed California’s congressional representatives to 
pressure the executive branch into trade action. 

Labor itself was largely mute. The lack of political activism among workers 
could be attributed to their interindustry mobility: evidence suggests that many 
of them have skills useful in related high-technology ind~str ies .~ 

1.2.4 Merchants and Captives 

Captive producers, such as IBM and AT&T, are vertically integrated (mak- 
ing semiconductors for internal consumption) but are net purchasers of semi- 
conductors from others. Merchant firms produce semiconductors for sale to 
other firms. Merchant firms have an interest in high semiconductor prices, 
whereas captive producers do not. These conflicting interests within the SIA 
had to partially accommodate each other. 

1.2.5 Downstream Users 

Computer manufacturers are the most important domestic users of memory 
chips and could be expected to oppose proposals that would raise semiconduc- 
tor prices. These manufacturers did not initially oppose the 1986 agreement, 
but did so with the subsequent rise in DRAM prices. 

1.2.6 Japanese Producers 

Japanese lobbying during the antidumping and Section 301 (of the Trade 
Act of 1974) deliberations was limited because of the strict administrative pro- 
cedures under U.S. trade law. The Electronic Industries Association of Japan 
(EIAJ) and its members spent $3.8 million on K Street lawyers for their legal 
defense between 1985 and 1987.6 

1.3 Semiconductor Competition from Japan 

Japan emerged as a major producer of semiconductors in the late 1970s. 
Spectacular success was achieved in DRAMS: the U.S. market share plum- 
meted from 70 to 20 percent between 1978 and 1986 as the Japanese share 
jumped from under 30 to about 75 percent.’ Import penetration increased. Ja- 
pan’s share of total U.S. semiconductor consumption rose from 7.5 percent in 
1982 to 12.3 percent in 1984, before dropping back to 9.8 percent in 1986. Yet 

4. According to the Federal Election Commission, payments totaled $354,3 18 at the peak of the 

5. See Ong and Mar (1992). 
6. Roughly $1 , I  million over these three years was devoted to countering the Section 301 action, 

comparable to that spent by the SIA alone on the Section 301 case. Figures from the Department 
of Justice. 

dispute in 1985 and 1986.40 percent higher than in 1983 and 1984. 

7. See Tyson (1992, 106 ff). 
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Japan’s share of the U.S. market was not fully indicative of the force of the new 
competition because, in an integrated world market, Japanese producers could 
capture market share abroad only by forcing the market price downward every- 
where. 

Why were Japanese firms so successful? The role of the Ministry of Intema- 
tional Trade and Industry (MITI) and industrial policy has been wholly exag- 
gerated by those sympathetic to the semiconductor industry. Japanese firms 
probably had easier access to capital: they are often affiliated with a large bank 
that could play a role in corporate governance through equity ownership (the 
Glass-Steagall Act prohibits such activities in the United States). Such bank 
ties probably allowed Japanese producers to weather industry downturns much 
better than their U.S. counterparts.* On the U.S. side, the high cost of capital 
in the early 1980s, the appreciation of the U.S. dollar, lagging adoption of new 
process technology, and quality control problems all hampered U.S. firms. 

1.4 Trade Action against Japan 

market access. 

1.4.1 Dumping 

The dumping complaints arose during the periodic sharp price declines in 
this cyclically volatile industry. The industry recession of 1985 was extremely 
severe because of a brief slowdown in the computer market. After increasing 
by a factor of five between 1981 and 1984, domestic shipments of microcom- 
puters actually fell by 8 percent in 1985. 

Prices collapsed and the memory-chip market contracted 60 percent. Mer- 
chant firms racked up unprecedented losses. Capacity utilization and employ- 
ment plummeted. Every U.S. merchant producer was pushed out of the DRAM 
market except Texas Instruments and M i ~ r o n . ~  

Despite complaints that dumping was “predatory” and “unfair,” Japan did 
not pick 1985 as the year to drive U.S. firms out of business. Indeed, Japanese 
firms experienced similar losses and layoffs as world demand fell. Imports did 
not cause the recession: Japanese import penetration actually fell in the two 
years after 1984. Three-quarters of the fall in revenues of US.-based compa- 
nies in 1985 were due to declining overall demand, only a quarter due to lost 
market share.’O 

Regardless of the underlying economics, the antidumping laws were always 
available. Captive producers opposed higher tariffs on semiconductors and pre- 
vented the SIA from ever filing an antidumping complaint. A small firm that 

SIA members had two complaints about their foreign rivals: dumping and 

8. See Hoshi, Kashyap, and Scharfstein (1990). 
9. Most firms simply abandoned DRAM production and concentrated on other product lines, 

10. Federal Interagency Staff Working Group (1987, 10). 
but one (Mostek) went bankrupt in 1985. 
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at the time was not even a member of the SIA forced the issue. In June 1985, 
Micron filed an antidumping complaint against Japanese exporters of 64K 
DRAMs. Merchant SIA members soon broke ranks: in September 1985, Jntel, 
AMD, and National Semiconductor filed for antidumping action against im- 
ports of erasable programmable read-only memories (EPROMs) from Japan.” 
In an unusual move, the Commerce Department self-initiated an antidumping 
case on 256K and future generations of DRAMs in December 1985. 

As the petitions ground through the administrative trade bureaucracy, pre- 
liminary determinations from the International Trade Commission indicated 
support for the industry, and final affirmative findings appeared to be inevi- 
table. 

1.4.2 Market Access 

An important barrier to the sale of foreign semiconductors in Japan was the 
high degree of vertical integration there (that is, captive production, like IBM 
and AT&T). l2 Few governmental barriers remained after Japan formally liber- 
alized its semiconductor trade in 1975. The SIA viewed this as a sham because 
the U.S. share of the Japanese market scarcely budged. 

In June 1985, the SIA filed a Section 301 petition with the Office of the 
United States Trade Representative (USTR), providing circumstantial evidence 
of market barriers in Japan. In 1984, U.S. producers accounted for over 83 
percent of sales in the United States, 55 percent in Europe, 47 percent in else- 
where, yet just 11 percent in Japan. But they had no smoking gun: the strongest 
statement the SIA could muster was that “these trade [market share] figures, 
coupled with Japan’s protectionist heritage in microelectronics, strongly sug- 
gests that market barriers still exist in Japan.” The SIA demanded “affirma- 
tive action” in the Japanese market. 

Coincidentally, the SIA’s political timing was superb. Unlike in 1982, when 
a trial Section 301 petition was shot down by USTR William Brock, the mas- 
sive trade deficit focused the Reagan administration’s attention on such matters. 
The USTR self-initiated Section 301 cases to divert protectionist pressure from 
closing the U.S. market to opening up foreign markets. The audience for this 
“tough” trade policy was Congress.14 With this political backdrop, the SIAs 
petition was attractive in many respects: it was in line with the administration’s 
emerging stress on opening foreign markets, did not directly advocate closing 
the U S .  market, and would help mollify congressional critics who wanted a 
tougher Japan policy. 

11. Notably absent from this list was Texas Instruments, the largest U.S. producer of EPROMs 

12. Japanese firms also tended to specialize in certain types of semiconductors and trade these 

13. SIA and Dewey Ballantine (1984, 2). emphasis added. 
14. The administration desperately sought to avoid a congressional trade bill forcing the presi- 

dent to impose sanctions against countries running a trade surplus with the United States. For a 
discussion of the political environment of trade policy in the mid-1980s. see Destler (1992). 

with direct investments in Japan. 

devices with one another based on long-term contracts or long-standing ties to one another. 
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But any petition guaranteed to generate a major confrontation with Japan 
would encounter some opposition within the administration. The SIA made 
vague claims about how Japan’s government fostered “Buy Japan” attitudes 
and identified Japan’s market structure (reciprocal trading relationships among 
firms) as a trade barrier. But what were the explicit government policies that 
were actionable under Section 301? To some administration officials, past gov- 
ernment policies, vertical integration, and long-term relationships hardly 
seemed to constitute actionable “unfair trade practices.” 

As for the widely distributed SIA pie charts showing country shares in re- 
gional markets, an alternative hypothesis was consistent with no Japanese “un- 
fair” practices: U.S. producers dominated the U.S. market, Japanese producers 
dominated the Japanese market, and U.S. producers essentially split other mar- 
kets with other producers, holding a slightly higher share in Europe owing to 
long-standing direct investments in Europe behind the tariff barrier that kept 
out Japanese imports. Japanese access to the U.S. market also may have been 
hindered by discrimination in the distribution system.I5 

But there being no major opponents to the petition, the USTR initiated the 
Section 301 case against Japan. 

1.5 The Semiconductor Trade Agreement of 1986 

With the exception of Micron, virtually no party had an interest in seeing 
the antidumping duties imposed. For captive producers and downstream users, 
the U.S. market would become a “high-priced island.” For merchants, the anti- 
dumping remedy alone would still permit Japanese dumping in third markets 
and kill U.S. sales there. For the Japanese producers, a voluntary export re- 
straint to capture scarcity rents would be preferable to antidumping duties. All 
forces were driving toward a negotiated settlement before the antidumping du- 
ties went into effect. 

The negotiations got stuck on third-country dumping and market access. 
Japan wanted to hedge on both points. The SIA was adamant. Japan capitulated 
to avoid the automatic imposition of antidumping penalties and possible 301 
sanctions. In doing so, the EIAJ felt abandoned by MITI, perhaps accounting 
for its later reluctance to adhere to guidelines enforcing the agreement. 

Japan agreed to take actions that would end dumping in the United States.16 
The agreement on preventing third-market dumping was more vague and the 

15. U.S. semiconductor firms limited Japanese access by terminating contracts with distributors 
who agreed to carry Japanese products. Japanese semiconductor firms had only one nationwide 
distributor in the United States (Marshall Industries) because of the “unspoken ban on Japanese 
franchises” and the “dictum that large houses will not take on the Japanese so long as they are 
supported by domestic suppliers,” See Elecrronic News. 9 December 1985, S28. 

16. The Department of Commerce would determine company-specific price floors each quarter 
and convey this information to the Japanese firms. 
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government’s obligation less clear. On market access, the agreement exhorted 
Japanese producers to create more sales opportunities for others. But a secret 
side-letter explicitly but ambiguously mentioned the 20 percent market share: 
“the Government of Japan recognizes the U.S. semiconductor industry’s expec- 
tation” that sales will rise to “slightly above 20 percent” in five years and that 
“the Government of Japan considers that this can be realized.” 

What policy measures and instruments did Japan have, beyond mere exhor- 
tation, to enforce the agreement and guarantee that Japanese firms did not 
dump in the world market and bought the requisite amount of foreign-made 
chips? Implementation, quite mistakenly, was not viewed as a major concern 
for U S .  negotiators, but it was a real problem for Japan since they did not 
directly control the industry. 

To prevent worldwide dumping, MITI did the only thing it knew how to 
do-reduce the quantity of semiconductors exported to raise export prices. 
MITI essentially imposed an “antidumping” voluntary export restraint 
(VER)-an export restraint designed to meet a price target rather than a quan- 
titative target. MITI issued directives to reduce output but had no statutory 
authority to force any firm to comply and indeed had difficulty in getting firms 
to comply.” On market access, MITI undertook surveys of firms’s purchasing 
plans and encouraged greater purchases of foreign semiconductors. Once 
again, they had no direct policy instrument to enforce the provisions and com- 
pliance was initially weak. 

MITI’s inability to bring Japanese firms quickly in line looked like waffling 
to the SIA and the administration. Fearing Capitol Hill’s reaction to another 
“failed” trade agreement with Japan, President Reagan imposed 100 percent 
tariffs on $300 million worth of Japanese imports in April 1987. The retaliation 
ranks among the most dramatic events of postwar U.S. trade policy. Japan was 
stunned, but some reports indicated that MITI was secretly pleased because it 
proved to Japanese firms that they should follow MITI’s directives. 

1.6 Economic Effects of the 1986 Agreement 

As with other VERs, the beneficiaries included Japanese exporters. The 
MITI-induced production cutbacks generated an enormous windfall for ex- 
porters. According to some reports, profits on 1M DRAM sales for Japanese 
producers amounted to $1.2 billion in 1988 alone, which could be plowed back 
into R&D and product upgrading. Higher DRAM prices accelerated the entry 
of South Korean firms not covered by the restraint. 

Only two U.S. merchant firms (TI and Micron) remained in the DRAM mar- 
ket to benefit from the antidumping actions. DRAM sales reportedly accounted 

17. However, bureaucratic delays in approval of export licenses-also tightened to prevent 
dumping-could “unexpectedly” arise for recalcitrant firms. 
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for as much as 60 percent of TI’S profits in 1988 and Micron’s sales rose by a 
factor of six between 1986 and 1988.Ix U S .  producers did not reenter the 
DRAM market. Motorola agreed to buy prefabricated semiconductor dies 
from Toshiba, assemble them in Malaysia, and import them under Motorola’s 
name to avoid the antidumping duties. U.S. Memories, a consortium to estab- 
lish greater domestic DRAM production, was stillborn. 

The clear losers from the agreement were semiconductor users, particularly 
computer manufacturers dependent on DRAMS. They soon fought back. 

1.7 Aftermath of the 1986 Agreement 

Of the three major provisions of the 1986 agreement, only one (on market 
access) survived through the renegotiation of the agreement in 1991. 

The third-market dumping provision died in 1988. Responding to a com- 
plaint from the European Community, a GATT panel ruled that Japanese moni- 
toring of export prices on third-market sales violated Article 11 of the 
Agreement. 

The U.S. dumping provision died with the new 1991 agreement. When 
semiconductor demand picked up again, U.S. DRAM prices soared and proved 
so costly to purchasers that they ended the SIRS monopoly as the USTR’s 
adviser on semiconductor trade policy. IBM, Tandem, and Hewlett-Packard led 
others in founding the Computer Systems Policy Project (CSPP) in 1989 to 
oppose the antidumping measures. The USTR could not possibly negotiate a 
satisfactory agreement in the face of sharply conflicting domestic interests. 
Rather than mediate, the USTR instructed the SIA and the CSPP to resolve 
their differences. 

The SIA and the CSPP declared the antidumping provisions a “success.” 
The CSPP was indifferent to the market access provisions so long as there were 
no sanctions for noncompliance. The 1991 accord extended by one year (to the 
end of 1992) the deadline for meeting the target, while stating that the target 
“constitute[s] neither a guarantee, a ceiling, nor a floor on the foreign market 
share .” 

Contrary to virtually all expectations, the foreign market share in Japan 
reached 20.2 percent in the fourth quarter of 1992. MITI pressure on other 
purchasers and a greater presence in Japan by U.S. firms probably accounted 
for the increase in U.S. market share. There is little evidence that the changing 
composition of Japanese demand (toward products the United States was better 
at producing, like microprocessors) did the trick.I9 

18. The employment effects of the agreement were probably negligible: back-of-the-envelope 
calculations suggest increased semiconductor employment of 2,300, but for each of these another 
was lost in computer manufacturing. 

19. See Bergsten and Noland (1993. 136). 
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1.8 Conclusions 

Those guilty of post hoc, ergo propter hoc reasoning attribute the rebound 
in the U.S. semiconductor industry since the mid-1980s to the agreement. The 
agreement did spawn greater cooperation and joint ventures between SIA and 
EIAJ members. But the U.S. industry did well to get out of memory chips 
(where the Japanese are now battling the South Koreans) and into microproces- 
sors and application-specific integrated circuits. The agreement had little to do 
with this. 
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2 The Rise and Fall of Big Steel’s 
Influence on U.S. Trade Policy 
Michael 0. Moore 

2.1 Introduction 

The U.S. integrated carbon-steel sector has been one of the most common 
recipients of trade protection in America during the past twenty-five years. The 
industry’s political strength has been demonstrated through the increasingly 
protectionist steel import regimes obtained in 1969, 1974, 1977, 1982, and 
1984. These incidents are noteworthy in that each represents an import barrier 
outside of the normal U.S. import relief apparatus of escape clause and unfair 
trade petitions. They included, in particular, comprehensive voluntary export 
restraints and minimum import prices. 

The main source of this political strength was the cohesive coalition of 
vertically-integrated carbon-steel producers, the steelworkers’ union, and 
members of Congress from steel-producing regions. The cohesiveness of this 
“steel triangle” arose out of the technology and market structure of traditional 
integrated steel making. These factors included economies of scale of large- 
scale production, geographical concentration of plant sites, and the relative 
immobility of capital and labor employed in the traditional steel sector. They 
combined to create an industry of few firms, of workers possessing strong in- 
centives to retain their jobs, and of politicians representing communities en- 
tirely dependent on steel. 

Another factor that contributed to steel industry political effectiveness was 
the relative lack of cohesiveness among domestic interests opposing steel pro- 
tection, in particular steel-using manufacturing industries. This highly diverse 
set of consumer industries has had little in common besides using steel as an 
input. Consequently, coalitions of steel users opposing protection have been 
ineffective, with one notable exception in 1989. 

Michael 0. Moore is associate professor of economics and international affairs at George Wash- 
ington University. 
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The other critical aspect of the industry’s success in procuring special pro- 
tection was the very real possibility of obtaining tariffs through the U.S. 
antidumping and countervailing duty laws. Securing these duties has been a 
credible threat because of the widely acknowledged presence of massive for- 
eign government steel subsidies, especially in Europe. The U.S. industry, there- 
fore, could use the threat of legal import protection from such subsidies ac- 
cording to U S .  law. Since antidumping and countervailing duty orders are 
open-ended and extremely controversial abroad, successive U.S. presidential 
administrations were willing to head off their final imposition by negotiating 
special measures, especially voluntary import restraint agreements (VRAs). 

Despite the series of successful attempts to obtain extraordinary import re- 
gimes, there is evidence that the U.S. integrated steel sector’s ability to influ- 
ence U.S. import may be waning. The outcome of the struggle to extend a steel 
VRA in 1989 is the first evidence of the diminished influence. The industry 
was forced to accept a much less restrictive import regime than that for which 
it had lobbied. The second piece of evidence occurred in 1993. Rather than 
lobby for and obtain a special import regime, the industry relied exclusively 
on administered protection (AP) procedures after the lapse of the VRA in 
1992. This reliance suggests that the industry could not force the president to 
offer a special trade regime. In the end, this effort to obtain permanent anti- 
dumping and countervailing duties was of such limited success that the in- 
dustry in 1994 faced the most liberal steel trade regime in over twenty-five 
years. 

The loss of political clout is a consequence of changes in the factors that 
earlier had led to the sector’s political cohesiveness. These changes include the 
rapidly evolving market structure in the United States, in particular the grow- 
ing importance of a large number of nonintegrated steel producers known as 
“minimills.” These firms have very different technological attributes and hence 
interests different from integrated firms. The growth of minimills has also re- 
sulted in a geographical dispersion of steel making in the United States which 
also lessens the political concentration of the industry. Second, the integrated 
sector’s clout has been lessened too by the absolute drop in the number of 
steelworkers and hence the number of voters particularly interested in steel 
issues. Third, many years of intense import and domestic minimill competition 
has meant that the integrated producers have become much more efficient. This 
in turn undercuts the industry’s call for special protection. Finally, the inte- 
grated sector increasingly has been confronted with an organized group of 
steel-using firms that provide a counterlobby to calls for special trade pro- 
tection. 

The aim of this paper is twofold. The first is to recount and explain the past 
success of the industry in obtaining special import regimes. The second is to 
consider how these factors have changed over the last fifteen years and how 
this change will likely affect the industry’s clout in the future. 



17 The Rise and Fall of Big Steel’s Influence on U.S. Trade Policy 

2.2 Steel Trade Policy: 1969 to 1984 

The U.S. steel industry held a predominant position in the world in the early 
postwar period. Like many other manufacturing industries, the U.S. steel pro- 
ducers were the world’s technological leaders as well as the largest producers 
and exporters. During this period, the industry generally supported trade liber- 
alization as a means to open up export markets for U S .  steel products. 

The U.S. steel industry’s predominance began to wane during the 1950s as 
Europe and Japan became important producers. This new presence was a con- 
sequence both of a rebuilt industrial capacity as well as the result of an activist 
government industrial policy. The Japanese steel industry in particular was 
given extensive early government assistance to create an export industry, much 
of which would eventually find its way to the United States. Government spon- 
sorship of the steel industry also occurred in some European countries, most 
notably in Italy, Great Britain, and France.’ 

U.S. producers’ competitive position was also undercut by their having in- 
stalled new “open-hearth” capacity in the 1940s, before the basic oxygen fur- 
nace, a major technological breakthrough, became widely available in the 
1950s. Thus, new foreign capacity, especially in Japan, utilized a new technol- 
ogy that significantly reduced production costs.* 

Nonetheless, the United States became a net importer of steel only in 1959 
when a bitter 116-day steel strike caused U.S. steel users to turn to foreign 
sources for a stable steel supply. During the 1960s, high U.S. steel prices, con- 
tinuing labor strife, aggressive foreign government support of its steel indus- 
tries, and technological disadvantage led to a surge in imports from 7.3 percent 
of the U.S. market in 1964 to 16.7 percent in 1968 (AISI, various issues). 

This growing import pressure led to what then was unprecedented coopera- 
tion between steel producers and the United Steelworkers (USW). Despite the 
history of intense and often violent labor-management strife, integrated pro- 
ducers and the USW joined forces to press for import restrictions during the 
late days of the Johnson administration. This effort was successful and in 1969 
the executive branch negotiated the first of many voluntary restraint 
agreements with the European Community (EC) and Japan. 

The VRAs, however, provided only limited import protection since they re- 
stricted only EC and Japanese imports and did not specify the product mix. 
Consequently, the VRA led both to an upgrading to higher value-added prod- 
ucts by EC and Japanese exporters and to an increase in exports from noncov- 
ered exporters. 

This quota regime lapsed in 1974 as high demand and high prices in other 
markets diverted steel imports from the United States. 

I .  See Howell et al. (1988) for details. 
2. See Gold et al. (1984). 
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The next episode of protection occurred following the 1974 and 1975 reces- 
sion. This recession was accompanied by a fundamental drop in the growth of 
world steel demand. Unfortunately, both U.S. and foreign producers interpre- 
ted the downturn in steel demand as part of a normal business cycle and contin- 
ued to add new capacity.’ When it became clear in the mid-1970s that the 
slowdown in steel demand growth was permanent, steel producers and govern- 
ments all over the world were forced to cope with excess production capacity. 

One consequence of world excess steel capacity was an increase in exports 
to the U.S. market. As table 2.1 shows, the volume of imports continued to 
grow in the United States through the mid-1970s even as U.S. steel consump- 
tion dropped. 

U.S. producers and the USW argued that these increased imports were a 
result of the unfair practices of Japanese and European producers. In particular, 
charges were leveled that the steel imports were dumped into the United States 
at prices less than fair value. Both U.S. firms and the steelworkers’ union ar- 
gued that profits from the protected Japanese market allowed Japanese produc- 
ers to lower prices in the United States and gain market share. The U.S. indus- 
try argued further that the massive subsidies by European nations with publicly 
owned steel firms (especially in France, the United Kingdom, and Italy) also 
resulted in unfairly priced imports. Both producers and the USW maintained 
that quantitative restrictions were necessary to prevent unfair imports into the 
United States. 

Congressional allies of the integrated sector from steel-producing communi- 
ties formed the Congressional Steel Caucus in the late 1970s to press the steel 
industry’s case for strict import quotas. This caucus was bipartisan in nature 
and reflected the geographic concentration of the industry in the industrial 
heartland of traditional U.S. manufacturing. 

The Carter administration, fearing that executive branch passivity might re- 
sult in a congressionally mandated quota, urged the industry to file dumping 
cases under the revised antidumping rules in the Trade Act of 1974 (Crandall 
1981). The industry followed this advice and filed a host of unfair trade cases 
in 1977. The Carter administration responded by fashioning a compromise 
which would avoid both quotas and final dumping duties. The compromise, 
known as the Trigger Price Mechanism (TPM), established a minimum import 
price based on a “trigger” price calculated from the production costs of the 
Japanese steel firms (then considered the world’s low-cost suppliers). Any steel 
imports sold below this price would initiate an automatic antidumping investi- 
gation by the government. In return, the industry agreed to forego filing any 
new antidumping petitions. 

Foreign producers were willing to cooperate in this system since, on the one 
hand, they would be better able to judge what was “acceptable” competition. 

3. For example, Japanese gross steelmaking capacity expanded from I38 million metric tons in  
1974 to 157 million tons in 1979, while European Community (EC) capacity increased from 178 
million rnetrics to 203 million tons in 1979 (World Steel Dynamics 1994). 



Table 2.1 U.S. Steel Industry in the Domestic Economy (millions of tons unless otherwise noted) 

Apparent Steel Sector Real Domestic 
Steel Import Market Total Steel Final Steel Employment Steel Sales 

Year Imports Share (%) Production Consumption (thousands) (billions of 1982-84 $) Steel/GDP 

I960 
I964 
I968 
I974 
1977 
1981 
1982 
I984 
1989 
I990 
1991 
1992 

3.3 
6.4 

17.9 
13.4 
19.3 
18.9 
16.6 
26.2 
17.3 
17.1 
15.8 
17.1 

4.7 
7.3 

16.7 
15.9 
17.8 
19.8 
21.8 
26.4 
17.9 
17.5 
17.9 
18.0 

99.2 
127.1 
131.4 
145.7 
125.3 
120.8 
4.75 
92.5 
97.9 
98.9 
87.9 
92.9 

71.5 
87.9 

107.6 
119.6 
108.4 
105.4 
76.3 
98.9 

102.7 
97.5 
88.3 
95 

572 
555 
552 
512 
452 
39 1 
289 
236 
169 
164 
146 
140 

48.0 
52.9 
53.4 
77.5 
65.5 
47.4 
29.2 
28.9 
25.4 
23.4 
19.7 
18.9 

0.036 
0.038 
0.038 
0.037 
0.03 1 
0.027 
0.020 
0.024 
0.02 1 
0.020 
0.0 I8 
0.0 I8 

Sourcry: American Iron and Steel Institute, Annual Statistical Report (various issues); Economic Report of the President (1993). 
"Steel/GDP = million tons of steel consumptiodbillion $GDP (I987 prices). 
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Secondly, the TPM created a price floor based on low-cost producers which 
guaranteed high-cost European firms significant profits in the United States. 

The system was attractive to the U.S. industry since it applied to all imports. 
Thus, the TPM discouraged trade diversion to other sources, unlike the 1969 
VRA. However, upgrading by exporters to higher valued-added products was 
still possible and high cost producers could still “dump” their products as long 
as they charged above the trigger price. 

Despite the respite from price competition created by the TPM, the inte- 
grated steel sector in the United States began in the 1980s with major competi- 
tive problems. In 1981, the U.S. steel sector continued to use decades-old 
open-hearth furnace technology in 36.5 percent of its operations, compared to 
4.1 percent and 26.3 percent in Japan and the EC, respectively. Use of modern 
continuous casting techniques followed similar patterns: 20.3 percent in the 
United States versus 70.7 percent in Japan and 44.9 percent in the EC (Interna- 
tional Iron and Steel Institute 1991). High labor costs were also an important 
problem for U.S. firms. Average unit labor costs for U.S. steel firms in 1979 
were $162.7 per ton while Japanese rates averaged around $49.8 and Thyssen 
of Germany averaged $ 1  11.1 per ton (World Steel Dynamics 1990). Contribut- 
ing factors to the high labor costs included outdated physical capital, rigid 
work rules, and wages that had risen under the Experimental Negotiating 
Agreement of 1974, which guaranteed a 3 percent nominal pay increase plus 
a full cost-of-living adjustment (regardless of productivity increases) in return 
for an agreement not to strike. 

The U.S. industry was therefore ill equipped to cope with a major downturn 
and a renewal of intense international competition. The onset of the deep reces- 
sion in 1981 and 1982 was nearly catastrophic for the U.S. industry. Operating 
profits for all steel firms fell to a loss of $3.38 billion in 1982 while total steel 
sector employment dropped sharply from 391,000 in 1981 to 289,000 in 1982, 
or nearly 25 percent. Import market share rose to 21.8 percent in 1982, thereby 
exceeding 20 percent of the U.S. market for the first time in history. This in- 
creased market share occurred despite the continued operation of the TPM. 
However, it is important to note that this overall increase in import share 
mainly reflected a precipitous drop in domestic consumption since the absolute 
level of all imports fell from 18.9 million tons to 16.6 million tons in the 
same period. 

Despite the drop in import volume from all sources, the volume of European 
steel imports into the United States did increase substantially. This increased 
European production was in part possible because of the operation of the 
Davignon Plan in Europe, which prescribed internal European production quo- 
tas and allowed for some countries to provide operating subsidies to ease the 
adjustment costs of reduced employment. Much of the resulting surplus pro- 
duction was then exported, much of it to the United States. 

The U.S. integrated industry therefore pointed to Europe, and especially 
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the effects of government subsidies, as the main source of its difficulties. The 
combination of increased exports from the EC and massive losses in the U S .  
steel industry induced U.S. producers to force the end of the TPM by filing 
sixty-one countervailing duty (CVD) and thirty-three antidumping (AD) duty 
petitions against eight countries of the EC, as well as Brazil and Romania. 

The cases reached their first important juncture when the International Trade 
Commission (ITC) ruled affirmatively in twenty of the CVD cases and eigh- 
teen of the AD petitions at the preliminary stage. If final duties were imple- 
mented the result would have been potentially very chaotic for the EC since 
some nations would have been exempted from duties, and those that did receive 
punitive tariffs would be charged with widely varying rates based on the indi- 
vidual dumping and subsidy rulings of the Commerce Department. This diver- 
gent treatment for EC exports would have meant a closed U.S. market for a 
subset of European exporters, which, combined with a barrier-free intra-EC 
market, would have meant massive trade diversion within E u r ~ p e . ~  

Had the Reagan administration allowed the AP process to continue to the 
final stage, it was very likely that open-ended and prohibitive duties on a subset 
of European steel exports would have been forthcoming. The Reagan adminis- 
tration also knew that many of the EC countries were providing subsidies to 
forestall possible major social unrest. 

The Reagan administration, fearful of strained relations with the EC, agreed 
to enter negotiations with the EC for a new VRA. The agreement, finally 
reached in October 1982, limited EC exports to 5.5 percent of the U.S. market. 
In return, the U.S. firms dropped their unfair trade petitions and agreed to 
refrain from filing new cases against EC nations until the agreement expired 
in January 1986. 

The agreement provided two important benefits to the U.S. industry. The 
VRA both allowed U.S. firms to avoid further AP litigation costs and provided 
protection against all EC imports rather than against only a subgroup, thereby 
avoiding some supply diversion. The VRA was also clearly preferable to the 
Europeans since it permitted them to continue to export and also prevented a 
major intra-European dispute. 

The respite for the integrated industry was short-lived, however. As with the 
1969 VRA, nonrestricted exports rapidly filled the void created by the fall in 
EC exports. Despite the VRA, imports from all sources rose slightly in 1983 
to 17.1 million tons, although, with the recovering economy, the import market 
share actually fell to 20.5 percent. 

Further complicating the industry’s position was the start of the dollar’s spec- 
tacular rise in value. 

4. These diverse duties were in large part a reflection of the extremely dissimilar EC steel poli- 
cies, with a subset of nations (Belgium, Italy, Great Britain, and France) providing substantial 
operating subsidies to their public owned steel firms while other nations with private steel firms 
(the Netherlands and Germany) were more laissez-faire in approach. 
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Integrated firms, severely disappointed by an import share still exceeding 
20 percent, once again began to prepare trade cases. This time the USW and 
Bethlehem Steel filed an escape clause cause in which the ITC would rule on 
the presence of “serious” injury to the entire industry. If an affirmative ruling 
was forthcoming, President Reagan would be forced to rule on the case in 
September 1984, less than two months before the presidential election. 

Simultaneously, Congressional Steel Caucus members prepared legislation 
imposing an across-the-board 15 percent quota on imported steel, an import 
share last seen in 1976. The congressional hearings for the bills were com- 
pletely dominated by the steel sector and its supporters. Steel-using industries 
did provide some testimony in opposition but their lobbying efforts were ex- 
tremely limited. 

In July the ITC ruled that only five of the nine constituent steel “industries” 
were eligible for import relief. The ITC did find, however, that the industries 
producing pipe and tube, bar, rod, and rails were injured because of domestic 
competition, much of it from so-called minimills, rather than from import 
competition. Indeed, the ITC pointed out that minimills had consistently un- 
dersold both imports and integrated mills yet still remained profitable for the 
previous three years (ITC 1984, 47-54). 

Rather than reject all import relief or impose barriers on only five steel sec- 
tor categories as recommended by the ITC, the Reagan administration decided 
to negotiate a new global VRA. The plan, scheduled to expire in 1989, limited 
imports of finished steel to 18.4 percent of the domestic market. Even more 
important to the domestic industry was that the quota was on a product- and 
country-specific basis and that the agreement essentially covered all important 
steel exporting countries. Thus, the industry obtained a program that helped 
alleviate product upgrading and supply diversion, both of which had been ma- 
jor drawbacks of earlier VRAs and the TPM. 

The 1984 VRA program was a major political victory for the integrated 
sector. Not only had the industry secured its most important long-term trade 
goal, namely, a comprehensive quota covering nearly all products and all ex- 
porting countries, but it also had wrested this outcome from Ronald Reagan, a 
distinctly market-oriented president. 

2.3 Sources of Steel Industry Political Strength 

The steel industry’s ability to obtain increasingly protectionist import re- 
gimes arose from three factors. The first was the industry’s political cohesive- 
ness, which resulted from technological factors in the steel industry. The sec- 
ond was the legal import restrictions available to the industry. These options 
created a credible threat to use unfair trade remedy procedures to obtain dis- 
criminatory tariffs on import steel. Finally, the industry’s sheer size resulted in 
important ballot box power. 
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2.3.1 Technology and Coalition Cohesion 

Critical to the steel industry’s success was the close cooperation of produc- 
ers, workers, and politicians from steel-producing communities. These groups 
willingly worked together so closely largely because of the technology of inte- 
grated steel making. In particular, the large scale of an efficient steel mill, the 
geographical concentration of production, and the relative immobility of labor 
and capital within the industry all combined to provide strong incentives for 
all three groups to cooperate. 

Integrated steel making involves transforming iron ore and coal into final 
products at one plant site. An integrated plant includes coke ovens, blast fur- 
naces, basic-oxygen or open-hearth furnaces, a casting process, and rolling 
equipment. These technologies, especially coke ovens and blast furnaces, re- 
quire a very large scale of operation. Thus an efficient integrated plant will 
employ thousands of workers and require enormous capital outlays. For ex- 
ample, the minimum efficient scale of a new integrated plant is about 7 million 
tons of capacity per year. An efficient new steel mill therefore represents about 
7 percent of total U.S. annual steel consumption (Bamett and Crandall 1993). 

The high costs of transporting iron and coal were a strong incentive to locate 
near these raw material sources; as a result, integrated steel operations are usu- 
ally highly geographically concentrated. For example, in 1965 approximately 
54 percent of U.S. steel capacity was located in Pennsylvania, Ohio, and Indi- 
ana (AISI 1969).5 

The combination of large scale operations and geographical concentration 
had important consequences. High fixed costs meant a difficult entry into the 
integrated sector; the number of integrated firms therefore remained relatively 
low. Furthermore, large fixed costs translated into strong incentives for firms 
to maintain high capacity utilization rates. Firms would therefore often sell 
below average total costs in times of slow demand-the incentive for aggres- 
sive pricing behavior was ever present with integrated firms. These incentives 
created strong pressures for firms to act together to limit price competition 
through cartels and price setting. These two factors led to an oligopolistic mar- 
ket structure in the United States as well as in many other countries. 

In terms of political lobbying, the small number of firms meant that there 
was little chance for a single integrated firm to get a free ride on lobbying 
efforts by other firms; shirking on lobbying efforts was easily detectable. Thus 
the American Iron and Steel Institute, the trade association of integrated steel 
makers, was composed of actors who knew each other well and could monitor 
contributions to lobbying efforts. The resulting cooperation was further en- 
hanced by shared economic interests; integrated firms thus tended to speak 
with one voice on many public policy issues, including trade, environmental, 
and labor questions. 

5. This pattern was repeated in the United States (e.g.. Pittsburgh), in the United Kingdom (e.g., 
Manchester), and in continental Europe (e.g., Lorraine, Luxembourg, and the Ruhr valley). 
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The large scale of operations and geographical concentration also meant 
that integrated plants could easily dominate the economic life of a region, for 
example, Gary, Indiana, and Pittsburgh, Pennsylvania. Local political leaders 
were therefore very interested in cooperating with the integrated producers on 
lobbying efforts. 

Workers in the industry also tended to have strong incentives to work for 
import protection. This arose out of two factors. First, the tendency for inte- 
grated works to dominate a region’s economy meant that workers who lost their 
jobs in the steel mill might have few alternative employment opportunities. 
Second, since the advent of collective bargaining in the steel industry after 
World War 11, the USW has managed to secure relatively high wages, nearly 
double the average manufacturing wage. These high wages were particularly 
attractive since many steel industry jobs have traditionally been relatively un- 
skilled though often quite dangerous. Since the industry was organized almost 
exclusively by the USW, labor also had an effective single voice to contribute 
to policy debates. 

The relative stability of the actors-the same producers, the same union, the 
same congressional districts-meant that those involved in lobbying for steel 
sector protection were well-known to each other. This helped create reputa- 
tions for cooperation and enhanced coalition solidarity. The single voice and 
shared interests also meant that the steel sector could share lobbying costs 
either explicitly through joint press conferences, for example, or implicitly 
through canvassing congressional members or executive branch officials. 

The relative influence of the united steel coalition was further enhanced by 
the highly varied nature of the steel user. These industries, whose only shared 
interest is the use of steel as an input, generally found it very difficult to coop- 
erate on steel import policy. All of the advantages of the steel sector (common 
economic interests, small number of firms, and stable actors) have traditionally 
been entirely absent among steel users. 

Probably the most striking examples of the cooperation among the pro- 
ducers, the steelworkers’ union, and political representatives can be found in 
congressional hearings about steel import policy. Testimony before Con- 
gress in 1984 for the 15 percent quota bill, for example, showed the near com- 
plete solidarity of steel producers, the United Steelworkers, and local politi- 
cians. Indeed, the only major controversy among steel interests in 1984 was 
whether firms should be forced to reinvest profits from their steel operations 
back into worker retraining and modernization efforts. (The USW strongly 
supported both of these requirements while the industry generally was 
fiercely opposed.) 

2.3.2 Trade Remedy Law Advantages 

Another critical aspect of the U.S. industry’s success at obtaining protection 
has been its credible threat of obtaining antidumping or countervailing duties 
on imported steel. This credibility arises out of technical legal aspects of the 
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unfair trade remedy laws as well as out of the widely acknowledged level of 
government steel sector intervention in many countries. 

Technical aspects of the unfair trade laws that worked to the steel industry’s 
advantage are numerous. Indeed, in the United States the steel industry has 
by far been the most frequent petitioner in antidumping and countervailing 
duty petitions. 

The first advantage for the steel industry is that the cases are adjudicated on 
a product- and country-specific basis. This means that each country and each 
firm may receive widely varying duties. This translates into the possibility that 
some firms and countries can be completely frozen out of the U.S. market 
while others can freely come in. 

This was particularly important for the steel industry, wherein a myriad of 
products are imported from many countries. The industry could then argue that 
because the administered protection procedures would lead to chaos in the 
industry, comprehensive special import regimes should be used instead. 

The unfair trade procedures were also attractive to the steel industry as a 
means of forcing the president to negotiate special trade agreements. The rea- 
son is that the unfair trade remedies are quasi-judicial, bureaucratic, and rules- 
oriented. In particular, the ITC rules on the presence of “material” injury at a 
preliminary and final stage while the Commerce Department rules on the exis- 
tence and size of dumping or subsidy margins. If both agencies rule affirma- 
tively on the petition, duties are assessed on imports that are firm- and country- 
specific. These duties have no set time limit. Consequently, the president has 
no role to play whatsoever in the formal adjudication of these petitions so that 
foreign policy or national security concerns are totally absent from the deci- 
sion process. 

The combination of these factors has meant that a number of different presi- 
dents have faced the possibility of widely varying and high duties placed on 
important U.S. allies. Since these duties are potentially prohibitively high and 
open-ended, the political price for allowing them to be imposed has encour- 
aged administrations to negotiate quotas before the duties become final dump- 
ing and countervailing duty orders. 

The use of antidumping and countervailing duty petitions would not be im- 
portant, however, without foreign practices which can make positive dumping 
and subsidy margins very likely. On the one hand, subsidy margins are highly 
likely since many nations have subsidized their steel industries-in Europe, as 
a means of slowing employment losses, and in the developing world as a means 
of industrial policy. 

Positive dumping margins are also highly probable because of the incentives 
(explained in section 2.3.1) to price below average total costs in times of reces- 
sion. In addition, since the Commerce Department uses “fully-allocated-costs,” 
that is, average total costs, in its production costs calculation, the legal rules 
for calculating dumping margins will work toward positive dumping margins, 
especially if recessions occur concurrently across the world. 
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2.3.3 Ballot Box Strength 

The political power of the industry has also been enhanced by the sheer 
number of potential voters in the industry In 1974, for example, there were 
over half a million Americans directly employed in the steel industry. In addi- 
tion, the concentration of these workers in relatively localized geographical 
regions meant that steel interests were particularly important in elections for 
the House of Representatives. Thus the industry has been able to marshal the 
political support of a major part of the congressional delegations of West Vir- 
ginia, Pennsylvania, Ohio, and Indiana. These congressional members have a 
common interest in steel import policy and have been able to pressure the en- 
tire Congress to help the steel industry. The large number of workers in each 
of these states also meant that senatorial candidates and senators had strong 
incentives to support the industry. 

The concentration of these workers in populous states with many electoral 
votes (e.g., Pennsylvania, Ohio, and Indiana) has translated into importance in 
presidential politics as well. The most notable example is the 1984 filing of an 
escape clause petition that forced President Reagan to confront steel import 
policy just weeks before the election. 

2.4 The 1989 VRA Renewal Campaign 

The VRA program announced in 1984 was set to lapse in 1989. This, the 
Reagan administration had hoped, would prevent the steel industry from bring- 
ing pressure to bear on the next presidential campaign. However, in the late 
summer and early fall of 1988, Republican presidential candidate George Bush 
was significantly behind Michael Dukakis in the polls. Governor Dukakis had 
already pledged support to a renewal of the VRA. 

As part of the general effort to coordinate a come-from-behind victory and 
to help solidify political support among “Reagan Democrats” in the steel re- 
gion, the Bush campaign agreed to support a VRA extension but did not out- 
line any specifics about the timing and details of the proposed program. 

Soon after the inauguration, posturing began over the extension’s exact de- 
tails. The usual array of actors lined up in favor of the VRA extension. The 
bipartisan Congressional Steel Caucus, the integrated firms’ trade association 
(AISI), and the steelworkers’ union reassembled the coalition that had been so 
successful five years earlier. The main goals of the steel industry and its allies 
were to push for a five-year extension of the existing program, with the inclu- 
sion of nonparticipating nations (Canada and Sweden) into the extended VRA. 

However, unlike earlier steel import policy debates, steel users for the first 
time were well organized to counter the steel industry’s position. In particular, 
the Coalition of American Steel-Using Manufacturers (CASUM), headed by 
Caterpillar Inc., argued that the president should terminate the VRA program 
because (1) steel-using firms provided much more employment than steel- 
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producing firms and the VRAs hurt U.S. exports; ( 2 )  the steel quotas had in- 
creased prices and led to spot shortages, especially for firms using modem 
inventory management techniques (“just-in-time’’ delivery); ( 3 )  the steel in- 
dustry should rely, like virtually all other domestic industries, on the estab- 
lished administered protection procedures to address their trade complaints; 
and (4) the high steel sector profits in 1988 and improving domestic steel in- 
dustry competitiveness were evidence that the domestic industry did not de- 
serve special help. 

The overall strategy of CASUM was to turn the debate away from the actions 
of foreign firms and governments toward the VRAs’ effects on United States 
manufacturing interests. CASUM also appealed indirectly to protectionist ele- 
ments in Congress by emphasizing that VRAs rewarded unfair traders through 
the transfer of profits earned in the protected U.S. market. The coalition also 
made a concerted effort to identify steel-using firms in the districts of Congress 
members who had supported the steel industry in the past. This helped provide 
constituent counterbalance to the votes of the steel-producing industry. 

In the final analysis, the VRA was continued as candidate George Bush had 
promised, but it was a far cry from the program backed by the industry. In 
particular, the new program granted a two-and-a-half-year extension (rather 
than five years), loosened the market share of the quota by a 1 percent increase 
per year (instead of tightening the quantitative restrictions), and liberalized the 
short-supply provisions (rather than maintaining the status quo). In short, the 
1989 VRA extension was a major disappointment for the integrated industry 
and a major victory for the steel-using industries. 

The actual experience of the VRA in the post- 1989 period strongly suggests 
that not only was the program less than what the integrated firms wanted, but 
that the quotas may have had very little effect on the domestic steel market. In 
particular, the quotas were not filled on a country or product basis for most of 
the post-1987 period. 

The quotas were binding or nearly binding for most of the first two years. 
However, beginning in 1988, the overall quota fill rate fell from 79 percent to 
a low of 54 percent in the last three months of the VRA in 1992. In addition, 
subsequent to the extension in October 1989, no country filled its overall quota 
and in only one instance (Finland in the October-December 1990 period) did 
imports reach over 90 percent of the quota limits. This pattern is repeated for 
individual product categories. After 1988, the quotas were binding or near 
binding only in some speciality products-alloy tool steel, tin plate, and stain- 
less steel plate and sheet.6 

The other major aspect of the Bush administration’s steel policy was the 
multilateral steel negotiations conducted parallel to the VRA program. The 
Bush administration hoped that a Multilateral Steel Agreement (MSA) would 
eliminate the underlying problems that had bedeviled steel trade for twenty 

6. For a detailed list, see Moore (1996). 
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years, especially global overcapacity, tariff and nontariff barriers, and trade- 
distorting practices such as dumping and subsidies. The entire industry 
strongly supported this effort. Indeed, a multilateral solution to steel problems 
had long been the principal long-term public policy goal of all members of 
the domestic steel industry, including the USW, the integrated producers, and 
minimills. 

As the April 1992 demise of the VRA program approached, the Bush admin- 
istration held fast to the position that all quantitative restrictions permanently 
end on April 1. Surprisingly little support emerged in the steel industry for 
another extension of the VRA program. Only the United Steelworkers, Bethle- 
hem Steel, and the specialty steel sector publicly supported an extension of the 
quotas. The balance of the integrated industry, extremely disappointed in its 
experience with the VRA after 1988, expressed no interest whatsoever in an 
extension.’ Instead, the steel firms announced repeatedly that they would file 
another round of antidumping and countervailing duty petitions, but this time 
they vowed to pursue them to final decisions. In other words, the industry 
threatened that it would try to obtain the definitive AD and CVD duties that 
would provide significant and lasting protection. 

In the event, the VRA program expired on April 1, 1992, and the multilateral 
steel negotiations ended with no agreement. As promised, the Bush administra- 
tion refused to take special action and, also as promised, the steel industry 
filed over eighty antidumping and countervailing duty petitions in the summer 
of 1992. 

The superficial parallels to 1984 are striking. Once again a free-trade- 
oriented Republican president faced reelection while a torrent of steel industry 
AP petitions wound through the bureaucracy. Further complicating the politi- 
cal calculus was that Bush faced both a weak economy and a much more formi- 
dable opponent in Clinton than Reagan had faced with Mondale in 1984. In- 
deed, many veteran industry observers fully expected that the administration 
would be forced to reach an accommodation with the steel industry before the 
AP process worked to a conclusion.8 The implicit assumption, of course, was 
that high final antidumping duties were near certain and that the administration 
would be unwilling to allow them to be imposed. These expectations for a 
negotiated outcome grew even stronger as the polls continued to show Presi- 
dent Bush lagging behind Governor Clinton. 

If the steel industry wanted to use the AP petitions to inject steel policy into 
the 1992 presidential campaign, they failed utterly. President Bush held firm 
to his pledge not to extend any special deals to the industry. 

7. The integrated firms’ privare position insistence is somewhat in dispute. Steel producer repre- 
sentatives argue that the firms had no interest in an extension. However, an official at the Trade 
Representative’s office insists that the industry was in favor of extension until December 1991, 
when it became clear that the Bush administration would not grant it. 

8. For example, see the comments of long-time steel editor George McManus in Iron Age, 
May 1992. 
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With the election of Bill Clinton, a politically powerful integrated steel in- 
dustry might have used the opportunity to force steel import policy into policy 
avenues with political discretion and away from the administered protection 
process. Instead, the industry pressed ahead with the AP petitions. 

The cases proceeded to the ITC for a final ruling on material injury. On July 
27, 1993, the ITC ruled affirmatively on thirty-two cases and negatively on 
forty-one petitions, which translated into roughly half of the imports in value 
terms. The majority of the ITC’s members concluded that dumped and subsi- 
dized imports were not important causes of domestic problems in the industry. 
Instead, the majority of the ITC reasoned that price competition among domes- 
tic firms was the main source of difficulty and pointed out that imports were 
sold at prices that were often higher than domestic sources (ITC 1993). In 
other words, the ITC found strong evidence that the domestic steel industry 
was increasingly prone to intense domestic price competition-the fragmented 
nature of the “new” U.S. steel market made oligopolistic price discipline very 
difficult to maintain. 

In sum, the spotty protection (final high duties placed on some countries’ 
products and all provisional duties removed on others) meant that the inte- 
grated industry could count on very little significant comprehensive protection 
from these cases. The duties’ lasting effect will depend in large part on whether 
countries not covered by final duties will step in to replace the displaced im- 
ports. If they do so, the domestic price effects of the duties may be minimal. 

For the first time in about twenty-five years steel had clearly and publicly 
lost a major trade policy debate. The industry’s most important trump card, the 
threat of final and near-prohibitive dumping and countervailing duties, had 
been played and little had come of it. While the industry was able to raise 
prices and gamer significant short-term increases in profits during the period 
of provisional duties, the strategy did not lead to permanent comprehensive 
protection. 

2.5 The Changing Nature of Integrated Steel Sector Influence 

The integrated steel industry clearly was not as successful in influencing 
trade policy in the post-1989 period. The reasons for that diminished influence 
are directly related to changes in the industry’s sources of strengths, mentioned 
in section 2.3 above. 

2.5.1 

The most important changes are without question in the evolving technology 
and market structure of the carbon steel sector. In particular, the spectacular 
rise in the minimill sector and the increasing importance of “reconstituted” 
mills have seriously undercut the cohesion of the traditional steel-industry lob- 
bying coalition. 

Minimills do not produce raw steel but instead melt steel scrap using high- 

Technological Evolution in the Carbon Steel Industry 
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temperature electric arc furnaces (EAFs). The molten steel is then cast and 
rolled to produce final steel products in a fashion similar to an integrated mill. 
However, unlike many older integrated mills, the minimills’ recent emergence 
means that they use continuous casting techniques almost excl~sively.~ Be- 
cause minimills do not use coke ovens or blast furnaces, the minimum efficient 
scale for an EAF is around 1 million tons were year instead of 7 million for an 
integrated plant. Since minimills are not dependent on iron ore and coal, they 
can establish plants near the end market. Minimills also typically have more 
flexible work rules and incentive-based pay, which reduces unit labor costs for 
both their nonunion and union work forces. 

So-called reconstituted mills also have played a much more prominent role 
in the steel sector. These firms arose as the integrated companies sold individ- 
ual plants to reduce costs and as some established firms declared bankruptcy. 
The resulting firms, including Weirton Steel and Gulf States Steel, have be- 
come increasingly competitive with the established integrated firms. 

The success of the minimills in the U.S. market has been remarkable. Min- 
imill shipments rose from 7 percent of the U.S. domestic market in 1979 to 24 
percent by 1991. Reconstituted mills, essentially nonexistent in 1979, con- 
trolled 25 percent of the domestic market in 1991.’O 

The most important consequence of this more fragmented steel sector is that 
the traditional cohesion of the industry has largely been dissipated. This has 
manifested in a number of ways. First, the large number of firms makes price 
discipline so much more difficult that the oligopolistic power of the integrated 
firms has largely disappeared. The dramatic drop in entry and exit costs means 
that the U S .  steel sector is much more similar to the textbook example of a 
competitive market. Second, the rising importance of minimills means that 
steel production is much less geographically concentrated. Third, the radically 
different market structures of the new entrants mean that the industry’s mem- 
bers do not necessarily share the same positions on steel policy issues.” The 
most important example of such dissension is that of Ken Iverson, CEO of 
Nucor Steel. Iverson is an impassioned free trader and has often spoken out 
against steel protection.Iz Finally, the success of the minimills vis-i-vis both 

9. For a comparison of minimill and integrated mill production techniques, see Hogan (1987). 
10. Moore (1996). 
1 I .  One recent example concerns the health care reform effort in 1994. Many integrated firms, 

with large numbers of retired workers. were outspoken in their support of the “employer mandate” 
requiring all firms to contribute to health care. Minimill firms, with a younger workforce and less 
generous benefits, were much more reluctant to support such changes. Other examples of differ- 
ences involve environmental and energy policy. Minimills are not affected by the air pollution 
control costs of coke ovens, and integrated mills are less sensitive to electricity price reform. 

12. Mr. Iverson spoke out strongly against any trade protection during congressional hearings 
in 1984 and asserted that “we believe that tariff or nontariff trade barriers will delay modernization 
of our steel industry, [and] will cost the consumer billions of dollars.” Instead, he argued that the 
government could offer assistance in retraining programs and various special tax credits directed 
specifically at the integrated sector (House Ways and Means 1984,288-89). 
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integrated domestic mills and imports has undercut the argument of the inte- 
grated sector to point to imports as the source of any economic difficulties. 

2.5.2 Changing Voting Strength 

As the industry has changed over the last fifteen years, the voting strength 
of the industry has diminished. 

The most obvious change is the absolute drop in the number of steel sector 
employees. Total steel sector employment has fallen from 572,000 in 1960 to 
236,000 in 1984, and in 1992 was only 140,000. In addition, these employment 
drops have been concentrated in the northeast, where electoral votes have 
dropped concurrently as the population has migrated to the southern and west- 
ern United States. These two factors together mean that steel industry concerns 
are much less important in presidential campaigns. 

The changing local character of steel sector production has been important 
at the congressional level as well. As many of the integrated mills have been 
closed, fewer and fewer congressional districts have a large number of steel- 
workers dominating the economic life of a region. This translates into fewer 
members of Congress who will likely fight aggressively for import restraints. 
The concurrent rise in minimills has meant that more and more smaller steel 
firms are geographically dispersed. This may mean that more congressional 
districts have an active steel industry presence, but the political importance of 
a three-hundred-worker minimill and a two-thousand-worker integrated works 
are hardly comparable. In addition, the small entry and exit costs of a minimill 
mean that if a firm closes it is much more likely to resume operation than if a 
large integrated plant is idled. 

2.5.3 Trade Remedy Laws: The Future of Steel Protection 

Integrated firms may become even more aggressive in pursuing antidumping 
and countervailing duty orders than in the past, especially if foreign govern- 
ments continue to artificially support their industries, making a successful AD 
or CVD petition likely. 

However, if the integrated industry pursues these petitions to final decisions, 
as in 1993, this will be a sign of political weakness, not of strength. The nature 
of the trade remedy laws means that even politically weak industries have full 
legal access to the process. Pursuit of final unfair trade duties thus will mean 
that integrated firms will be relying on the quasi-judicial and nonpolitical part 
of the U.S. trade policy apparatus rather than using their clout to obtain special 
import regimes. 

The industry also may devote considerable resources to changing the techni- 
cal details of unfair trade remedies. Examples in the 1990s have included lob- 
bying for retaining the principle of “cumulation” in material injury decisions, 
changing the rules on captive imports, and continuing to press for an outright 
ban on all subsidies to foreign steel firms. 
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Even if the integrated firms are more successful in the future at obtaining 
unfair trade remedies, they still will face intense competition from domestic 
minimills. This is likely to be true even in flat-rolled products, long a source 
of competitive strength for the integrated mills. Indeed, technological changes 
over the last five years in thin-slab casting and scrap-replacement iron sources 
will make minimills increasingly important in the high value-added sector as 
well. 

2.6 Conclusion 

The U.S. integrated steel sector has long been one of the most important and 
successful proponents of import protection. The industry’s success at obtaining 
special import quotas has been rivaled only by the textile and apparel industry. 

Despite past successes, fundamental and profound changes in the technol- 
ogy and market structure of the industry point to a diminished steel sector 
political influence. Most important, the spectacular growth of minimills has 
created a much more fragmented steel industry. The industry has become and 
will likely continue to be less geographically concentrated, with fewer workers 
and more firms. All of these factors work to create more competition within 
the domestic market. This in turn makes effective coalition building more com- 
plicated and lobbying efforts less cohesive. In short, the days of the integrated 
firms’ ability to wrest special import regimes from reluctant presidents may 
be over. 

Ironically, the weakened political strength of the industry has been accompa- 
nied by a substantial improvement in the international competitiveness of the 
U.S. steel industry. Not only have minimills arisen as efficient producers of 
many steel products, but integrated firms themselves have undertaken substan- 
tial modernization and restructuring efforts. Labor as well has done its part by 
agreeing to a number of painful concessions to improve productivity. Finally, 
the industry has been further helped by the lower value of the dollar during the 
late 1980s and early 1990s. 

Though the era of comprehensive steel import quotas may be over, a politi- 
cally weakened, but still politically significant, industry will continue to press 
its case for protection. Unlike earlier efforts, the industry will likely pursue 
antidumping and countervailing duty petitions to final conclusions rather than 
using them as political leverage for quotas. 

In short, the decade of the 1980s was pivotal for the U S .  steel industry. The 
industry began the decade as a barely functioning oligopoly, at the height of 
its political, if not economic, influence. The restructuring of the decade has 
yielded a much more competitive industry. This reborn industry, stripped of 
much of its oligopolistic price discipline and political cohesion, in the future 
will rely on the normal trade remedy apparatus. 
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Chronology of Steel Trade Events 

1969 

1977 

January 1982 

October 1982 

January 1984 

July 1984 

September 1984 

November 1988 
July 1989 

April 1992 

June 1992 

July 1993 

Negotiation of VRAs with the EC and Japan (scheduled to 
last until 1974) 
Inauguration of Trigger Price Mechanism for all steel 
imports 
Dozens of antidumping and countervailing duty petitions 
filed against EC countries 
Negotiation of VRA with the EC (scheduled to last through 
December 1985) 
Escape clause petition filed by Bethlehem Steel and 
United Steelworkers 
ITC rules affirmatively in the escape clause petition in five 
out of nine product categories (affirmative: sheet and strip, 
plate, structural shapes, wire and wire products, and semi- 
finished steel; negative: pipe and tube, bar, rod, and rails) 
Negotiation of VRAs on all nine steel products in escape 
clause petition; market share for participating nations 18.4 
percent (set to end in September 1989) 
Candidate Bush promises to continue VRA 
President Bush announces Steel Liberalization Program: 
(a) 2.5 year VRA extension, (b) 1 percent annual increase 
for countries willing to stop unfair practices (up to 20.9 per- 
cent by March 1992), (c) Multilateral Steel Negotiations 
(MSA) begun to remove “trade-distorting’’ steel practices 
Termination of VRA; breakdown of MSA over allowable 
(“green light”) subsidies 
Antidumping and countervailing petitions filed against flat- 
rolled products 
ITC rules affirmatively on only a subset of steel industry pe- 
titions 
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3 Making Sense of the 1981 
Automobile VER: Economics, 
Politics, and the Political 
Economy of Protection 
Douglas R. Nelson 

The U.S. automobile industry is highly concentrated (three firms account for 
the great bulk of automobile manufacturing in the United States), employs a 
large number of people (over 300,000 in 1978), and has major production facil- 
ities in many states (major assembly plants in twelve states and suppliers in 
virtually every state). The work force is highly organized and represented by a 
politically active union (the United Auto Workers [UAW]), and each of the 
majors maintains an individual lobbying presence in Washington as well as a 
collective presence via the Motor Vehicle Manufacturers’ Association 
(MVMA). When one adds the intangible effect of the strong attachment 
Americans have to the automobile and the perception of its place in modern 
American economic development, it is clear that this industry meets virtually 
everyone’s conditions for effective political power. In the late 1970s, faced with 
slumping sales and profits, rising labor costs, and increased import competi- 
tion, the industry actively pursued, and ultimately received, protection from 
Japanese import competition in the form of a voluntary export restraint (VER). 
At this level of detail, the story seems to be easily rationalized by the simplest 
form of short-run, profit-seeking political economy (e.g., Chicago school or 
instrumentalist Marxist). A more detailed study, however, suggests that the re- 
ality is considerably more complex. 

Simple political-economy models assume that 

1. agents (e.g., firms, factor owners, consumers) are rational in the sense that 
they know how the world works and pursue their self-interests by allocating 
resources between economic and political activities so as to maximize 
their wealth:’ 

Douglas R. Nelson is associate professor of economics at Tulane University. 
I .  More sophisticated theoretical models emphasize maximization of u*e(fare. However, since 

this is not a particularly operational concept, we follow the general strategy of emphasizing wealth 
as the goal of economic and political-economic activity. 
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2 .  the political-economic environment is simple and transparent, in particu- 
lar. that 

the economic environment is simple, nonstochastic, and understood by 
all participants and analysts, 
“Money talks” is a satisfactory general model of the political process, 
which is generally taken to be nonstochastic, 
political structure, both with respect to particular decisions and the gen- 
eral environment of the decision, is of second-order analytical impor- 
tance compared with the balance of political pressure. 

3. points 1 and 2 imply a simple methodological rule: economic outcomes are 
informative with respect to the political intentions of agents. Thus, identify 
the gainers and assert that their political action caused the policy.2 

Point 1 seems unproblematic, and probably unavoidable in any systematic 
study of political or economic action. However, it is hard to make the politics 
of the auto VER fit easily within the analytical confines of point 2, with the 
implication that the methodological program following point 2 is seriously un- 
dermined. This paper briefly argues that the automobile industry (or at least 
most of it) successfully pursued a protectionist trade policy agenda, and that 
the immediate economic return on that agenda was small and known to be 
small, but that the political (and longer-run economic) return was potentially 
large, though risky. Furthermore, we will conclude by arguing that the industry 
failed in this larger political strategy. 

3.1 Getting Protection 

The exceptionally powerful position of the U.S. automobile industry in the 
U.S. political-economic structure does not imply that the industry can achieve 
any conceivable goal, or even that it can achieve a very modest goal with cer- 
tainty. In addition to the (usually weak) direct resistance from those interests 
directly harmed by government intervention on behalf of a particular industry, 
political structure, political norms, and, at least in the case of trade policy, 
the international commitments of the executive branch all put constraints on 
particularistic  outcome^.^ In addition, the complex relationships between is- 
sues and between branches (and subbranches) of government render certainty 
with respect to significant outcomes virtually impossible. As a result, the polit- 
ical strategies, even of the very powerful, reflect these constraints in both the 
choice of goals to pursue and in the allocation of resources across venues and 
over time. Both the power of the auto industry and the constraints imposed by 

2. Stigler (1975) suggests that we “look, as precisely and carefully as we can, at who gains and 
who loses, and how much, when we seek to explain a regulatory policy” so that “the truly intended 
effects can be deduced from the actual effects.” 

3. This is, of course, why particularistic interests generally invest considerable effort in the 
attempt to dress up the plain fact of greed in the fancy language of national interest. 
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political and economic structures are well illustrated in the case of the 1981 
automobile VER with Japan. 

We begin with the institutional constraints. The first step in most protection 
seeking involves some form of administered protection, the most common 
form of which is one of the Title 7 mechanisms (i.e., antidumping and counter- 
vailing duty procedures). However, politically powerful industries often pursue 
a strategy in which the administered protection process is only the first step in 
a more involved political process. In these cases, the administrative mechanism 
of choice is often the escape clause mechanism and in the auto case Ford and 
the UAW filed an escape clause suit with the International Trade Commission 
(ITC) in June 1980.4 In addition to whatever direct pressure the industry might 
bring to bear on the executive, an essential part of the high-track political strat- 
egy is mobilization of congressional support. Thus, even before filing the es- 
cape clause suit, the industry actively promoted congressional hearings on auto 
industry trade, which the Subcommittee on Trade of the House Committee on 
Ways and Means commenced in March 1980. In fact, the ITC, on a three-to- 
two vote, determined that foreign vehicles were “not being imported into the 
United States in such increased quantities as to be a substantial cause of serious 
injury, or the threat thereof, to the domestic industries producing articles like 
or directly competitive with the imported articles” (USITC 1980). 

While surprising to many, the ITC’s negative injury determination was not 
the end of protection seeking on the political track, rather the emphasis shifted 
to an even greater focus on the executive via direct lobbying, and indirect pres- 
sure through public opinion and Congress. The very visible and public diffi- 
culties of the auto industry combined with a growing bilateral trade deficit in 
U.S.-Japan trade created fertile ground for public claims of unfair trading prac- 
tices in autos. Trade policy was beginning to emerge as an attractive issue for 
political entrepreneurs after a hiatus of half a century, and two of the first entre- 
preneurs to recognize its potential were Senators John Danforth and Lloyd 
Bentsen, who introduced legislation to quantitatively restrict auto imports in 
February 1981. Probably the most significant political change in the period 
following the filing, and ultimate failure, of the escape clause petition was 
Ronald Reagan’s defeat of Jimmy Carter in the 1980 presidential election. Un- 
like the Carter administration, the new Reagan administration lacked a strong 
commitment to trade liberalization as an issue and proved to be considerably 
more willing to consider trade protection as a policy response to an industry’s 

4. This refers to Section 201 of the Trade Act of 1974, which permits the U.S. government, 
under Article 19 of the General Agreement on Tariffs and Trade (GATT), to provide protection to 
producers that are “seriously injured” or “threatened with serious injury’’ by increased imports. 
If the U.S. International Trade Commission (ITC) determines that such injury has occurred, it 
recommends an action to the president, who then must decide whether to accept the ITC’s recom- 
mendation, take some other action, or do nothing. Finger, Hall, and Nelson (1982) argue that the 
escape clause mechanism has functioned as part of a political track to protection, while the Title 
7 mechanisms constitute a technical track. Nelson (1989) presents a detailed analysis of the politi- 
cal track for the case of the auto industry. 
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problems than had the Carter admini~tration.~ Faced with both domestic (e.g., 
tax reform) and international (e.g., anticommunism and national security) is- 
sues that it considered more pressing, the Reagan administration chose to cede 
dominance on the trade issue to Congress. Thus the Reagan administration 
chose to respond to industry and congressional pressure on the auto issue by 
negotiating a voluntary export restraint with Japan. 

Interestingly, the administration’s rhetorical commitment to free markets did 
produce some difficulties in its negotiations with Japan over the VER. Specifi- 
cally, the administration refused to be seen as publicly demanding such restric- 
tion and, in particular, as naming a particular level of restraint. Ultimately, 
however, following a “nonauto-related” trip to Japan by U.S. Trade Represen- 
tative Brock in March 198 1, the Japanese government announced that it would 
voluntarily restrict exports of automobiles to the United States to 1.68 million 
units (a reduction of 7.7 percent on the previous period) for the first year of a 
three-year agreement, with some unspecified growth in the next two years. In 
the event, given the continued poor performance of the U.S. industry, the Japa- 
nese government retained the limit through all three years. 

The story to this point is fully consistent with the simple political-economy 
model sketched in the introduction: a well-organized, politically powerful in- 
dustry identified a politically feasible goal, pursued it effectively, and was suc- 
cessful. So far, so good. Unfortunately, when we look at the payoff, the litmus 
test for the Chicago school model, the account begins to break down. 

3.2 The Economic Effects of Automobile Protection 

The standard approach to evaluating the welfare effects of the VER involves 
a straightforward extension of the textbook partial equilibrium analysis of tri- 
angles and rectangles. The basic strategy takes observed price and quantity 
data as equilibrium values and explicit assumptions on functional forms and 
estimates of elasticities of demand and supply. Under a variety of assumptions 
on elasticities and cross-elasticities, as well as the initial state of demand, these 
studies yield estimates of consumer costs from $1 to nearly $6 billion, con- 
sumer costs per job saved ranging from $95,000 to $220,000, and increases in 
domestic profit and rent transfers to Japanese firms both on the order of $2 
billion.h As a result of the continuing recession, the estimates for the years 
immediately following the imposition of the VRA are consistently lower than 
those for later years. 

The research that generates such estimates is essentially static in nature; it 

5.  Trade proves to be an interesting litmus test of an administration’s orientation, whether pro- 
market or probusiness. Where the Carter administration showed a strong promarket orientation in 
trade as well as regulation, at least on trade the Reagan administration was clearly more pro- 
business. 

6 .  See Case M-22 (Automobiles) in Hufbauer, Berliner, and Elliott (1986) for a convenient 
survey of the input data that have appeared in the literature. 
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does not address the more difficult question of the effect of protection on the 
long-term competitiveness of the U.S. auto industry. One of the problems in 
carrying out such an analysis is, of course, determining the time horizon over 
which to make the relevant evaluations. For example, even the static direct 
effects of protection vary fairly considerably over time, primarily as a function 
of general macroeconomic conditions. We can, however, informally consider 
trends in three essential correlates of competitiveness: wages and labor produc- 
tivity, investment, and quality. With respect to wages, the industry experienced 
a short term gain in the immediate aftermath of the VER by extracting substan- 
tial wage concessions from the UAW. With the protection in place, and the 
recovery of profits following the improvement in general macroeconomic con- 
ditions, the UAW was able to negotiate quite generous wage increases in the 
1984 agreements with Ford and General Motors. Given our previous conclu- 
sion that the jump in profits primarily reflects increased rent extraction from 
U.S. consumers, this suggests that the postwar pattern of rent sharing between 
labor and capital in the auto industry continued more or less unchanged. Thus 
it would be difficult to conclude that the industry gained much in terms of its 
relations with labor from either import competition or the subsequent pro- 
tection. 

To a considerable extent the senescent industry argument for protection re- 
lies on the protected industry using the period of protection to make fundamen- 
tal adjustments in the organization of production to improve its competitive- 
ness. It is certainly the case that all three U.S. majors have attempted to make 
both physical and organizational changes in response to competition from Jap- 
anese firms. The industry did undertake considerable new capital spending in 
the immediate post-VER period and again in the early 1990s and it is likely 
that these changes have improved its competitiveness, though some of the in- 
vestment in robots and other new technologies has proven disappointing. The 
final dimension related to long-run competitiveness is quality, and the percep- 
tion thereof. At least as important as the industry’s product-mix problems were 
the deterioration in quality and the widespread perception of the U.S. majors 
as suppliers of high-priced, low-quality automobiles. Here the record is mixed. 
By the 1990s the perception of quality seems to have improved. However, an 
analysis of Consumer Reports data on frequency of repair suggests consider- 
able improvement in quality by Chrysler in the late 1980s and early 1990s, 
while Ford and GM show no clear trend. While there has been some deteriora- 
tion of overall Japanese quality, the most striking fact revealed by this analysis 
is the continuing gap in quality between U.S. and Japanese producers of auto- 
mobiles. 

Overall, there is no question but that the VER resulted in a substantial in- 
crease in industry profits once the U.S. economy recovered from recession and 
auto demand increased. However, it would also appear to be clear that those 
profits primarily reflect increased rent extraction from U.S. consumers. Most 
important, Ford and possibly Chrysler appear to have made substantial adjust- 
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Table 3.1 Summary Table for Political Economic Analysis 

Time Horizon 

Short Medium Long 

~ - UAW + 
Ford 0 + 01 - 
Chrysler 0 + 01 - 
GM 0 + 01 - 
Japanese 0 + + 
Consumers 0 + - 

ments over the period of the mid- and late- 1980s that have increased their com- 
petitiveness vis-a-vis their Japanese competitors. It seems reasonable to con- 
clude that the U.S. industry is somewhat smaller, somewhat more flexible, and 
somewhat more efficient. One must, however, be careful in evaluating the rela- 
tionship between international competition, protection, and this improved 
competitiveness. With or without trade protection these firms would have made 
the adjustments in output mix, production facilities, and organization of pro- 
duction. It is Japanese competition, not U.S. protection, that accounts for the 
improvements in performance by the major U.S. auto producers. The Chrysler 
experience is particularly informative when compared to the VER. In the for- 
mer case, the publicness of the transfer and the emphasis on the responsibility 
of the Chrysler Corporation and the UAW for the problems of the firm and the 
solution to those problems created strong incentives to improve performance. 
With the VER, the implication that the problem was (probably unfair) competi- 
tion from abroad created poor incentives to improve performance. Where the 
Chrysler loan was repaid ahead of schedule, the VER, originally intended as a 
three-year measure, dragged on for nearly a decade. 

Table 3.1 provides a very rough summary of this discussion. The participants 
are entered in the table roughly in order of their degree of support for trade 
activism with respect to Japanese auto producers (i.e., both support for the 
VER and domestic content legislation): the UAW and Ford were the most ac- 
tive supporters, with Chrysler holding back during the early period because of 
the loan guarantee and the Carter administration’s opposition to auto protec- 
tion; GM opposed protection, but not very actively; and the Japanese produc- 
ers, and the dealers, opposed protection strongly. Although the consumer inter- 
est was not well represented (except perhaps by the dealers), they are included 
in the table to remind us that they are the source of most of the gains realized 
by the other participants. Because the restraint was not binding in the immedi- 
ate post-VER period, only the UAW experienced any effect. As a result of the 
general economic conditions, the UAW made significant concessions during 
this period. The other agents in the auto industry experienced essentially no 
gains as a result of the VER. In the medium term, as the economy recovered 



41 Political Economy of Automobiles 

and the VER became binding on Japanese firms, all of the active agents gained, 
while the inactive consumers lost. The evaluation of the long run depends on 
two factors: how one evaluates the use that was made by the U S .  firms of the 
period during which the VER was binding, and how one evaluates the effect 
of increased Japanese investment in the United States. We have argued above 
that the former effect appears to be small positive to zero, while the latter 
effect is primarily negative. The entries in the last two cells in the third column 
primarily reflect the effect of a more competitive domestic market. 

3.3 Conclusion: So Why Did They Do It? 

The U.S. automobile industry sought and received protection from Japanese 
competition that was not binding in the short run (for reasons that were widely 
understood at the time) and whose long-run economic effects were, at best, 
uncertain.’ The investment of substantial political resources in seeking fairly 
modest economic gains at a time when there were a variety of more immedi- 
ately productive government actions that could be sought (e.g., regulatory re- 
lief, direct subsidies, relaxation of antitrust enforcement) strongly suggests that 
something other than simple rent seeking was going on. Specifically, Nelson 
(1996) argues that the automobile industry was seeking to reestablish a stable, 
(imperfectly) competitive regime in the U S .  market by using state power to 
discipline Japanese competitors. That is, in a reversal of the logic applied in 
much of the economic theory of regulation which sees economic agents seek- 
ing economic goals in the political system, the auto industry was seeking a 
political goal whose object was the economy. 

If we refer to the complex set of arrangements that regulate the relations 
among the various agents that make up the U.S. auto industry as a “sectoral 
regime,” the main institutional members of the regime were the three major 
producers, the UAW, and the various supplier firms. Local, state, and federal 
governments are all heavily involved with the regime as well. While it would 
be wrong to see the auto regime as static, or unconflictual, the basic details of 
the regime were in place not long after the Second World War. The major attri- 
butes of this regime were a stable oligopoly, with GM acting as a price leader, 
and rent sharing between the firms, the UAW, and, to a lesser extent, the sup- 
plier firms. The main source of conflict in the regime was primarily over the 
distribution of the oligopolistic rents. However, as long as the regime remained 
fairly stable, such conflicts were relatively minor and well institutionalized. 
For a variety of reasons, the surging Japanese imports in the mid- and late- 
1970s could not be managed by the industry (as European imports in the late 
1950s and early 1960s had been) and threatened the foundations of the regime. 
In response, the US. industry sought protection not primarily for short-run 

7. The uncertainty of the long-run effects derived primarily from the effects on investment in the 
United States by the Japanese majors and questions about the long-run sustainability of protection. 



42 Douglas R. Nelson 

rent-seeking reasons but as part of an attempt to reconstitute the auto regime 
on more or less the same terms as had existed prior to the import shock. 

Ultimately, however, this political effort to recreate a particular economic 
order failed. One of the striking things about the auto story is that, while the 
auto industry got more or less what it wanted from the state, it was the U.S. 
industry, not the Japanese industry, that did the adjusting. Competition in the 
auto industry is now global competition. Given international sourcing strate- 
gies, multinational investment, joint ventures, and captive imports, even the 
meaning of a “national” industry has become unclear. The U S .  auto industry’s 
attempt to resist this reality ultimately failed.8 That is, the protection may have 
delayed the adjustment by a matter of five or six years, at considerable cost to 
the consumer, but the result is a global auto regime. The continued viability of 
GM, Ford, and Chrysler depends on their ability to adjust to this new reality 
and to participate in the creation of a political-economic regime that does not 
rely on the policy actions of a single national government, even one as power- 
ful as the United  state^.^ 

References 

Finger, J. M., H. K. Hall, and D. R. Nelson. 1982. The political-economy of adminis- 
tered protection. American Economic Review 72, no. 3:452-66. 

Hufbauer, G. C., D. Berliner, and K. Elliott. 1986. Tradeprotection in the United States. 
Washington, D.C.: Institute for International Economics. 

Nelson, D. R. 1989. On the high track to protection: The U.S. automobile industry, 
1979-1981. In Pac$c dynamics, ed. S .  Haggard and C. Moon, 97-128. Boulder, 
Colo.: Westview Press. 

. 1996. The political economy of U.S. automobile protection. In The political 
economy of American trade policy, ed. A. 0. Krueger. Chicago: University of Chi- 
cago Press, forthcoming. 

Stigler, G. 1975. Supplementary note on economic theories of regulation. In The citizen 
and the state: Essays on regulation, 137-41. Chicago: University of Chicago Press. 

United States International Trade Commission (USITC). 1980. Certain motor vehicles 
and certain chassis and bodies therefor: Report to the president on investigation TA- 
201-44 under Section 201 of the Trade Act of 1974. USITC Publication no. 11 10. 
Washington, D.C.: GPO. 

8. The attempts by the European industry and by Canadian labor to avoid this logic seem in- 
creasingly desperate, though both continue to fight the valiant fight. 

9. Note that I am not arguing that government intervention has no effect. Quite to the contrary. 
We have seen in this paper that the effects can be considerable. The point is that in the context of 
large changes in a complex industrial regime, it is virtually impossible to predict consequences 
even if control of such a regime were possible. 



4 Import Protection for U.S. 
Textiles and Apparel: Viewed 
from the Domestic Perspective 
J. Michael Finger and Ann Harrison 

In the post-World War I1 era, the U.S. textile and apparel industries achieved 
a degree of protection that was unparalleled in the rest of the manufacturing 
sector. Although textiles and apparel together employ less than 2 percent of the 
total labor force, they account for over 80 percent of the net cost of all import 
restrictions in the United States (Hufbauer and Elliott 1994). This industry’s 
unusual success in attaining import protection is also evident from the fact that 
it was the only manufacturing sector to win a multilateral quota arrangement 
sanctioned by the General Agreement on Tariffs and Trade (GATT).’ 

Our focus in this paper is on the mechanics of domestic protection: on the 
laws that gave the executive branch the authority to restrict textile imports and 
on the executive branch’s implementation of that authority. We emphasize these 
dimensions for two reasons: (1) the more visible conflicts between nations over 
the international agreements to restrict textile and apparel trade have been ex- 
tensively and skillfully studied, and (2) overlooking the mechanics of how pro- 
tection was put in place leads one to overlook one of the most powerful actors 
in the story-the state itself. In determining the scope and magnitude of pro- 
tection to U.S. textile and garment interests, the U.S. government was more 
than a neutral intermediary. It was one of the most influential players in the 
game. 

4.1 Winning Protection: The Early Years 

During the 1950s, imports of cotton textiles increased rapidly, and by the 
end of the decade imports accounted for over one-third of the U.S. market in 
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I .  In 1955, the U.S. government negotiated a GATT waiver for U.S. agricultural protection. 
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several important product categories. These import surges prompted inflam- 
matory stitements against Japanese exports and an occasional congressional 
bill to impose quotas or other limits. 

There was little chance that such bills would gain approval. The lessons of 
the Smoot-Hawley tariff were fresh in mind, and Congress was reluctant to 
take direct action to limit imports. There was even less chance that a protec- 
tionist bill could avoid a presidential veto. While Congress perceived trade 
policy as a means of helping local industry, the executive branch of the U.S. 
government saw trade policy as an important instrument of foreign policy. 

Influenced by Wilsonian ideals of the international rule of law and the popu- 
list idea that trading made good neighbors, the executive’s approach to trade 
policy was conditioned by two decades of progress. The executive branch had 
been in an almost continuous negotiation with its trading partners over trade 
restrictions. Not just principle but conditioned reflex pushed the executive 
away from unilateral action on trade restrictions. 

Although such direct routes to more protection appeared to be unrealistic in 
the post-World War I1 climate, Congress had also created several “administra- 
tive” routes to protection. These more indirect avenues for protection gave the 
president authority to restrict imports under specific circumstances, but left 
him with the discretionary authority not to do  SO.^ These more indirect avenues 
allowed congressional representatives who faced demands for import protec- 
tion to direct constituents to the appropriate administrative mechani~m.~ 

4.1.1 The Textile Industry’s Strategy 

The effort to gain protection was led by textile interests, who were more 
affected by import competition. than the apparel industry. Manufacturers of 
cotton textiles, who were most affected by imports, played a particularly im- 
portant role. The industry’s strategy was the obvious one: to maintain pressure 
on all political fronts for direct protective measures and at the same time to 
use all available administrative remedies. On the political front, the industry 
was active at public hearings concerning the U.S. government’s intentions to 
negotiate tariff reductions under the Reciprocal Trade Agreements Act. 

The industry quickly learned that the executive was reluctant to limit im- 
ports. In 1955, 1959, and again in 1961, the American Textile Manufacturers 

2. Even the Smoot-Hawley tariff provided for such administrative adjustment of tariffs. In a 
“Section 336” (of the Smoot-Hawley Act) the US. Tariff Commission would conduct an investiga- 
tion to determine the cost of producing a product in the United States and in exporting countries. 
Based on that information, the Tariff Commission would then recommend to the president the rate 
change that would “equalize competition,” i.e., a tariff rate that would make the foreign cost plus 
the tariff equal to the domestic cost. Scction 336 allowed for tariff reductions as well as for in- 
creases. Over the twelve-year life of the section (1930-1941) most petitions for investigations 
were rejected (256 of 357). In almost half of the times the commission conducted an investigation, 
it recommended no change of the tariff. Of 101 investigations, 29 led to tariff increases, 25 to re- 
ductions. 

3. All eighty-one requests by Congress for a Section 336 investigation were honored by the 
Tariff Commission. 
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Institute (ATMI) petitioned the secretary of agriculture for broader import quo- 
tas under Section 22 of the Agricultural Adjustment Act.4 The Eisenhower ad- 
ministration exploited the fact that there were no deadlines for a Section 22 
investigation and left the 1955 petition tied up in the secretary of agriculture’s 
preliminary investigation. The 1959 and 1961 petitions were thwarted in a dif- 
ferent way: the executive (the Eisenhower administration in 1959, the Kennedy 
administration in 1961) exploited its authority to draft the terms of reference 
for a Section 22 investigation, and focused the investigations on the impact of 
imports on the U.S. government’s agricultural export programs rather than on 
its domestic price or income support programs. Likewise, when the American 
Textile Manufacturers Institute asked for quotas on imports of cotton, synthetic 
fiber, silk, and wool products under the national security provisions of the 
Trade Agreements Act, the executive took advantage of the absence of a time 
limit on such investigations and never announced a decision. A 1956 petition 
for “escape clause” relief came to a similar end, and it became evident that the 
executive would take advantage of whatever loopholes were available to pre- 
vent the trade remedy mechanisms from interfering with a U S .  foreign policy 
that scorned restrictions on imports. 

4.1.2 The Opportunity That Paid Off 

By the fall of 1961, the Trade Expansion Act (TEA) had become an im- 
portant part of President John F. Kennedy’s agenda. To President Kennedy and 
his allies in the government, commercial diplomacy was first of all a tool of 
foreign policy. Through a new round of GATT negotiations the president could 
build a relationship with the increasingly successful European Common Mar- 
ket, and thereby renew the strategic alliance between the United States and 
Western Europe. Though the economics of the argument remained vague, the 
TEA also became the president’s response to pressures for action on the contin- 
uing US. trade deficit and the gold drain. In addition, the Kennedy administra- 
tion argued that the act would stimulate the domestic economy: it became 
something of a panacea for present problems and future circumstances, foreign 
and domestic. 

Yet Kennedy needed support from a powerful southern delegation in Con- 
gress to pass the TEA. Textile protection was an issue on which the southern 
delegation was unified. The textile and apparel industries were by far the 
largest providers of manufacturing jobs in the South, accounting for over half 
of total manufacturing employment in several states. During his 1960 cam- 
paign, Kennedy pledged to make the cotton textile import problem a top prior- 

4. Section 22, added to the Agricultural Adjustment Act on August 24, 1935, authorized the 
president to impose import fees or quotas to restrict imports of agricultural commodities or the 
products thereof if those imports render or tend to render ineffective or materially interfere with 
U.S. agricultural programs. The section, by design, was similar in scope and purpose to Section 
3(e) of the National Industrial Recovery Act (NIRA), which authorized the president to limit im- 
ports that interfered with an approved NIRA industry recovery program. 



46 J. Michael Finger and Ann Harrison 

ity of his administration. Based on this pledge, the southern delegation bartered 
their support for the TEA against protection for the textile and apparel industry. 
To win their support for the bill, President Kennedy offered a seven-point pro- 
gram for textile and apparel protection. As a key element of this program, the 
State Department was directed to convene a conference of textile importing 
and exporting countries to develop an international agreement governing tex- 
tile trade. 

U.S. participation in such negotiations would proceed under the authority 
granted to the president under Section 204 of the Agriculture Act of 1956. 
Section 204 authorized the president to negotiate with foreign governments to 
limit the export to the United States of agricultural or textile products, and to 
carry out such an agreement by limiting the entry of such products into the 
United States. Before the TEA came to a vote, the southern congressional dele- 
gation had pushed through an amendment to Section 204 that would give the 
president power, once agreement with some countries was in place, to restrict 
imports from countries nor party to the agreement. 

By March 1962, Kennedy had implemented or made commitments that 
would soon implement all seven points of his proposed program to help the 
industry. The Long Term Arrangement on Cotton Textiles, which provided for 
protection from imports that caused or threatened market disruption, was 
signed in February 1962. In April 1962, acting under Section 204 authority, 
Kennedy embargoed eight categories of cotton textile imports from Japan.5 
When the TEA came up for a vote in June 1962, an overwhelming majority of 
southerners in both the House and the Senate voted for the bill. 

4.2 The Origins and Implementation of the Multi-Fibre 
Arrangement (MFA) 

Richard Nixon, running for the presidency in 1968, had learned from Ken- 
nedy’s experience about the power of the textile industry. He pledged in his 
campaign to negotiate an international agreement that would include wool and 
man-made fiber products. After the elections, the Nixon administration used 
Section 204 to expand the Long Term Arrangement. Section 204, as amended 
in 1962, provided a powerful weapon to force foreign countries to negotiate 
limits on their exports to the United States. It put the U.S. government in a 
position, once agreement had been reached with some countries, to threaten 
unilateral action against any country reluctant to come to terms. Section 204 
also made it difficult for exporting countries to unify to strengthen their negoti- 
ating position. After concluding agreements with Hong Kong, South Korea, 

5. The industry in turn kept its part of the bargain. With these restrictions in place, the National 
Cotton Council and the American Textile Manufacturers Institute supported the TEA. Two-thirds 
of Congressman Carl Vinson’s Textiles Conference Group voted for the bill and against critical 
amendments restricting the president’s negotiating authority. Eighty-two of 105 House southern 
Democrats voted for the TEA; in the Senate, 19 of 20 southerners. 
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and Taiwan, the Nixon administration was in a position to take unilateral action 
against other exporters, and exporting-country opposition was chipped away.h 
The new agreement, known as the Multi-Fibre Arrangement (MFA), replaced 
the Long Term Arrangement and extended protection to include both wool 
and synthetics.’ 

The main operative provision of the Multi-Fibre Arrangement, carried over 
from the Long Term Arrangement, was Article 3. Article 3 provided that when- 
ever imports of a particular product caused or threatened market disruption, 
the importing country could request the exporting country to restrict its ex- 
ports. While the Arrangement specified that the request for restraint be accom- 
panied by a “detailed factual statement of the reasons for the request,” it im- 
plicitly left to the importing country the authority to determine when 
“disruption” was present or threatened. Other provisions identified the kinds 
of restrictions sanctioned under GATT, such as restrictions on products, growth 
in quotas, and other details. 

4.2.1 How Protection Is Administered 

Under the MFA, U.S. textile import restraints are administered by the Com- 
mittee for Implementation of the Textile Agreements (CITA). When the textile 
industry believes that market disruption is occurring in a particular product 
category, the industry (usually through its association, the American Textile 
Manufacturers Institute makes the facts known to CITA. CITA usually meets 
at the level of deputy assistant secretary (senior civil service), with the Com- 
merce Department representative chairing. CITA then develops its own “dis- 
ruption statement,” on which the industry often comments. Those comments 
often include the provision of more up-to-date data on the state of the domestic 
industry, such as data on output, prices, or employment. 

If CITA concludes that market disruption is occurring, it issues a “call,” a 
notification to the exporting country that its exports of a particular product are 
causing market disruption. Following the notification, a preliminary quota is 
imposed. Under MFA guidelines, the U.S. government then enters into negoti- 
ations with the exporting country to agree on a final quota level. 

In the end, industry officials insist, there is a loose relation between the 
disruption statement and the quota level that is set. While the Commerce De- 
partment administrators are usually sympathetic to the industry’s position, 
quota levels must win the approval of CITA, which includes two “general inter- 
est” departments, State and Treasury. Industry officials insist that even the ini- 
tial quota is often larger than the limit actually needed to stop market disrup- 
tion, and that the final level is often more than twice the level of the initial 
quota. During the first ten months of 1984, when imports surged as the dollar 

6. Brandis (1982, 43). 
7. Richard Nixon, running for the presidency in 1968 against Hubert Humphrey, had learned 

from the 1960 lesson of the power of the textile industry He thus pledged in his campaign to 
negotiate an international agreement that would include wool and man-made fiber products. 
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appreciated, the ATMI testified that only one-third of the imports of uncon- 
trolled products that were causing market disruption and were eligible for a 
call under the MFA had in fact been called. 

Evidence from the 1980s confirms that the protection received by the indus- 
try is porous. Despite the fact that coverage of the MFA expanded significantly 
during this period, quota utilization rates were, on average, considerably below 
100 percent. Quota allocations, which grew at slightly below 6 percent annu- 
ally in real terms, grew at an even faster pace for some of the major exporters, 
such as China. 

Econometric analysis of the pattern of quota allocation in the United States 
during the 1980s also shows that market disruption was only one of several 
factors which affected quota determination. Empirical proxies for market dis- 
ruption (e.g., import penetration, loss of employment) were significant deter- 
minants of which products were under quota, but other factors were important 
as well. In particular, the faster-growing and richer, industrializing countries 
were more likely to have quota restraints imposed on their exports, while im- 
portant markets for U.S. exports were less likely to face quota protection. 

4.2.2 Impact of Protection 

The degree of protection won by the textile and apparel industries was sub- 
stantial. Although textiles and apparel account for less than 2 percent of total 
employment in the U.S. economy, protecting them against import competition 
accounts for 83 percent of the net cost to the U.S. economy of all import re- 
strictions. Cline (1990) estimates that quotas as of 1986 provided the equiva- 
lent of a 28 percent tariff on textiles and a 53 percent tariff on apparel. Even 
so, imports have continued to capture an increasing share of the U.S. market. 
When the first international textile arrangement was concluded in the early 
1960s, imports accounted for only 5 percent of the U S .  market for textiles, 
and an even smaller percentage of the U.S. market for apparel. By 1992, textile 
imports had risen to 20 percent of the U.S. market, while apparel imports ac- 
counted for 35 percent. 

4.3 Why Protection, Why VERs? Bad Economics 

The U S .  textile and apparel industry’s case for protection emphasized the 
loss of jobs and output by U.S. workers and businesses. Resistance to this 
pressure came from the executive branch of the U.S. government. Although the 
executive could count on support from U.S. heavy industry and large U.S. 
banks when it sought authority to negotiate GATT for lower protection, U.S. 
business provided no direct opposition to textile industry petitions for protec- 
tion. The auto industry, for example, would support President Kennedy’s Trade 
Expansion Act, but it would not testify at an escape-clause or Section 22 inves- 
tigation that restrictions on textile exports would increase its costs and thereby 
endanger jobs in the auto industry. 
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The political power of southern textile interests, combined with a lack of 
opposition from other industries, meant that the executive branch was forced 
to make important concessions to the textile and apparel industries. These con- 
cessions were made in spite of the fact that the executive felt that foreign policy 
interests were best served by a policy of free trade. By the 1990s, however, the 
balance of power had shifted away from the textile and apparel interests. 

In 1994, the U.S. government signed the Uruguay Round Agreement, which 
provides that all textile and apparel quotas will be eliminated within ten years. 
Yet this loss by the industry does not reflect any realization by the U.S. voting 
public or even the U.S. government that protecting textile and apparel products 
came at a significant cost to U.S. consumers. Rather, it reflects two unrelated 
factors. First, changes in congressional rules and southern voting patterns di- 
minished the southern delegation’s influence. Second, from a mercantilist per- 
spective, support turned against U.S. textile and apparel producers. Textile ex- 
porting countries are now valued as markets for services and technology-based 
products, hence the textile and apparel industry’s mercantilist interests were 
traded for those of other U S .  producers. 

Why were voluntary export restraints (VERs) used instead of tariffs? Al- 
though a VER is a higher-cost form of protection than a tariff, it was an instru- 
ment that accommodated the various influences that came together to shape 
protection. Pressure for protection from the textile industry was, of course, one 
of these influences, but there were counterpressures as well. In the 1930s, after 
the Smoot-Hawley tariff was enacted and other countries had retaliated, gov- 
ernments were wary of triggering further retaliation. Negotiation with the ex- 
porting country was the usual response to domestic pressure for increased pro- 
tection. The success of the Reciprocal Trade Agreements program and the 
creation under U.S. leadership of GATT intensified the U.S. executive’s focus 
on negotiation as the way of establishing trade policy. Along with these 
changes came an increased reluctance to limit U.S. imports, even through ne- 
gotiations. Under pressure, however, the executive would turn to the VER. A 
negotiated VER minimized the “costs” of protection-it minimized harm to 
the foreign policy “relationship” that existed between the United States and 
the exporting country. 
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5 Do Precedent and Legal 
Argument Matter in the Lumber 
CVD Cases? 
Joseph P. Kalt 

5.1 Rational Political Economy and U.S.-Canadian Lumber Disputes 

Efforts by interested parties to secure trade protection are frequently carried 
out in the United States through the quasi-judicial regulatory framework of 
countervailing duty (CVD) law, as administered by the Department of Com- 
merce (DOC). Parties who participate in the department’s litigation process, 
however, often confess to perceptions that the process is a charade; the hearings 
and filings before the department’s International Trade Administration (ITA) 
and International Trade Commission (ITC) have no influence on the ultimate 
policy outcomes. Instead, it is averred, the policy outcomes are driven by inter- 
est group politics, leaving the litigatory apparatus to serve merely as beside- 
the-fact packaging for decisions made elsewhere and through different, 
“purely political” processes. 

This paper tries to get at the questions of whether and how the quasi-judicial 
regulatory process by which CVD law is administered affects the success or 
failure of parties petitioning for protection. The ongoing dispute between the 
United States and Canada over trade in lumber and logs serves as the context.’ 
The “timber trade war” centers on claims by U.S. milling interests that the 
Canadians provide publicly owned trees to loggers at subsidized prices, and 
that Canadian log export restraints subsidize the prices that Canadian sawmills 
pay for raw logs. 

This research focuses on the role that a particular legal institution-legal 

Joseph P. Kalt is the Ford Foundation Professor of International Political Economy at the John 
F. Kennedy School of Government at Harvard University and served as an economic consultant to 
the governments of Canada and British Columbia in the Lumber 111 trade dispute. 

The author has benefited greatly from access to the documentary record in the proceedings of 
the Canadian Lumber I11 trade dispute. Any errors or omissions are his, as are the preliminary 
views set forth. 

I .  See Kalt (1988). 

51 



52 Joseph P. Kalt 

precedent-plays in determining the successes and failures of the contending 
parties as they tussle over such matters as the applicability of CVD law. Legal 
precedent is treated as a costly barrier that litigants face when trying to exert 
political influence. Resources are expended by competing parties to defend or 
break down precedents in a stochastic process of “take your best shot (via legal 
argument) and hope you hit the bull’s-eye.’’ What arguments work and why? 

At some risk of caricature, economic theories of rational political economy 
are currently pulling scholars into two broad camps: Capture Theory (CT) and 
the New Institutionalism (NI). Under the former, it is argued that political out- 
comes can be explained by a combination of two primary economic factors: 
(1) the differential stakes that contending parties have in a particular law or 
regulation, that is, where the rents are; and (2) the differential costs of effective 
political organization that contending rent-seeking interest groups confront as 
a result of standard Olsonian forces of free riding2 Within this framework, 
regulatory outcomes and processes are “captured” by successful interest 
groups who wield the most effective political influence, where “influence” is 
usually measured either by votes delivered to politicians or votes plus cam- 
paign contributions delivered to politicians. 

The New Institutionalism does not deny that the two primary factors under- 
lying CT are indeed important (if not strictly “primary”), but adds a third fun- 
damental explanatory factor to efforts to understand political outcomes. This 
factor is the institutional context-laws, procedures, precedents, regulations, 
voting rules, and so on-that forms the playing field upon which contending 
rent seekers meet. NI lays claim to every bit as much economic rationality in 
the modeling of political actors as does CT, but argues that institutional struc- 
ture constitutes binding constraints, or at least conditioning costs, that limit the 
range of actors’ investments in political outcomes and hence play determina- 
tive roles in political  outcome^.^ 

As these theories play out in the investigation of a particular class of political 
action, such as decisions of the ITA regarding trade protection for U.S. lumber 
interests, they carry testably different implications. According to CT, institu- 
tions such as legal proceedings are “Stiglerian theater”; the real game is being 
played out behind the scenes of the hearing rooms by interest groups and 
support-maximizing  politician^.^ Legal rulings and such matters as precedent 
may be a language by which the game is explained or justified after the fact to 
appease the press and the public, but they are not determinative of outcomes. 
NI would hold, however, that such institutions as precedent, standards of evi- 
dence, and burdens of proof matter; agency decision makers and judges can’t 
simply ignore precedent, evidence, or procedure no matter how much political 

2. The classic statements here are from the Chicago School: Stigler (1971), Peltzman (1976), 

3. See, e.g., North (1990), Bates (1988). and the writings of the ‘‘rational political economists.” 
4. The nature of such support maximization is worked out for the case of no principal-agent 

Becker (1983). 

slack by, e.g., Peltzman (1976) and Becker (1983). 
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clout the beseeching interest group has. If a group does not have a good argu- 
ment by which to satisfy or overcome precedent, or meet its evidentiary bur- 
den, it runs a substantial risk of losing before the agencies and the courts. 
Within the New Institutionalism, precedents should be “stronger”-that is, 
harder for an opposing party to overcome, or easier for a supporting party to 
uphold-the longer and more frequently they have withstood previous chal- 
lenges and have been reaffirmed by appropriate authorities, and the more clear 
the underlying legislative intent andor directive is. 

Below I identify a set of stakes-bearing issues that have been adjudicated by 
the ITA in the latest round of the U.S.-Canada lumber dispute. These issues 
can be categorized according to whom-the U.S. petitioners or the Canadi- 
ans-has won each of them as of the ITA’s Final Determination, reached in 
May 1992. This creates a dichotomous winner-loser variable by which to 
gauge the outcome of the legal proceedings. For each of the arguments in the 
data set, I then code the stakes at issue in the argument for their magnitude 
(large or small), and dichotomously code the argument of the winning party 
for its consistency with precedent, its analytic or theoretical straightfor- 
wardness, the strength of the winner’s evidence, and the ease of exposition 
entailed by the winner’s argument. The pseudoregression Boolean techniques 
pioneered by Ragin (1987) are used to reduce the panel of dichotomous data 
to its parsimonious informational content in terms of necessary and sufficient 
conditions for an argument’s success before the ITA. The test then is whether 
a party’s success in making an argument can be systematically explained as a 
function of determinants of the seventy of the beseeching party’s precedential 
burden or other institutional aspects of the legal proceedings (per NI theory). 
That is, are particular institutional configurations (e.g., favorable precedent) 
part of the set of necessary andor sufficient conditions needed to make a spe- 
cific argument a winner? Or is success unrelated to apparent precedential bur- 
dens and the institutional context of the legal proceedings, being instead driven 
solely by parties’ stakes in the matter (per CT theory)? 

An illustration is helpful to explain the nature of the arguments in the lumber 
dispute. The U.S. lumber industry has long argued that the Canadian federal 
and provincial governments provide the rights to cut trees (“stumpage” rights) 
at below-market prices to Canadian loggers, and that this constitutes a counter- 
vailable subsidy to lumber production in Canada. Economists testifying on 
behalf of the Canadians (e.g., William Nordhaus of Yale University) and econ- 
omists researching the matter independently (e.g., Kalt 1 9885) have argued that 
the evidence and the theory indicate that to the extent Canadian stumpage may 
be below market, the consequence is merely an inframarginal transfer of Ricar- 
dian and Hotelling rents to loggers. The supply of logs and hence lumber is left 
unchanged. U.S. lumber producers therefore face no incremental competitive 

5 .  This research was undertaken and published prior to any engagement with any party to the 
lumber dispute. 
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pressure from Canadian lumber producers and are not harmed by Canadian 
stumpage policy. 

This argument has held little or no sway before the ITA or the ITC. Concepts 
of inframarginality and rent appear to be difficult to comprehend, and the argu- 
ment has been dismissed as irrelevant and obfuscating theorizing by university 
economists. Moreover, although they have offered considerable empirical evi- 
dence for their case, little or no precedent has supported the Canadians’ argu- 
ment for exempting “subsidies” that are inframarginal from the definition of 
the kinds of subsidies that CVD actions are designed to counteract. The stakes 
in the issue are very large, since exemption of inframarginal subsidies would 
put an end to the U.S. interests’ case for CVD action against Canadian stump- 
age policies. In fact, the U.S. interests have won the issue before the ITA as of 
the 1992 Final Determination. It appears that, in the absence of precedent on 
the Canadians’ side, their economic theorizing and empirical evidence are to 
no avail. 

This single case suggests that precedent matters. The Boolean analysis of 
this study will reject this suggestion, however, if other sample points (argu- 
ments) show the U.S. interests winning when the pattern for such variables as 
the strength of the Canadians’ evidence, the difficulty of exposition, and the 
size of stakes is the same as in the case of the inframarginal stumpage argu- 
ment, but precedent is on the Canadians’ side (i.e., unlike the inframarginal 
stumpage argument). That is, if the U.S. interests are observed winning argu- 
ments with large stakes, whether or not precedent is on their side (and holding 
other explanatory factors constant across arguments), it cannot be concluded 
that precedent matters in the NI sense. 

5.2 Lumber I, 11,111: History and Issues 

Over the past dozen years, Canadian softwood lumber imports have 
prompted three separate CVD inquiries. The first round of the timber trade 
war-Lumber I-was launched in 1982. It ended upon a final negative deter- 
mination in 1983, with the DOC finding that Canadian stumpage rights were 
allocated in a way that failed to satisfy the technical legal criterion of “speci- 
ficity” (which requires that a subsidy be provided to a specific enterprise or 
industry, or group of enterprises or industries, in order for such a subsidy to be 
countervailable). 

Lumber I1 arose in 1986 in response to a petition for investigation of Cana- 
dian stumpage policy by the Coalition for Fair Lumber Imports (CFLI), a trade 
organization and lobbying group representing (predominantly) small and 
medium-size U.S. sawmill companies. Consistent with evolving precedent (in 
unrelated cases) that broadened the definition of “specificity,” the DOC found 
that the Canadian stumpage system was both “specific” (in the sense described 
above) and “preferential” (i.e., it “distorted” the marketplace for lumber by 
affecting the supply schedule of Canadian lumber). The DOC set the counter- 
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vailing duty rate for Canadian lumber imports at 14.5 percent ad valorem. The 
Lumber I1 CVD was effectively preempted, however, when escalating retalia- 
tory threats by the Canadians compelled the United States and Canada to enter 
into a Memorandum of Understanding (MOU). The Lumber I1 MOU obligated 
Canada to impose a 15 percent fee on softwood lumber exports to the United 
States.6 

In 199 1, Canada and a number of its provinces concluded that the MOU had 
been satisfied and lifted the 15 percent export fee. The DOC’S ITA immediately 
launched Lumber 111 to investigate whether Canadian stumpage policies con- 
tinued to constitute a countervailable subsidy. At the invitation of the ITA, the 
Coalition for Fair Lumber Imports filed submissions arguing that Canada’s log 
export restraints (LERs) also constitute a countervailable subsidy.’ On Final 
Determination in 1992, the ITA found both Canadian stumpage and LERs to 
be countervailable and set an ad valorem CVD of 6.51 percent for lumber 
imported into the United States from Alberta, British Columbia, Ontario, and 
Quebec. As of 1994, the Final Determination was subject to ongoing appeal 
before a binational panel created pursuant to the recent US.-Canada free 
trade agreement. 

The stakes in the lumber dispute are large. Duties on the order of 5 percent 
to 15 percent translate into hundreds of millions of dollars annually. Lumber 
11, for example, concerned only stumpage, yet it has been estimated that its 
CVD would have produced (i.e., but for the MOU) tariff revenues of more than 
$340 million per year for the United States, and net gains for U.S. lumber 
producers of more than $400 million per year.8 In the case of Lumber 111, the 
duties set forth by the ITA’s Final Determination would offset alleged subsidies 
totaling more than $390 million per year. 

These stakes obviously motivate the contending parties. The tariff-seeking 
interests throughout Lumber I, 11, and 111 have consisted of medium and 
smaller U.S. logging and milling operations organized as the Coalition for Fair 
Lumber Imports, joined with force by at least one of the very large U.S. opera- 
tors (Georgia Pacific Corporation), and orchestrated by a U.S. law firm re- 
nowned for lobbying and legal efforts on behalf of protection-seeking parties. 
A number of large US.-based operators, such as Weyerhauser, have been ex- 
panding their investments in Canada. This apparently has tended to cool any 
enthusiasm for CVD action against Canadian lumber imports. U.S. lumber 
consumers (who stand to lose from tariffs on Canadian lumber) have largely 
been inactive in the lumber dispute. The active opposition to CVD action has 
consistently come from Canadian sawmills and the Canadian government. In 
particular, participation in the legal proceedings has primarily been led and 

6. See Kalt (1988) for a discussion and calculation of the international welfare effects of Lum- 

7. Ironically, since Lumber 11, the United States had tightened log export restrictions of its 

8. See Kalt (1988). 

ber 11. 

own-aimed at stemming log exports across the Pacific. 



56 Joseph P. Kalt 

Table 5.1 Hypothetical Boolean Summary Table (upper case = presence; 
lower case = absence) 

Y = Win, y = Lose Factor-A or a Factor-B o r b  

Y 
Y 

d 

A 
B 
B 

financed by the provincial forestry ministries. Canadian mill operators have 
cooperated with their governmental agents. 

5.3 Boolean Representation of the Legal Arguments in Lumber I11 

The tariff-seeking U.S. interests have been the most influential party in 
Lumber 111, in the sense that they have won their case before the ITA-but this 
does not explain why they won. As noted, I use the Boolean pseudoregression 
techniques pioneered by Ragin to investigate the factors that might explain 
what makes a winning argument in the Lumber I11 CVD proceedings before 
the ITA.9 Boolean analysis proceeds by coding an outcome of interest for di- 
chotomous results. In the case at hand, the outcome of an argument is coded 
Win or Lose. Possible explanatory factors in determining when an outcome 
( e g ,  Win) occurs are coded for their presence or absence. The resulting coding 
can be represented by a table of the kind illustrated above. 

Boolean analysis describes the outcome in the first case (row) as Y = aB. 
The second case is coded as Y = AB. Multiplication in Boolean analysis is 
read as “and,” while addition is read as “or.” Thus, we can say that Y = aB + 
AB; that is, Y occurs when either a and B are present together or A and B are 
present together. If this is a well-specified model of the factors explaining I: 
Y = aB + AB can be further reduced by factoring to Y = B(a + A )  = B. In 
other words, B is a necessary and sufficient condition to cause I: and it doesn’t 
matter whether A is present or not. More generally, necessary and sufficient 
conditions are reflected as 

Y = B  
Y = A + B  

Y = A B  

Y = A ( B + C )  

B is both necessary and sufficient; 
A and B are each sufficient, but not nec- 
essary; 
Both A and B are necessary, but not suffi- 
cient; 
A is necessary, but not sufficient. 

The coding of “left-hand-side’’ variables in a case such as the Lumber 111 
Final Determination entails identifying the objective “winner” of a particular 
argument in the proceeding, as this is indicated in the actual ITA decision. The 

9. See Ragin (1987). 
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explanatory factors (coded for presence or absence with upper and lower case 
designations) are (from NI) 

1. precedent (P/p): precedent on one’s side increases the likelihood of 
winning; 

2. straightforward theory (T/t): a coherent, straightforward theory (e.g., an 
economic reasoning or theory) improves the likelihood of winning; 

3. evidence (E/e): having the preponderance of evidence increases the like- 
lihood of winning; 

4. ease of exposition (X/x): the likelihood of winning an argument in- 
creases with the ease with which it can be communicated; 
and (from CT) 

5. stakes (9s):  the likelihood of the more influential party winning in- 
creases with the stakes at issue in the argument (with the success of U.S. inter- 
ests in Lumber I11 making them the most influential party). 

I have coded the foregoing factors for a set of fourteen actual arguments 
from Lumber 111. This coding and the winning party in each argument are set 
forth in table 5.2. The basic assertions of the fourteen arguments arelo 

1. Rent theory: Canadians assert that any below-market stumpage is infra- 
marginal and does not affect lumber production. 

2. LER as subsidy: the DoC/CFLI asserts that LERs lower log prices to 
Canadian millers. 

3. Market distortion: Canadians assert that LERs merely offset other coun- 
tries’ (especially Japan’s) distortive trade policies. 

4. LER price change: Canadians assert that any effect of LERs on log prices 
must be measured relative to the no-LERs equilibrium, rather than current 
U.S.-Canadian price differences. 

5. General equilibrium effects-existence: Canadians assert that general 
equilibrium effects that offset log price effects of LERs must be accounted 
for. 

6. General equilibrium effects-measurement: Canadians assert that gen- 
eral equilibrium effects significantly offset log price effects of LERs. 

7. Causation tests: Canadians assert that the DoC/CFLI has the burden of 
demonstrating empirically a “direct and discernible” impact of the LERs on 
Canadian sawmillers’ costs. 

8. Other provinces: Canadians assert that LERs in provinces other than Brit- 
ish Columbia are not economically binding. 

9. Law of One Price: DoC/CFLI asserts that observed differences between 
U.S. and Canadian prices demonstrate the subsidizing effect of LERs. 

10. Relevant market/l: Canadians assert that any price effect of LERs does 
not “ripple” uniformly from exportable logs across all log types and the entire 
province of British Columbia. 

10. I merely state the assertions here. No opinion is expressed regarding the validity of the argu- 
ments. 



Table 5.2 Boolean Summary of the Attributes of Observed Winning Arguments in the US.-Canadian Lumber Dispute 
(affirmative = 1; otherwise = 0) 

Issue 

Applicable Winner's 
Precedent Theory Evidence Ease of 

Favors Winner Large Stakes Is Straightforward Favors Winner Exposition 
s =  I ; s = 0  T = l ; t = O  E =  I ; e = O  x =  I ; x = 0  Winner P =  I ; p = 0  

Rent theory DoCKFLI 0 
Log export restraint as DoC/CFLI 0 

subsidy 
Market distortion DoCKFLI 0 I 

0 
0 

0 1 
0 0 

1 0 1 
Log export restraint price Canada I 0 I I 1 

change 
General equilibrium eft'ects- 

existence 
Generdl equilibrium effects- 

measurement 
Causation tests 
Other provinces 
Law of One Price 
Relevant market/l 
Relevant market/2 
Export preparation costs 
Transport costs 
Company exclusions 

Canada 

DoCKFLI 
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11. Relevant market/2: Canadians assert that the ITA erred in Preliminary 
Determination by assuming a uniform “ripple” of LER price effects across all 
logs in British Columbia. 

12. Export preparation costs: Canadians assert that any comparison be- 
tween foreign and domestic log prices must be adjusted for costs of preparing 
logs for export. 

13. Transport costs: Canadians assert that transport costs should be de- 
ducted from foreign-derived log prices in any attempt to determine no-LER 
equilibrium prices in domestic British Columbian markets. 

14. Company exclusions: Canadians assert that individual mills can be ex- 
empted if they are not affected by the alleged subsidy (e.g., do not use British 
Columbian logs). 

Upon factoring table 5.2 (per above), the resulting designation of a winning 
argument is Win = pSt + PsX[tE + Ti].  In words this says that 

a winning argument before the ITA has either precedent running against it 
( p )  and a complicated theory ( t )  but large stakes (5‘); or precedent in its favor 
(P) ,  low stakes (s), and easy exposition (X), and either a combination of a 
complicated theory ( t )  but strongly supportive evidence ( E )  or a simple the- 
ory (7‘) albeit weak evidence (e). 

Closer inspection of the process of factoring and reduction that produces the 
prime implicant for Win above reveals that the cases in table 5.2 that produce 
the first term (pSt )  in Win entirely are cases in which the DoC/CFLI is the 
winning party. Similarly, the cases that produce the second term in Win (i.e., 
PsX[tE + T i ] )  entirely are cases in which the Canadians are the winners of the 
argument. From this observation come the key findings of this study: 

DoC/CFLI Wins = pSt and Canadians Win = PsX[rE + Te]. 

To interpret these results, consider the above expression for “DoC/CFLI 
Wins.” The p in pSt represents the absence of supporting precedent for the 
position taken by the winning party. It is only reasonably interpreted as an 
impediment to winning an argument. The same interpretation applies to t-the 
absence of a straightforward theory behind the position taken on the winner’s 
argument. In short, p and t impede the ability of the DoC/CFLI to win an 
argument. Yet, when the stakes are large (S), the DoC/CFLI wins anyway. 
We cannot quite say that no matter which institutional factors (i.e., p ,  t, x, 
and/or e) run against the DoC/CFLI, the group wins when the stakes are large; 
the sample of issues in table 5.2 does not include cases in which the DoC/CFLI 
wins or loses with large S and x and/or e running against it. Nevertheless, it 
can be said that in the cases available none occur in which institutional aspects 
of ITA proceedings block a DoC/CFLI win if the stakes in the matter are large. 

This last observation is the prediction of Capture Theory. It says, contrary 
to the New Institutionalism, that at least in the cases represented here, no evi- 
dence is found that large stakes will not permit the influential, capturing party 
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from overwhelming institutional blockades such as the absence of supportive 
precedent or the absence of a noncomplicated theory for one’s argument. The 
New Institutionalism is not wholly rejected, however. While the DoC/CFLI 
has succeeded in Lumber I11 in securing the ITKs support for tariff protection 
against Canadian forest products, the Canadian parties have won some argu- 
ments along the way. In so doing they have tempered the level of protection 
successfully sought before the ITA by the DoCKFLI. As noted above, the sec- 
ond term in “Win” arises from cases in which the Canadian parties prevail in 
their legal arguments before the ITA, and the Canadian parties win arguments 
when PsX[fE + Te]. Imposing on this expression the priors that neither compli- 
cated theories ( t )  nor weak evidence ( e )  assists the Canadians in winning the 
argument, the prime implicant for Canadians Win reduces to 

Canadians Win = PsX[rE + Te] = PsX[E + r ] .  

This result says that, within the sample of cases encompassed by table 5.2, if 
the Canadians are to win arguments before the ITA, they require not only is- 
sues for which the stakes are small (s), but also institutional help in the form 
of supportive precedent (P), easy exposition (x), and either strong evidence 
(0 or a straightforward theory (T). Apparently, the Canadians do not need to 
have everything in their favor (i.e., PsXET) to win an argument before the ITA. 
Yet even when the issue is a matter with small stakes, they need a considerable 
array of institutional factors on their side in order to win (i.e., 8 X, and E or T). 
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6 The Political Economy of the 
Export Enhancement Program 
for Wheat 
Bruce L. Gardner 

U.S. agriculture faced severe economic problems in the early 1980s. The prob- 
lems are apparent in the data on farm income and the farm sector’s balance 
sheet. Real farm income (including government assistance) in 1980-84 aver- 
aged about half of its level of the period before the commodity boom in the 
1970s. The U.S. Department of Agriculture’s (USDA) estimate of farm equity, 
the value of farm assets minus liabilities, declined from $1.14 trillion (1987 
dollars) at the end of 1980 to roughly half of that value, $0.6 trillion on January 
1, 198.5. U.S. wheat growers were among the hardest hit. 

The economic problems of wheat growers were addressed in several ways, 
some of which caused more problems than they solved. The price paid to farm- 
ers for wheat placed in government ownership was increased to $4.00 per 
bushel for the 1982 crop. It had been only $1.37 up to 197.5. U.S. wheat acre- 
age planted expanded 4.5 percent, from 59 million acres in 1973 to 86 million 
acres in 1982, and the USDA increased its wheat stocks to over a billion 
bushels in 1982, the highest level since the early 1960s. In reaction, the Pay- 
ment in Kind (PIK) program was introduced and idled 30 million acres of 
wheat base in 1983, the largest supply control effort ever. In 1984, direct pay- 
ments to wheat growers rose to exceed $1.5 billion. Yet none of these measures 
was capable of stemming the decline in income and equity values through 
1985. Because weak export demand was a key element of wheat’s economic 
problems, it was natural to look to export promotion as an additional policy 
tool. 

Bruce L. Gardner is professor of agricultural and resource economics at the University of Mary- 
land, College Park. He is a former assistant secretary for economics in the US. Department of 
Agriculture. 
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6.1 The Birth of the Export Enhancement Program 

In 1983 the Reagan administration, after debate settled only at the cabinet 
level, accepted the idea of ad hoc subsidized exports of Commodity Credit 
Corporation (CCC)-owned wheat to targeted North African markets where Eu- 
ropean Community (EC) wheat was being sold with the help of their export 
subsidies. This was intended to serve the dual purpose of reducing excessive 
stock levels and retaliating against EC export subsidies. This venture was a 
substantial political success, affording an opportunity to attack the EC, please 
farmers, and hold off congressional pressure for more sweeping programs. The 
impetus was thus established that led eventually to the full-fledged Export En- 
hancement Program (EEP). 

In Congress, the idea of legislation to target in-kind export subsidies at the 
EC did not prevail when it was first seriously considered in 1983. The principal 
reason given by opponents was the worry that such legislation would trigger a 
trade war in which the EC would increase their subsidies and perhaps withdraw 
previously negotiated concessions such as their duty-free binding on U.S. oil- 
seed products and feed grain substitutes. In addition, the secretary of agricul- 
ture already possessed sufficient authorities for ad hoc export subsidies as 
needed for surplus commodity management or strategic purposes. 

Two years later, as the 1985 farm bill deliberations began, the situation was 
different in two respects: farm groups had refined their general support for 
export promotion to more concrete proposals, and U.S. wheat exports had de- 
clined still further while the EC’s grew. In this situation the administration’s 
desire to continue ad hoc export subsidies without binding legislation was no 
longer politically tenable. 

Senator Robert Dole (R-Kansas) took the lead in organizing a series of 
meetings in the spring of 1985 to get the Reagan administration to establish a 
targeted export subsidy program focused on grains, especially wheat. Repre- 
sentatives of the wheat growers as well as other farm groups attended these 
meetings in Dole’s office. In May 1985, the administration (represented by the 
Office of Management and Budget [OMB] and the USDA) and the Senate 
leadership (principally Dole and Senator Edward Zorinsky [D-Nebraska]) 
agreed to implement, under existing USDA authorities, an Export Enhance- 
ment Program. 

Politically, the EEP was given the breath of life by a conjunction of interests 
represented by three individuals: Senator Zorinsky’s strong desire, as the rank- 
ing Democrat on the agriculture committee and representative of Nebraska, for 
a substantial export subsidy program; budget director David Stockman’s need 
for Democratic votes on key economic legislation; and Senator Dole’s bro- 
kering savvy, with interests in supporting both the administration (as majority 
leader) and Kansas wheat growers. Stockman agreed that the administration 
would implement an export subsidy program, in exchange for Zorinsky’s vote 
on the budget resolution containing the Reagan administration’s fiscal propos- 
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als, with the subsidies to take the form of unwanted CCC surplus commodities 
with a zero budget score. 

The agreed-upon program committed $2 billion worth of CCC-owned com- 
modities to be made available as a bonus to U.S. exporters to expand sales of 
U.S. agricultural commodities in targeted markets. The objectives stated were 
to increase U.S. farm exports and to encourage trading partners to begin seri- 
ous negotiations on agricultural trade problems. 

Guidelines for the EEP, established by the Economic Policy Council of the 
White House, were that each subsidized sale should meet the following crite- 
ria: (1) additionality, that is, net increase in export sales caused by the subsi- 
dized sale; (2) targeting to displace competing exporters who are subsidizing 
their sales; (3) a net gain to the U.S. economy; and (4) budget neutrality. Each 
proposed EEP initiative was to be tested against these criteria by an interde- 
partmental committee chaired by the U.S. Trade Representative and the USDA 
that included representatives from the OMB, the Council of Economic Advis- 
ers (CEA), the departments of Treasury, State, Labor, and Commerce, and the 
National Security Council (NSC). It was never publicly stated how the “net 
gain to the U.S. economy” and “budget neutrality” criteria were to be defined 
and measured. Participants in the process indicated that criterion (3) was not a 
factor in interagency debate, although (I) ,  (2) ,  and (4) were. 

The Food Security Act as finally enacted in December 1985 codified the 
EEP essentially as the administration had established it six months earlier. The 
main issues, as often in enabling legislation, were what the executive branch 
“shall” (be required to) do and “may” (has discretionary authority to) do. The 
1985 act required the secretary of agriculture to provide CCC commodities at 
no cost to “United States exporters, users, and processors and foreign purchas- 
ers,” and required that a total of $2 billion in CCC commodities be used for 
this purpose during the three fiscal years ending September 30, 1988. The pur- 
poses the subsidized exports were to serve are broadly stated: in addition to 
combating other countries’ subsidies and the high value of the dollar, export 
subsidies may be used to offset “the adverse effects of U.S. agricultural price 
support levels that are temporarily above the export prices offered by overseas 
competitors in export markets” (Food Security Act of 1985, U S .  Statutes at 
Large 99: 1483). 

In addition, the act authorized the unlimited use of cross-subsidization, that 
is, the use of one CCC commodity to subsidize the export of another. This was 
politically important because many commodity interests, including processed 
products and products which did not have price support programs, prevailed 
upon the agriculture committees for support. Egg producers and pork produc- 
ers, for example, testified that they needed assistance in competing with EC 
export subsidies. But no CCC stocks of these commodities existed. The legisla- 
tion shared EEP benefits across commodities by permitting CCC wheat stocks 
to be used to subsidize egg or pork exports. 

The EEP was not subject to discipline in the annual appropriations process, 
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because the farm support programs are ‘‘entitlements’’-the appropriations 
committees provide open-ended funding for the Commodity Credit Corpora- 
tion to achieve its price support mandates. The committees do not control how 
the CCC uses its acquired commodity stocks. Congress could have brought 
budgetary disciplines to bear by scoring EEP costs in Budget Committee pro- 
ceedings. However, Congress agreed with the OMB on zero scoring for the 
EEP. The principal argument was that CCC commodities cost so much to store 
that it was worth as much to give them away as to keep them. In addition, to 
the extent that increased exports increased the U.S. market price, deficiency 
payments for wheat and other target-price commodities would be reduced. 

The Export Enhancement Program came into being with very little opposi- 
tion. Why was the way so clear? The natural opponents of an export subsidy 
are U.S. domestic wheat buyers and foreign wheat producers. In the case of 
the EEP, U.S. millers were diverted by their participation in subsidized flour 
exports and by the release of CCC stocks to pay the subsidies. The bakers and 
broader consumer groups were relatively weak participants, and their partici- 
pation in the 1985 farm bill debate was focused on opposition to acreage con- 
trols and on limiting budgetary outlays. In summary, the Export Enhancement 
Program was enacted in 1985 because wheat growers and exporters asked for 
it, and no interest group opposed it, except some economists in general terms. 
Because the pressure to assist agriculture was strong, and was countered only 
by budgetary pressures, the OMB finding that the EEP would be budget neutral 
ensured its supporters of an easy political victory. 

6.2 Consequences and Evaluation of the Program 

Questions were being raised about the effectiveness of the Export Enhance- 
ment Program even before its legislative enactment. The administration an- 
nounced its first EEP initiatives in May 1985. By October only two sales had 
been made. In October and November the House Committee on Agriculture’s 
Subcommittee on Department Operations, Research, and Foreign Agriculture 
held hearings to review complaints about EEP administration. 

The procedures for implementing the EEP were far from clear. There were 
(and are) two main steps: administration approval of an EEP initiative, and the 
USDA’s acceptance of exporters’ bids for bonuses under the initiative. The 
approach raises questions of how the USDA can determine, for each proposed 
sale, what the competitor’s price is. Wouldn’t the competitor’s price itself be 
affected by an EEP? And is there sufficient incentive for U.S. commercial ex- 
porters to obtain the highest possible market price? 

Statistics of EEP shipments are shown in table 6.1. After a slow start, EEP 
exports reached 26.6 million metric tons in fiscal 1988, about half of all U.S. 
wheat exports. The average subsidy reached $38 per ton in 1987. A price 
wedge this large on substantial quantities would be expected to make a notice- 
able difference in world trade flows and prices. 
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Table 6.1 Export Enhancement Program (EEP) Wheat Sales and Bonuses 

Total Total 
EEP Sales EEP Bonus Average U.S. Exports” 

Fiscal Metric Tons Dollars EEP Bonus Metric Tons EEP Shareb 
Year (millions) (millions) $/mt (millions) 

1985 
1986 
1987 
1988 
1989 
I990 
1991 
I992 
1993 

.5 
4.8 

14. I 
26.6 
16.0 
14.3 
17.7 
19.7 
21.6 

I I  
126 
54 I 
819 
288 
24 1 
767 
813 

1281 

21.84 
26.20 
38.33 
30.83 
18.05 
16.84 
43.18 
41.14 
33.82 

28.0 
20.7 
28. I 
40.6 
37.6 
33.2 
26.7 
34.3 

2 
23 
50 
66 
43 
43 
67 
58 

Source: Economic Research Service, USDA. 
.‘Fiscal year exports, which differ from crop-year data used elsewhere in this paper. Constructed 
from USDA monthly export statistics. 
bEEP tonnage as percentage of total export tonnage. 

The USDA uses a wheat simulation model in which each million-ton in- 
crease in wheat exports generates an increase of ten cents per bushel in the 
U.S. farm price of wheat. Each ten-cent rise in the price of wheat reduces 
deficiency payments by $174 million. Empirical studies suggest that an EEP 
of 20 million tons adds 2 to 6 million tons to U.S. export demand. With a $50 
per ton bonus level, the budget outlays for the EEP are $1 billion annually 
(recent levels). The 2 to 6 million ton increase in exports causes the wheat 
price to rise twenty to sixty cents per bushel and hence budget outlays to de- 
cline $350 to $1,050 million annually. Thus, if the high end of “additionality” 
pertains, which is what the USDA assumes, the EEP is budget neutral. 

The main losses from the Export Enhancement Program accrue to domestic 
buyers of U.S. wheat. The exact incidence on the buyers’ side-among farmers 
who feed wheat, millers, bakers, retailers, and final consumers-has not been 
estimated. Because domestic final demand for foods containing wheat is quite 
inelastic, domestic consumption of these products is unlikely to change appre- 
ciably because of the EEP, and in fact domestic use has been quite stable over 
time despite large changes in wheat prices. It is therefore unlikely that the EEP 
reduced the demand for, and thus the returns earned by, processors, distribu- 
tors, or other middlemen. Certainly thq evidence in the political debate is con- 
sistent with this conclusion. Millers add bakers who took public positions fa- 
vored the Export Enhancement Program (usually because they had export as 
well as domestic interests). 

Each increase of ten cents per bushel in the price of wheat raises farm in- 
come by $60 million and reduces consumers’ surplus by $120 million (Salathe 
1991). The consumer cost estimate assumes that farm price increases for all 
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Table 6.2 Economic Gains from the Export Enhancement Program (EEP) 

Additionality . I  .3 
Millon Dollars 

Annually 

Cost of EEP subsidies - 1000 - 1000 
Deficiency payment reduction 350 1050 
Subtotal: budgetary gain -650 50 
Crop producers’ income gain I20 300 
Livestock feeders’ gain -40 - 100 
Consumers’ gain -200 -500 

Total U.S. gain - 770 -250 

Source; Salathe (1991) and calculations described in text 

domestically used wheat are passed on to consumers without any change in 
the farm-to-consumer markup or profits in the wheat processing industry. The 
farm income increase is only about one-fourth of the rise in the market value 
of the wheat crop because three-fourths of wheat production are protected by 
deficiency payments which decline cent for cent as the market price rises. 

The overall domestic welfare effect of the EEP can be estimated by sum- 
ming the budget, consumer, and producer changes if we assume that the farm 
income change is a change in economic rents (Le., farmland and farm operator 
labor taken as fixed in supply). For the range of additionality of 0.1 to 0.3, the 
EEP, at its average recent size of about 20 million tons and cost of $ 1  billion 
annually, generates the results shown in table 6.2. While an optimistic assump- 
tion of additionality permits the EEP to achieve the objective of budget neutral- 
ity, no assumption permits the program to achieve its cost-effectiveness objec- 
tive of providing a benefit to the U.S. economy. Indeed, by these estimates the 
EEP is a particularly inefficient income transfer program, generating almost 
$1 in deadweight losses (from the U.S. viewpoint) for each $1 of farm income 
gain even under an optimistic additionality assumption. The main reason for 
the large net U.S. losses is that so much of the subsidy is a transfer to foreign 
buyers of U.S. wheat. 

6.3 Political Response to the EEP in the 1990s 

In 1990 the legislation authorizing the EEP (and other farm programs) ex- 
pired and was reconsidered in a comprehensive set of hearings (U.S. House 
1991; U.S. Senate 1991). This provided a convenient opportunity for interest 
groups to express second thoughts and to suggest modifications of the EEP. 
The National Association of Wheat Growers, as well as representatives of other 
commodities using the program, were totally supportive of continuation of the 
EEP without substantial change. Concerns that had been expressed in the 1985 
House hearings about targeting as opposed to a generally available subsidy 
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disappeared. Grain users might have been expected to be more critical, but 
more of them supported the EEP in 1990 than in 1985. The American Bakers 
Association, the Biscuit and Cracker Manufacturers’ Association, and the 
North American Export Grain Association all testified in favor of continuing 
the program. 

Because of firm support from commodity and agribusiness groups, and 
weak opposition, the EEP emerged unchanged in structure and strengthened 
in budget in the 1990 Farm Act. EEP spending was far higher in fiscal 1991 
through 1993 than in any previous three-year period (table 6.1). The solid polit- 
ical support was attributable not so much to particular export achievements of 
the EEP, but to farmers’ general satisfaction with the recovery of farm income 
from mid- 1980s lows and the role of the commodity programs in that recovery. 
CCC wheat inventories had been sold off, deficiency payments protected pro- 
ducers from low prices in 1986, the export market had recovered with the dol- 
lar’s decline from its 1985 high, and reduced output boosted wheat prices back 
to 1980-81 levels in 1989 and 1990. Farm interests in the 1990 farm bill debate 
were devoted mainly to attempting to forestall the budget cuts (about $2 billion 
annually) that the Bush administration was calling for. The EEP was thus seen 
as a piece of a set of programs that were working. 

Beyond general satisfaction with the situation, EC subsidized exports re- 
mained a principal threat to U.S. grain producers. The EEP was seen as particu- 
larly valuable in this situation, with the Uruguay Round languishing in its fifth 
year of negotiations. The 1990 act authorized the EEP at a level of not less 
than $500 million annually and explicitly authorized cash as well as in-kind 
subsidies. It said that the only purpose of the EEP was “to discourage unfair 
trade practices” (U.S. House 1990, 335). The context for this focus was the 
continued expansion of the European Community’s subsidized exports and the 
EC’s intransigence on agriculture in the Uruguay Round, then scheduled for 
completion in December 1990. The Omnibus Budget Reconciliation Act, en- 
acted in October 1990 along with the Farm Act, contained a “GATT trigger” 
that required spending $1 billion annually on the EEP if no Uruguay Round 
agreement had been reached by June 30, 1992. (Since it turned out that no 
agreement was reached by that time, EEP spending duly proceeded at about 
the $1 billion rate.) 

Opposition to the EEP in 1990 was mitigated because farm bill reformers 
focused on other policies. The only organized reform effort, by a coalition of 
conservative Republicans and urban Democrats in the House of Representa- 
tives, brought to the floor of the House amendments to reduce or eliminate the 
sugar, wool, and honey programs, and eliminate deficiency payments to farms 
with over a million dollars in sales or farmers who earned more than $100,000 
from off-farm sources. The amendments all failed. They had more apparent 
popular appeal than an anti-EEP amendment would have; this helps explain 
why none was offered. 

A second important factor mitigating opposition to the EEP was its continu- 
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ing to be scored as budget neutral. The reforms that were successful in 1990, 
most notably the introduction of a 15 percent reduction in deficiency payments 
by making 15 percent of each producer’s base acreage ineligible for payments, 
were driven by the budget reconciliation agreement to cut $13 billion from 
farm program spending over the five fiscal years 1992 through 1996.’ The $I  
billion annual spending on the EEP would have been a prime target for cuts if 
the program had not been scored as budget neutral by the OMB. 

Finally, it is noteworthy that the EC has introduced significant reforms of 
the Common Agricultural Policy (CAP), including acreage set-aside and other 
measures to reduce outlays on their export subsidies, and that the permanence 
of these reforms has been strengthened by the General Agreement on Tariffs 
and Trade (GATT) on agriculture reached in January 1994. This agreement 
requires that both Europe and the United States reduce export subsidies sub- 
stantially over a five-year period. The United States’s willingness to spend on 
the EEP quite likely had a role in encouraging these reforms, though how im- 
portant a role is unclear.2 

6.4 Conclusions 

Interest-group outcomes of the EEP can be summarized as follows. Wheat 
producers were substantial economic gainers from the program. Wheat ex- 
porting businesses were also supportive of the EEP, and were winners. Other 
agricultural producers, notably, feed grains, gained by obtaining a piece of the 
EEP action and also supported the program. The losing groups-domestic 
grain processors and consumers-did not visibly oppose the program. 

Perhaps the most striking feature of the political economy of the Export 
Enhancement Program is how little impact standard economic arguments have 
had. Economists have produced many analyses showing that the program, even 
as a second-best measure, generates a net loss to the U.S. economy. 

The biggest losers from the Export Enhancement Program are buyers of 

1. This cut was calculated from a five-year baseline of future spending, not from current (1990) 
levels. As it turned out, farm program spending was not $13 billion below the 1990 baseline. 
Indeed, the cuts notwithstanding, farm program spending between 1992 and 1995 has exceeded 
the baseline level that was projected before the “13 billion cut.” 

2. Although it is even more conjectural than the earlier calculations, CAP reform and GA’IT 
could well reduce EC wheat exports by 3 to 4 million tons annually and raise the US.  market 
price by twenty to thirty cents per bushel. The resulting gain for US. producers would be $120 to 
$1 80 million annually, and the gains to taxpayers would be $350 to $520 million (because of fewer 
deficiency payments). U S .  consumers would lose $240 to $360 million. The overall net gain to 
the United States, roughly equal to the price increase times wheat exports, would be $230 to 
$350 million. 

Suppose the EEP accelerated CAP reform by five years. Then the EEP generated $1.1 to $1.8 
billion for the United States. The overall U.S. cost of the EEP between 1990 and 1992 was $5 10 
million annually, or about $2 to $3 billion between 1986 and 1993. These calculations are of 
course crude, but they indicate that it is quite difficult to obtain any net U.S. gain from the EEP as 
a strategic investment, even under the assumption that it successfully induced policy changes in 
the EC. 
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wheat, with losses of $250 to $600 million per year according to estimates 
presented earlier, with recent world price data suggesting that the lower end of 
the range is more likely. But no buyers of wheat-millers, bakers, livestock 
producers, or consumers of retail products containing wheat-have raised po- 
litically significant objections to the program. Agribusiness interests probably 
did not bear any losses. Livestock feeders’ costs have not been substantial, and 
a feeling of solidarity along with logrolling keeps them from opposing the 
program. Consumer costs are only about $1 to $3 per year per person, and the 
general public remains generally supportive of farmers according to polls. 

In short, the Export Enhancement Program has proved a political winner be- 
cause 

wheat producers see a benefit from it; 
wheat producers have a unified view on the issue, and they have effec- 
tive channels of influence through the congressional Agriculture com- 
mittees; 
wheat buyers have not opposed the program; 
the program has been accepted as budget neutral. 

There are two points of vulnerability for the Export Enhancement Program 
in the near future. The first is in the budgetary arena. Budget neutrality argu- 
ments have been abandoned now that CCC stocks are no longer used as bo- 
nuses and apparent effects on U.S. prices are small. EEP spending has already 
been cut about $200 million for fiscal year 1995. The second point is that the 
GATT in agriculture will require a further reduction of the EEP over time. This 
makes EEP reform part of a policy package that will make U.S. farmers as 
well as nonfarmers better off than at present. 
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7 Agricultural Interest Group 
Bargaining over the North 
American Free Trade Agreement 
David Orden 

This paper focuses on the attempts of U.S. agricultural interest groups to in- 
fluence the outcomes of the North American Free Trade Agreement (NAFTA), 
which was approved by Congress in November 1993. Agricultural issues have 
loomed large in world trade discussions since the earlier inception of the Uru- 
guay Round General Agreement on Tariffs and Trade (GATT) negotiations in 
1986, and Canada and Mexico are important agricultural trade partners of the 
United States. For these reasons, the agricultural provisions of NAFTA became 
an important component of the agreement. Moreover, agricultural interests 
played a crucial role in the passage of the NAFTA implementing legislation. 
They were able to win concessions that protect U.S. sugar from Mexican com- 
petition and provide transition-period protection to winter fruits and vege- 
tables, and that ensnared the United States in disputes about Canadian exports 
of wheat and peanut butter. With these concessions, the trade liberalization 
achieved under NAFTA has resulted in little reform of entrenched domestic 
agricultural support programs in the United States (or Canada) during the 
lengthy tariff phaseout periods. 

To develop these points, the paper is organized as follows. A brief descrip- 
tion of U S .  agricultural trade and support policies is provided, the approaches 
of the agricultural interest groups toward the negotiations between 1990 and 
1992 are examined, and the provisions of the negotiated agreement and esti- 
mates of its likely impacts are reviewed. The focus then turns to the side 
agreements negotiated by the administration of President Bill Clinton after the 
1992 elections, the activities of the agricultural interest groups during the con- 

David Orden is associate professor of agricultural and applied economics at Virginia Polytech- 
nic Institute and State University. 

The author thanks Barbara Craig, Carol Goodloe, and Anne Krueger and other conference parti- 
cipants for helpful comments. He is also indebted to the many participants in the NAFTA debate 
who shared their insights in interviews and other correspondence. 
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gressional debate over the implementing legislation, and the final concessions 
offered to obtain support from agricultural interests. The concluding section 
addresses some issues raised by the NAFTA outcomes for agriculture. 

7.1 Diversity within Agriculture 

Agricultural production is only 3 percent of national output but is diffused 
among many diverse sectors. Grains and oilseeds account for one-fifth of the 
value of U.S. production, and livestock and poultry products for another one- 
fifth (International Trade Commission [ITC] 1993). A third group of commodi- 
ties, important in the NAFTA context, is made up of horticultural products, 
and a final group are those commodities for which the United States has tradi- 
tionally imposed import quotas under Section 22 of the Agricultural Adjust- 
ment Act of 1935 and its extensions (dairy products, cotton, peanuts, sugar and 
sugar-containing products).’ 

Grains and oilseeds are generally exported crops, while trade has been less 
important for livestock and poultry products and most fruits and vegetables (an 
exception is seasonal winter vegetables, for which imports have a 40 percent 
market share). Imports of dairy products, cotton, and peanuts have been re- 
stricted to less than 2 percent of domestic production, while sugar imports have 
fallen to 15 percent as domestic output has increased and corn sweeteners have 
captured a large share of the caloric sweeteners market. Less than 2 percent of 
dairy products are exported but exports account for more than 40 percent of 
U.S. cotton and 15 percent of the value of peanut production.* 

Domestic policy interventions provide high levels of support for some ex- 
port crops as well as for the Section 22 commodities (see, for example, U.S. 
Department of Agriculture [USDA] 1994). Support for export crops (including 
cotton) is provided through supply restrictions, direct payments to producers, 
floor prices (“loan rates”) for government-supported storage, and some export 
subsidies. Livestock and poultry generally receive few direct support payments 
and relatively low levels of protection. The support and protection levels have 
also been relatively low for most fruits and vegetables. 

Canada and Mexico are important to U.S. agricultural trade of a number of 
commodities. Canada produces over one-third of U.S. grain and oilseed im- 
ports( including essentially all imported wheat, barley, and soybeans. Canada 
also produces over 35 percent of U.S. livestock and poultry imports, almost 
one-third of U.S. imports of peanuts and peanut products, and over one-fourth 
of imported sugar-containing products. Mexico produces over 90 percent of 

1. Section 22 authorizes trade restrictions when imports “render ineffective or materially inter- 
fere with” domestic supply-control and price-support programs of the U.S. Department of Agri- 
culture. 

2. Dairy products are priced above world levels and are exported with subsidies. Peanut exports 
arise from a two-tier pricing scheme that allows sales at lower world price levels of US. peanuts 
beyond a quantity produced for the domestic market. 
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imported winter fruits and vegetables and over 10 percent of livestock imports. 
Canada and Mexico each account for over 15 percent of the value of U.S. 
livestock and poultry exports and Mexico receives over one-third of U.S. 
dairy exports. 

7.2 Interest Group Approaches to the Negotiations 

When the Mexico-U.S. free trade negotiations were announced in June 
1990, President Carlos Salinas and President George Bush articulated a broad 
mandate for reducing bilateral trade barriers and supporting Mexican reforms 
in agriculture and other sectors. Nevertheless, there was considerable uncer- 
tainty about the extent to which agriculture would be included under the man- 
date for trade liberalization. This uncertainty was created in part by the high 
levels of protection provided to many commodities in Mexico and the United 
States. The subsequent entry of Canada into the negotiations added to the un- 
certainty, since nontariff trade barriers had not been removed in the 1988 
Canada-U.S. trade agreement, as described by Miner (1993). Finally, the Uru- 
guay Round GATT negotiations, which had originally been scheduled to con- 
clude in 1990, remained deadlocked on agriculture. 

Faced with all this uncertainty, agricultural interest groups took active roles 
in seeking to shape the provisions of NAFTA. Among the supporters of rela- 
tively comprehensive liberalization were the American Farm Bureau Federa- 
tion, the National Corn Growers Association, numerous other grain, oilseed, 
and livestock associations, and many processing ind~str ies .~ 

Opponents of liberalization included the National Farmers Union, wheat 
producers (raising concerns about transportation subsidies and the nontrans- 
parency of the pricing policies of the monopolistic Canadian Wheat Board), 
and protected peanut, sugar, and citrus and other winter fruit and vegetable 
producers. A strong coalition emerged among the Florida sugar and fruit and 
vegetable interests. They developed a unified position with the Florida Farm 
Bureau and the Florida Cattlemen’s Association (both eventually broke ranks 
with their national organizations’ support for NAFTA), and the state commis- 
sioner of agriculture became an active proponent of their concerns. No similar 
coalition arose among the Section 22 commodities in general because the dairy 
and cotton sectors (with current or potential export interests in Mexico) re- 
mained less opposed than sugar and peanuts to trade liberalization on a bilat- 
eral basis. 

3. Descriptions of the positions and activities of the various interest groups are based largely on 
interviews with representatives of twenty-two of the groups most involved in the negotiations and 
congressional deliberations, as well as with negotiators and others. These interviews were con- 
ducted between August and November 1993. Some initial evaluations of NAFTA by representa- 
tives of the agricultural interests are also summarized in the reports of the Agricultural Trade 
Policy Advisory Committee and the Agricultural Technical Advisory Committees. 



74 David Orden 

7.3 Agricultural Provisions of NAFTA 

High-level negotiators for Mexico and the United States agreed in February 
1992 that all agricultural products would be included in the long-run provisions 
for trade liberalization. Canada resisted participation in an agreement of such 
broad scope for agriculture. It agreed only to negotiate extension to Mexico of 
the limited provisions similar to those of the 1988 Canada-U.S. agreement. 

The negotiating parties announced that they had reached a conclusion to 
their discussions in August. For Mexico and the United States, the agricultural 
tariff and market access provisions called for the conversion of all nontariff 
barriers to tariff-rate quotas (TRQs). Under the TRQs, limited quantities of 
commodities would receive access under low or zero duties, while imports 
above these quantities would be subject to over-quota tariffs set to provide 
initial protection equivalent to the previous nontariff measures. The over-quota 
tariffs were to be phased out over adjustment periods of ten to fifteen years 
(see U.S. House of Representatives 1993). 

The long-run NAFTA provisions for agriculture accomplished the basic ob- 
jectives with respect to trade barriers of the broader 1987 U.S. “zero-option’’ 
GATT proposal for elimination of trade-distorting border measures and sup- 
port policies. This result led Hufbauer and Schott (1993), for example, to con- 
clude that there was “laudable progress in the liberalization of farm trade bar- 
riers.” 

One cannot be as sanguine about the short-run NAFTA provisions for agri- 
culture. For the commodities protected by import quotas or licenses, market 
access levels under the initial TRQs were based on 1989 to 1991 trade quanti- 
ties and were scheduled to increase at only a 3 percent annual compound rate. 
Over-quota tariffs provided high levels of protection against additional imports 
in the short and medium run. Corn, dry edible beans, milk powder, and peanuts 
were considered particularly sensitive commodities and received fifteen-year 
adjustment periods. 

Intense negotiations also focused on complex protective TRQ transition 
mechanisms for sugar: Mexico agreed to raise its external sugar tariff to the 
preexisting U.S. over-quota level by the seventh year of the agreement and 
subsequently gained potentially unlimited access to the U.S. market if it 
achieved a net production surplus. Special tariff phaseout and TRQ mecha- 
nisms were also developed for citrus and other horticultural products. 

The influence of various producer groups on the negotiations is evident from 
the NAFTA transition mechanisms for agricultural trade. Within the frame- 
work of long-run liberalization, likely gainers among U S .  producers confront 
the lengthy adjustment mechanisms included to protect Mexican farmers. 
Import-competing U.S. commodities are provided with similar adjustment pro- 
tection. Given these provisions, the end constraint of complete tariff elimina- 
tion is crucial to the assertion that the negotiated provisions accomplished 
long-run bilateral trade liberalization for agriculture. 
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7.4 Estimated Impacts of the Agreement 

Among the quantitative studies of the long-run effects of NAFTA on 
Mexican-US. agricultural trade, Grennes and Krissoff (1 993) estimated that 
U.S. agricultural exports to Mexico (primarily grains, oilseeds, and livestock 
products) would increase by $485 million annually, and agricultural imports 
from Mexico by $164 million (primarily horticultural commodities and live 
cattle). The USDA Office of Economics (1993) asserted a more positive view 
of NAFTA’s potentially beneficial impacts. Incorporating projected demand ef- 
fects resulting from an increase due to NAFTA of 0.5 percent in Mexico’s 
annual economic growth, the USDA concluded that agricultural exports to 
Mexico were likely to be more than $2.5 billion higher annually with NAFTA 
by the end of the fifteen-year adjustment period, while imports of agricultural 
products from Mexico would increase by $500 to $600 million. 

7.5 Side Agreements and Implementing Legislation 

After the November 1992 election, the Clinton administration followed 
through on its campaign pledge to negotiate supplemental (side) agreements 
with respect to the environment, labor, and import surges. The change in ad- 
ministration gave the agricultural commodity groups that had sought limits on 
NAFTA’s trade-liberalizing provisions the opportunity for a second hearing. 
In particular, the concerns of the sugar producers were acknowledged by the 
designated United States trade representative, Mickey Kantor. As early as his 
January 1993 preconfirmation hearings, he pointed out that the side agreement 
on import surges would “affect agriculture and particularly be protective, we 
hope, of the sugar industry” (U.S. Senate 1993). Despite such assurances, the 
side agreement on import surges that was negotiated by the Clinton administra- 
tion did not achieve the types of changes in the initial NAFTA provisions 
sought by some agricultural producer groups. 

Faced with growing opposition, President Clinton used a September 1993 
signing ceremony for the side agreements to launch an intense campaign for 
passage by Congress of implementing legislation for NAFTA. Agricultural in- 
terest groups played an active role in the ensuing congressional debate. 

Among supporters of the agreement, an umbrella support organization 
called Ag for NAFTA was formed and eventually claimed over 140 member 
organizations. In addition, the American Farm Bureau Federation and many 
of the specific commodity associations devoted staff and resources to support 
passage of the implementing legislation. However, the scale of their activities 
was relatively modest compared to the widespread efforts among interested 
parties (see, for example, Grayson 1993). Ag for NAFTA had an initial budget 
of about $10,000 and its final budget for publicity, advertising, and other ex- 
penses was less than $100,000. 

The commodities receiving Section 22 protection pursued separate ap- 
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proaches to the implementing legislation based on the particular circumstances 
of each sector. The National Milk Producers Federation adopted a position of 
support for the agreement during the summer of 1993 and the National Cotton 
Council of America endorsed NAFTA in October. 

Opponents Qf NAFTA also continued to mobilize around the implementing 
legislation. The National Farmers Union made defeat of NAFTA one of its 
top priorities and was a founding member of the opponents’ Citizens Trade 
Campaign. While not formally aligned with third-party presidential aspirant 
Ross Perot, who was an active NAFTA opponent, representatives of the farm- 
ers union believed he had reduced the prospects for the approval of the 
agreement. 

Among specific commodity groups opposing the agreement, wheat produc- 
ers continued their break with the other export-oriented grains and held out for 
resolution of the issues of Canadian transportation subsidies and Wheat Board 
price t~ansparency.~ In exchange for their support for NAFTA, the wheat pro- 
ducers sought emergency action under Section 22. This would have allowed 
the Clinton administration to impose immediate quotas or tariffs on grain im- 
ported from Canada rather than await the outcome of an investigation and rul- 
ing by the ITC. 

Peanut and sugar producer groups also remained opposed to the NAFTA 
provisions. The sugar producers sought two modifications of the initial 
agreement: inclusion of corn sweeteners in determining the balance of produc- 
tion and consumption affecting Mexican access to the U.S. sugar market and 
a ceiling on Mexico’s access for the full fifteen-year adjustment period. The 
sugar producers lobbied the USDA and the Office of the U.S. Trade Represen- 
tative (USTR) and pressed their case through the Senate sweeteners caucus. 
They viewed the USTR as sympathetic to their interests but nevertheless 
committed $500,000 to a campaign to “go hell bent to defeat NAFTA’ if 
the agreement was not revised. Their demands, of course, brought into sharp 
focus the competing interests of different commodity groups within U.S. agri- 
culture, as well as the relative strength of the Mexican and U.S. negotiating po- 
sitions. 

The Florida coalition, working along commodity lines and through the uni- 
fied position among agricultural groups within the state, also pressed for fur- 
ther accommodations for sugar, citrus, and other winter fruits and vegetables. 
The Florida agricultural producers, worked closely with the state’s congres- 
sional delegation of ten Democrats and thirteen Republicans, which through- 
out the congressional deliberations almost entirely remained on record as op- 
posed to the agreement. 

4. While the wheat growers were clamoring about Canadian policies, the flow of wheat into the 
United States resulted as much from the U.S. export subsidies discussed by Bruce Gardner in 
chapter 6 of this volume. 
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7.6 End Game Concessions 

With the fate of NAFTA uncertain as the November 17 vote in the House of 
Representatives approached, the agricultural commodity groups were posi- 
tioned to win various concessions. Unlike organized labor and others commit- 
ted to the defeat of the agreement, most of the agricultural commodity groups 
had limited their opposition to specific provisions. Moreover, a relatively large 
number of congressional votes rested at least in part on satisfying the concerns 
of the agricultural producers. 

The end game exploded into public view in early November. Concessions 
obtained for agriculture in the last two weeks of the debate are summarized in 
table 7.1. 

7.6.1 Initial Concessions 

An initial November 3 letter from the U.S. trade representative to Mexico’s 
secretary of commerce indicated that the United States would seek a mutual 
agreement on accelerated tariff reductions for wine and brandy (USTR 1993). 
A second and more significant letter confirmed the USTR’s understanding that 
the two parties had recognized that substitution of corn syrup for sugar could 
“result in effects not intended by either Party” and therefore agreed that con- 
sumption of corn syrup would be included in the determination of Mexico’s 
net production surplus. The letter also indicated that notwithstanding previous 
provisions, Mexican sugar sales in the United States under NAFTA would be 
capped at 250,000 metric tons through a fifteen-year adjustment period. In 
short, Mexico had conceded to the demands of the U.S. sugar producers. Sub- 
sequently, the sugar industry indicated that it had withdrawn its opposition to 
NAFTA, a decision expected to influence at least a dozen votes in the House 
of Representatives. 

A third letter between the U.S. and Mexican negotiators addressed the issues 
raised by the Florida citrus industry. It specified an explicit price-based tariff 
snapback for citrus. Under the snapback, the United States would apply the 
prevailing most-favored-nation (MFN) rate of duty on imports from Mexico in 
excess of specific quantities if the price of fresh concentrated orange juice 
dropped below an average based on the preceding five years for five consecu- 
tive days. 

In addition to this modest change from the original NAFTA text, the citrus 
producers had bargained for several other concessions: that tariffs on all forms 
of fresh and processed citrus products would receive the minimum 15 percent 
cut under the still-pending Uruguay Round GATT, that non-NAFTA citrus 
juices would be reclassified as perishable commodities under U.S. law (expe- 
diting future injury claims by the industry), and that foreign citrus products 
would not receive additional special status under the Generalized System of 
Preferences (GSP) or the Caribbean Basin Initiative (CBI). The board of direc- 
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Table 7.1 Final NAFTA Concessions and Assurances to Agricultural Interests 

Winebrandy 

Sugar 

Citrus 

Fruits and 
vegetables 

Wheat 

Peanuts 

Transshipment 

United States to seek mutual agreement to accelerated tariff reductions 

Consumption of corn sweeteners included in the determination of net production surplus 
Mexican TRQ capped at 250,000 metric tons for the seventh through fourteenth years of 

the agreement 

Most-favored-nation rate of duty on imports from Mexico in excess of 70 million gallons 
annually through 2002 (90 million gallons during 2003-2007) if the price of fresh 
concentrated orange juice drops below an average based on the preceding five years for 
five consecutive days 

GATT tariff cuts on fresh and processed citrus products limited to IS percent 
Non-NAFTA citrus juices to be reclassified as perishable commodities to expedite 

Citrus products not to receive additional special status under the GSP or the CBI 

Early warning import-surge mechanism 
GATT tariff cuts limited to IS percent on tomatoes, peppers, lettuce, cucumbers, celery, 

Sensitive products not to receive additional special status under the GSP or the CBI 
Postponement of decertification of methyl bromide for use as a soil fumigant until 2000 
Funding for soil and postharvest fumigant research; completion and funding for U S .  

Doubled purchases of fresh tomatoes and new purchases of sweet corn for school lunch 

Trade representative assurance of effective price-based and volume-based tariff snapback 

End-use certificates to prevent subsidized reexport of Canadian wheat and barley 
Bilateral consultations to address transportation subsidies and Canadian Wheat Board 

pricing practices and an ITC investigation of whether imports interfere with the 
domestic wheat program within sixty days unless the consultations were successful 

Bilateral consultations to address the increase in imports of peanut buttdpaste from 
Canada and an ITC investigation of whether imports interfere with the domestic peanut 
program within sixty days unless the consultations were successful 

Secretary of agriculture assurance to work vigorously to limit the volume of imports from 
Canada 

injury claims 

and sweet corn 

Horticultural Research Station, Fort Pierce, Florida 

programs 

provisions for fresh tomatoes and peppers 

Commissioner of customs assurance of at least ten investigations and 350 positions, 
including 100 new hires, to enforce rules of origin 

tors of Florida Citrus Mutual voted to withdraw their opposition to the 
agreement on November 10 based on these concessions. 

As the anti-NAFTA Florida coalition collapsed, other Florida fruit and vege- 
table producers also sought accommodations. The administration agreed to a 
range of concessions that included the use of an early warning import-surge 
mechanism; limits for certain commodities with respect to GATT, the GSP, and 
the CBI similar to those offered for citrus; an environmentally controversial 
postponement of decertification and methyl bromide for use as a soil fumigant; 
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funding for research on soil treatment and postharvest fumigation; and an 
agreement to increase purchases of fresh tomatoes and sweet corn for school 
lunch programs. The board of directors of the Florida Fruit and Vegetable 
Association withdrew its opposition to NAFTA on November 11. 

7.6.2 Final Deals 

Passage of the implementing legislation remained uncertain less than a week 
before the scheduled congressional vote, so the administration and its support- 
ers could not relax their efforts. Ag for NAFTA brought fifty to sixty leaders 
of various member organizations to Washington to lobby, but the real action 
was with the groups that had been or remained opposed to NAFTA. 

The wheat producers engaged in tense late-deal bargaining. Their hope for 
emergency Section 22 quotas or tariffs was scuttled when, by several accounts, 
the administration determined that they could not influence many votes. On 
November 15, however, the president agreed to partially accommodate the pro- 
ducers: he asked that the ITC investigate whether imports from Canada were 
interfering with U.S. wheat support programs, unless there were successful 
bilateral negotiations on Canadian policies within sixty days. With this conces- 
sion, the National Association of Wheat Growers announced, less than thirty- 
six hours before the House vote, that it would “now work for congressional 
approval of NAFTA.” Five congressmen cited the Wheat Growers’ 
position in support of their final decisions to vote for the implementing legis- 
lation. 

One of these representatives, Representative Glenn English, was also con- 
cerned about illegal transshipment of peanuts and beef through Mexico. 
To address the continuing opposition to NAFTA by peanut producers and 
English’s concerns, the president committed the administration to bilateral 
consultations on imports of peanut butter from Canada and to a second ITC 
investigation within sixty days if necessary. English was assured by the com- 
missioner of customs that there would be “at least ten visits to agricultural 
processing sites in Mexico,” and that “350 positions, including 100 newly hired 
employees,” would be assigned to enforce the NAFTA rules of origin. 

Final critical decisions were made by the Florida congressional delegation, 
which held a closed-door meeting on November 16. Although there may al- 
ready have been several closet votes for NAFTA, an Associated Press poll had 
counted only five of the twenty-three members of the delegation as supporting 
or leaning toward supporting the agreement on the previous day. A pivotal se- 
nior member of the Florida delegation was Representative Tom Lewis, who 
served on the House Committee on Agriculture. To assure Lewis about his 
concerns required an additional letter from Mickey Kantor specifying that 
NAFTA contained “effective price and volume-based snapback provisions to 
deal with increased imports of fresh tomatoes and peppers.” The next day, 
Lewis and twelve other members of the Florida delegation voted with the ad- 
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ministration. The NAFTA implementing legislation passed in the House of 
Representatives by a 234 to 200 rnaj~rity.~ 

7.7 Conclusions from the NAFTA Outcomes 

In drawing inferences about the political economy of trade protection on the 
basis of the influence of U.S. agricultural groups on the NAFTA negotiations 
and implementing legislation, a crucial issue is the extent to which a mecha- 
nism was provided for overcoming established protection among agricultural 
sectors and expanding international markets. The decision to seek long-run 
liberalization of Mexican-U.S. agricultural trade under NAFTA established a 
strong objective compared to the limited provisions for agriculture in previous 
bilateral trade agreements and the significant weakening of the U.S. zero- 
option proposal in the Uruguay-Round GATT negotiatiom6 The subsequent 
NAFTA provisions for long-run trade liberalization remained largely intact 
even with the grueling congressional debate. Many of the concessions offered 
to U.S. agricultural interest groups weaken the NAFTA transition-period pro- 
visions only marginally, and other acknowledged concessions to the interest 
groups are also relatively minor. 

This said, the notion that a trade agreement can serve as an avenue for re- 
form of entrenched domestic U.S. agricultural programs fared poorly under 
NAFTA. Among the protected U.S. commodities, dairy and cotton came to 
support the Mexican-U.S. agreement only when strong rules of origin were 
adopted and the absence of any threat to their domestic markets became appar- 
ent. Peanut producers fought hard against the agreement and battled in the end 
for several concessions to sustain their protection. 

More egregious than the dairy, cotton, and peanut provisions, NAFTA ini- 
tially created a trade-diverting common sugar market between Mexico and the 
United States. The subsequent concessions to U.S. sugar interests exacerbated 

5. In addition to the confirmed concessions, there were rumors in the press that the administra- 
tion would back away from its intention to raise grazing fees on federal lands and that the proposed 
increase in the cigarette tax to finance health care reform might be scaled back in exchange for 
support for NAFTA (Wall Street Journal 1993a. 1993b). A possible deal that did not seem to be 
under consideration (despite the importance of the Florida delegation) would have linked the 
NAFTA vote to stalled negotiations between the government and sugar and fruit and vegetable 
producers as they sought an out-of-court settlement on a program to restore the Everglades by 
reducing agricultural runoff. Whatever the NAFTA deals, health care reform failed to come to a 
vote in the 103rd Congress and Interior Secretary Bruce Babbitt withdrew his proposal to raise 
grazing fees in December 1994. 

6. The Uruguay Round GATT negotiations were finally concluded in December 1993 and Con- 
gress approved legislation implementing the agreement in December 1994. The final agreement 
for agriculture includes provisions for replacing quantitative restrictions, such as Section 22 quo- 
tas, with TRQs and for lowering all tariffs by an average of 36 percent over six years. The 
agreement also reduces but does not eliminate export subsidies, and caps some domestic support 
payments to farmers. See Sanderson ( 1994) and International Agricultural Trade Research Consor- 
tium (1994) for further discussion. 
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the initial distortion by essentially stealing from the Mexican producers some 
of their potential market opportunity while enhancing the potential demand 
facing U.S. producers. The concessions obtained gutted the agreement for freer 
bilateral trade, albeit within a protected common market, for at least the next 
fifteen years. They also raise the question of whether the agreement to allow 
unrestricted trade in sugar between Mexico and the United States after fifteen 
years is ultimately credible. 

The differences in the NAFTA outcomes with Mexico compared to Canada 
are also telling. The U.S. export producer groups were successful with respect 
to Mexico, which has opened'itself to substantial reform of its agricultural 
policies. Mexican agricultural producer groups that might have benefitted from 
a stronger agreement in terms of their own export opportunities had only lim- 
ited countervailing power against the pressure for concessions by import- 
protected U.S. producers. To insure NAFTA's approval, the U.S. government 
succeeded in pressing these concessions on the Mexican government. 

With Canada the story is different. Throughout the NAFTA process, import- 
competing Canadian agricultural producers were more effective in defending 
their established protection than the Mexican producers. Canada's participation 
in NAFTA was largely ignored in the United States except by a few special 
interests. But to insure passage of the implementing legislation, the Clinton 
administration made unilateral promises to several U.S. agricultural commod- 
ity groups about their perceived grievances over imports from Canada. Thus 
one outcome of the process was that it prolonged the disputes between the 
United States and Canada over wheat, peanut butter, and other products. 

Given the focus on Mexico in the public NAFTA debate, the unresolved 
issues with Canada are a surprising outcome. Subsequent to NAFTA's enact- 
ment, the United States offered to settle the agricultural trade disputes with 
Canada by adopting bilateral free trade in agricultural products. When this 
offer was declined, the United States reached a bilateral agreement with Can- 
ada for temporary trade restrictions on wheat and imposed a global TRQ on 
peanut butter in its final Uruguay Round GATT tariff schedule. Thus, post- 
NAFTA agricultural trade between Canada and the United States ends up more 
laded with barriers than before. 

On a somewhat different theme, the bargaining power that agricultural 
groups held toward the end of the NAFTA debate is striking. The agricultural 
interest groups were well positioned to bargain for concessions because they 
sought modifications of specific provisions but did not oppose the entire 
agreement. The concerns of sugar, the Florida coalition, peanuts, or wheat mat- 
tered to the outcome of close to thirty congressional votes. 

The question that arises is why other groups didn't do more to put themselves 
in such a position. The concessions made to agriculture toward the end of the 
debate were not the only concessions offered by the Clinton administration. 
One wonders, for example, why the Am-CIO didn't approach the president 
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with concerns about specific industries and seek additional transition-period 
protection in these areas in exchange for delivering their support for the 
agreement. One can imagine a very different coalition having been put together 
to pass the implementing legislation in such circumstances. Agricultural inter- 
ests could have found themselves irrelevant to the congressional vote, leaving 
the sugar and wheat producers to make their case elsewhere. Curiously, one 
doubts these parties to last-minute concessions were the intended beneficiaries 
of organized labor’s political efforts. 
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8 The Effect of Import Source on 
the Determinants and Impacts of 
Antidumping Suit Activity 
Robert W. Staiger and Frank A. Wolak 

8.1 Introduction 

Given the success with which tariff reductions have been negotiated during 
the postwar period, it is not surprising that the rules which govern the excep- 
tions from the negotiated tariff bindings have replaced the tariff bindings them- 
selves as the central focus of international cooperation in trade policy. No- 
where is this change in emphasis more apparent than in the rising friction 
associated with antidumping law. Accusations that foreign firms are “dump- 
ing” products onto the domestic market and the belief that dumping is injurious 
to the domestic industry are by no means new.’ Almost eighty years ago, such 
accusations and beliefs led the United States to adopt its first antidumping 
legislation, as contained in sections 800-801 of the Revenue Act of 1916. 
While the original intent of the law was to protect U.S. firms from the “unfair 
competition” implied by the alleged dumping practices of the highly cartelized 
and heavily protected German industries of the period (see Viner 1966, 242), 
antidumping law today seems to elicit a much broader usage.* 

With the use and abuse of antidumping law now regularly a central concern 
of both multilateral and bilateral trade negotiations, it is especially important 
to have as full an understanding as possible of the impact of existing antidump- 

Robert W. Staiger is associate professor of economics at The University of Wisconsin-Madison 
and a research associate of the National Bureau of Economic Research. Frank A. Wolak is associ- 
ate professor of economics at Stanford University and a research associate of the National Bureau 
of Economic Research. 

1. Dumping is defined as exporting products to the domestic market at export prices “below fair 
value,” that is, either below the prices of comparable products for sale in the domestic market of 
the exporting country or below costs of production. 

2. This broadening usage was in part facilitated by explicit changes in U.S. antidumping law. 
For example, under the original U.S. law, predatory intent had to be shown to establish a finding 
of dumping. However, the Revenue Act of 1921 dropped the intent requirement. 
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ing laws on the free flow of trade, and of the uses to which antidumping law is 
put in practice. In this regard, several researchers have challenged the view 
that antidumping law restricts trade only when antidumping duties are actually 
imposed, arguing that the threat or even the mere possibility of duties can also 
affect import flows. Here we explore the differences across import sources of 
the uses and effects of antidumping law, accounting for both direct as well as 
possible indirect effects on imports and domestic import-competing output. 

In an earlier paper (Staiger and Wolak 1994) we studied three possible chan- 
nels through which these indirect effects might arise, which, we believe, when 
combined with the direct effects of duties capture most of the trade effects of 
antidumping law. We referred to these three nonduty effects as the “investigation 
effect,” the “suspension effect,” and the “withdrawal effect.” The first refers to 
the trade distortions associated with ongoing antidumping investigations, the 
second to the effects of “suspension agreements” (under which investigations 
are suspended in exchange for a promise by foreign firms to stop dumping), and 
the third to the effects of petitions that are withdrawn prior to a final determina- 
tion. Our empirical findings, which reflected data on the timing and outcome of 
every antidumping investigation that covered a manufacturing industry product 
in the United States between 1980 and 1985, indicated that the investigation 
and suspension effects are substantial. Specifically, we found that suspension 
agreements lead to trade restrictions similar in magnitude to what would have 
been expected if antidumping duties were imposed instead. We found that the 
effect of a typical antidumping investigation is to reduce imports during the 
period of investigation by roughly half the reduction that could be expected if 
antidumping duties had been imposed from the beginning of the investigation. 
We found little evidence to support a significant withdrawal effect. 

Our focus on the broader trade effects of antidumping law also allowed us 
to consider the possibility that different firms might file antidumping petitions 
for different reasons. In particular, we found evidence of two distinct filing 
strategies that appeared to coexist in the data, and we referred to firms as “out- 
come filers” or “process filers,” depending on which strategy they appeared to 
be using. Outcome filers are firms that file antidumping petitions in anticipa- 
tion of obtaining a finding of dumping and the relief that comes with it (either 
antidumping duties or a settlement agreement). Process filers are firms that file 
antidumping petitions not to obtain a dumping finding, but rather to obtain the 
effects that arise solely from the investigation process itself. Our estimates 
suggested that while outcome filers are by far the dominant users of antidump- 
ing law, process filing was the likely strategy used by between 3 and 4 percent 
of the industries in our sample. 

In the present paper we continue this line of research by looking for evi- 
dence of differences in the use and impacts of U.S. antidumping law as it is 
applied to imports from different trading partners. As we discuss in section 
8.2, whether an antidumping petition is initiated for process- or outcome-filing 
reasons should depend not only on the characteristics of the domestic industry 
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but also on the characteristics of the exporting country or countries against 
which the petition is filed. In our earlier work we allowed for the possibility 
that filing strategies might differ across U.S. industries, but we required firms 
in a given industry to pursue a common filing strategy against foreign imports, 
regardless of the country of origin. In this paper we allow the filing strategies 
of firms to be different for different import sources, but we impose the restric- 
tion that firms in all U.S. industries pursue the same overall filing strategy. 
Thus we consider the possibility that U S .  firms may be outcome filers against 
imports from some countries and process filers against others. 

Using this method of analysis we are able to quantify significant differences 
in filing strategies used by U.S. industries against five sets of trading partner 
countries. We also are able to quantify the extent of import and domestic output 
distortions due to the various stages of the suit resolution process for each of 
these five sets of trading partners. Finally, we are able to distinguish between 
regions exporting to the United States that are primarily targets of process 
filings by U.S. industries, as well as those regions that are primarily targets of 
outcome filings by U S .  industries. 

The rest of the paper proceeds as follows. Section 8.2 describes our motiva- 
tion for including investigation, suspension, and withdrawal effects with the 
duty effects when quantifying the impact of antidumping law on imports and 
domestic output. It then describes the different investigation effects expected 
under outcome- and process-filing strategies. We also discuss in this section 
why some countries are more likely than others to be the target of process 
filing by U.S. firms. Section 8.3 then describes our empirical findings. Section 
8.4 concludes. 

8.2 U.S. Antidumping Law 

We begin by making several observations concerning the practice of anti- 
dumping law in the United States which may be helpful to keep in mind. First, 
there are two findings necessary for a determination of dumping: (1) sales of 
imports at less than fair value (LTFV), and ( 2 )  material injury to the domestic 
industry due to these imports. One government agency is assigned to each of 
these determinations-the International Trade Commission (ITC) determines 
injury to the domestic industry and the Commerce Department’s International 
Trade Administration (ITA) makes the LTFV determination. A second point to 
bear in mind is that for each of these decisions there is a preliminary and final 
decision made by each agency. The statutory time allotted for the entire investi- 
gation ranges from ten months to fourteen months under special circum- 
stances. Finally, except in “critical circumstances” (a condition described more 
fully below but in practice rarely met), a final determination of dumping will 
bring the retroactive imposition of antidumping duties on all imports of the 
relevant products which entered the United States on or after the date of the 
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preliminary LTFV finding, provided that the preliminary LTFV finding was 
affirmative (as it was for 93 percent of the products whose investigations made 
it to this stage of the investigation process between 1980 and 1985). With these 
general points in mind we now turn to a discussion of the various potential 
trade distorting effects of antidumping law. 

8.2.1 The Trade Effects of Antidumping Law 

A simple view of the trade effects of antidumping law would hold that trade 
flows are affected by antidumping law only when a petition is filed, dumping 
is found, and antidumping duties are imposed. However, there are a number of 
reasons to believe that this simple view is inadequate and that many of the 
effects of antidumping law are indirect and subtle. We now describe three non- 
duty effects which, we believe, when combined with the effects of duties, cap- 
ture a major component of the possible trade effects of antidumping law. 

The Investigation Effect 

First, it is often claimed (see, for example, Dale 1980, 85-86 and U.S. Con- 
gress 1978, 12, 278) that imports are restricted during the period in which 
an antidumping investigation is taking place. There are two broad hypotheses 
concerning the reasons for and nature of this investigation effect. We refer to 
these two hypotheses as the “outcome-filer” hypothesis and the “process-filer’ 
hypothesis. According to the outcome-filer hypothesis, the investigation effect 
reflects actions taken by domestic importers and/or foreign exporters in antici- 
pation of the duties that would be imposed in the event of a final affirmative 
dumping determination and that would be assessed retroactively back to the 
date of an affirmative preliminary LTFV determination. That is, as noted above, 
an affirmative preliminary LTFV determination carries with it the liability of 
duty assessment for all imports entering thereafter if a final affirmative dump- 
ing determination is subsequently made. Consequently, a preliminary finding 
of LTFV sales would be expected under this hypothesis to lead to a sharp drop 
in imports, with these trade-restricting effects lasting for the remainder of the 
investigation period, as long as the petition was perceived as having a reason- 
able chance of ending in a final dumping determination. 

In addition to a drop in imports coming with an affirmative preliminary 
LTFV determination, the outcome-filer hypothesis carries with it two addi- 
tional implications. First, in light of the possibility of an affirmative prelimi- 
nary LTFV determination and a subsequent falloff in import flows, imports 
might, if anything, be expected to rise somewhat during the first months of the 
investigation in anticipation of this effect. In fact, evidently anticipating this 
possibility, U.S. law provides for an assessment of “critical circumstances” un- 
der which duties can be imposed retroactively back to the date of filing if the 
filing of a petition brings with it a significant import surge. For this reason, 
we would expect any import increase associated with the early stages of an 
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investigation under the outcome-filer hypothesis to be small. Second, under 
the outcome-filer hypothesis, any petitions filed without regard to measures 
important for the final dumping determination would be unlikely to exhibit 
strong investigation effects, since this hypothesis presumes a significant proba- 
bility of a final dumping determination and consequent duty imposition. It is 
for this reason that we refer to this hypothesis as the outcome-filer hypothesis: 
the strength of the investigation effect under this hypothesis reflects the fear of 
retroactive duty imposition in the event of an affirmative final determination at 
the end of the investigation process, and therefore ought to reflect the likeli- 
hood that the final outcome will be a finding of dumping. 

It is also possible that there are investigation effects that do not reflect a 
significant probability of retroactive duty imposition at the end of the investiga- 
tion process, but reflect the effects of the investigation process itself. This em- 
bodies the process-filer hypothesis. In an earlier paper (Staiger and Wolak 
1991) we presented a model in which domestic firms make strategic use of the 
ongoing antidumping investigation of the pricing and sales practices of foreign 
firms to prevent the occurrence of price wars which might otherwise be trig- 
gered by periods of slack demand and low capacity utilization. Our theory 
suggests that domestic firms may value the competition-dampening effects of 
an ongoing antidumping investigation for its own sake, and may file such peti- 
tions when capacity utilization is low with no expectation that they would actu- 
ally result in duties or other remedies. In Staiger and Wolak (1994) we referred 
to such filers as process filers, and noted that (1) the act of filing ought to 
have an immediate trade-dampening effect which lasts for the duration of the 
investigation, distinguishing the investigation effects under process filers from 
those under outcome filers; and that (2) process filers ought to file antidumping 
petitions on the basis of low capacity utilization and little else, and in particular 
should not be concerned with measures important for the final determination 
of dumping, thus distinguishing the filing behavior under process filers from 
that of outcome filers. 

The Suspension Effect 

Turning to the suspension effect, a second way in which antidumping law 
may restrict trade through nonduty channels is through the effects of so-called 
suspension agreements, under which antidumping investigations are sus- 
pended by the Commerce Department in exchange for an explicit agreement 
by foreign firms named in the antidumping petition to eliminate sales in the 
U.S. market at less than “fair value.” Since the intent of a suspension 
agreement is to provide a nonduty alternative by which previous dumping ac- 
tivities can be halted, it would be surprising if there were not a suspension 
effect in the data. A prominent example involving such a suspension agreement 
(though not falling in our sample period) was the 1986 U.S.-Japan Semicon- 
ductor Trade Agreement. 
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The Withdrawal Effect 

Finally, a third way in which antidumping law may restrict trade through 
nonduty channels concerns the withdrawal e f f e ~ t . ~  That is, the imposition of 
antidumping duties or the negotiation of a suspension agreement need not be 
the only outcomes of an antidumping petition for which postinvestigation re- 
lief from imports is secured. In this regard, Prusa (1992) has argued that peti- 
tions which are withdrawn by the domestic industry before a final determina- 
tion can have as restrictive an impact on subsequent trade flows as would be the 
case if a final determination of dumping had been made and duties imposed. 
Essentially, Prusa argues that domestic firms can use the threat of antidumping 
duties, together with the protection from domestic antitrust laws afforded when 
an antidumping proceeding is in progress, to bargain with foreign firms over 
domestic market share, and that the antidumping petition is withdrawn by the 
domestic industry if and when an acceptable bargain is struck.4 

8.2.2 The Targets of Process Filers 

The logic of our process-filer strategy is that domestic firms use the anti- 
dumping investigation process to reduce the temptation of foreign firms to cut 
prices during periods of low capacity utilization. For this strategy to be sensi- 
ble for domestic firms to pursue over our sample period, several conditions 
must be met in the country (countries) against which this filing strategy is 
being used. First, the firms exporting from each country named in the anti- 
dumping petition should comprise a significant share of the relevant U.S. mar- 
ket, since otherwise the threat posed by these firms to the profitability of U.S. 
firms in the event of a breakdown in price discipline is likely to be small. 
Second, the U.S. market share captured by the firms exporting from these 
countries should be relatively stable over the sample period, since otherwise 
the premise of an orderly pricing arrangement, whose breakdown during peri- 
ods of falling capacity utilization can be avoided through the competition- 
dampening effects of antidumping investigations, would be in doubt. Third, 
exporters from these countries should be relatively dependent on the U.S. mar- 
ket for their sales, since otherwise demand shifts in the U.S. market which lead 
to falling capacity utilization of U.S. firms might not lead to a significant fall 
in capacity utilization rates for the foreign exporters (and therefore would not 

3.  In addition, a number of papers (e.g., Anderson 1992, Staiger and Wolak 1992, and Pmsa 
1988) have suggested thai the mere existcnce of antidumping law can have trade effects even in 
periods when no petition is filed. 

4. Agreements between foreign firms and domestic petitioners are permitted under the Noerr- 
Pennington doctrine, which provides exemption from prosecution under U.S. antitrust law. Direct 
conversations between domestic and foreign firms concerning prices or quantities would not be 
protected, so settlements are typically negotiatcd through the Commerce Department (Gary Hor- 
lick, personal communication, 1989). See Prusa (1992) for a detailed analysis of this exemption 
and its implications for the effects of antidumping law. 
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give rise to a significant temptation on the part of foreign exporters to cut prices 
in the U S .  market). 

With these three criteria in mind, the countries likely to be targets of process 
filings in the United States during our 1980-85 sample period are those whose 
export production over this period is predominantly destined for the U.S. mar- 
ket and accounts for a relatively large and stable U.S. market share. On this 
basis, we expect that Canada and Mexico would be the most likely targets of 
process filings from U.S. firms during our sample period. 

8.3 The Uses and Impacts of Antidumping Law 

Analyzing the filing behavior against imports from Canada and Mexico as 
well as against imports from four other regional groupings, we find evidence 
in the filing behavior and in the nature of the trade impacts which accompany 
filing to suggest that Canada and Mexico were indeed the most likely targets of 
antidumping petitions filed under the process-filing strategy during our sample 
period. That is, the pattern of filing by U.S. firms against imports from Canada 
and Mexico is primarily predicted by low levels of capacity utilization, and the 
impact of the investigation on trade flows is to reduce the rate of imports during 
the entire period of investigation. The regions against which the filing strategy 
of U.S. firms and the nature of the associated trade impacts seem most consis- 
tent with our outcome-filing view of antidumping suit activity are Western 
Europe and the region composed of Japan and the newly industrialized coun- 
tries (NICs) of East Asia. That is, the pattern of filing by U.S. firms against 
imports from these regions is predicted by a broader set of variables which 
enter into the final determination of dumping, and the impact of the investiga- 
tion on trade flows is to reduce the rate of imports only at the point of a prelimi- 
nary LTFV determination. 

As for the differing effects of investigation outcomes on postinvestigation 
imports and domestic output, our parameter estimates imply that the imposi- 
tion of antidumping duties against any region strongly reduces imports of the 
products involved, while the response of domestic import-competing output 
is positive but less precisely estimated. Petitions against a region which are 
subsequently withdrawn appear to have no lasting effects on imports or domes- 
tic output, confirming our earlier findings (Staiger and Wolak 1994). Finally, 
the paucity of suspension agreements in our sample makes it difficult to assess 
regional differences in their impacts on postinvestigation imports and domestic 
output (the Japan-NICs region, for example, did not negotiate any suspension 
agreements with the United States during our sample period). 

We can use our estimates to provide a rough idea of the magnitudes of all 
the trade-distorting effects, by region and by type of effect, that are associated 
with the use of antidumping law during our sample period. For our sample of 
industries and for the six years of available data, the total amount of U.S. im- 
port reductions from all investigation effects against Western Europe amounts 
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of approximately -0.05 percent of total (multilateral) U.S. imports over the 
sample period, while the total distortions attributable to postinvestigation ef- 
fects against Western Europe is - 1.14 percent of total imports over the sample 
period. For Japan and the NICs, the distortions to U.S. imports from investiga- 
tion and postinvestigation effects from petitions against this region amounts to 
0.87 percent and -2.31 percent, respectively, of total U.S.  import^.^ For both 
these regions, the major import distortions associated with the use of anti- 
dumping law are attributable to postinvestigation effects. For Mexico and Can- 
ada, on the other hand, the relative importance of investigation and postinvesti- 
gation effects is reversed: the distortions to U.S. imports associated with 
investigation and postinvestigation effects of petitions against Mexico and 
Canada are -0.84 percent and -0.25 percent, respectively, of total U.S. im- 
ports. This conforms to our findings that U.S. firms appear to be outcome filers 
against Europe and Japan and the NICs, and hence the main import restrictions 
come with the explicit remedies provided by the law (duties or suspension 
agreements), while U.S. firms appear to be process filers against Mexico and 
Canada, and hence the main import restrictions come from the investigation 
effects. 

A final implication of our process-filer/outcome-filer distinction is that the 
frequency with which outcome filers ought to secure duties should be substan- 
tially higher than for process filers. To investigate this hypothesis we computed 
the per-suit level of duty activity against Mexico and Canada, the region 
against which US. firms appear to be process filers. We then repeated this 
same calculation for Europe and Japan and the NICs, treating this as the aggre- 
gate region against which U.S. firms appear to be outcome filers. Dividing the 
“outcome filer ratio” by the “process filer ratio” yields 3.73, suggesting that in 
our sample, a product-level antidumping petition is 3.73 times more likely to 
end in duties when it is filed against firms in Europe, Japan, or the NICs than 
when it is filed against firms from Canada or Mexico. This result is consistent 
with the view that suits against Canada and Mexico are filed less for the even- 
tual protection provided by duties than are suits against Europe and Japan and 
the NICs. 

8.4 Conclusion 

Our cross-country analysis of the determinants and impacts of antidumping 
suits has revealed a substantial amount of heterogeneity among the different 
trading regions. Against Western Europe and Japan and the NICs, the use of 
antidumping law appears to be consistent with the view that firms file in expec- 
tation of obtaining relief via antidumping duties or suspension agreements- 

5. The positive boost to U.S. imports associated with investigation effects of petitions against 
Japan and the NICs reflects the fact that the effect of filing on imports is positive and relatively 
large and that the effect of an affirmative preliminary LTFV determination, while negative, does 
not persist long enough to reverse this cumulative positive effect. 
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outcome filers in our nomenclature. This is suggested by the pattern of filing 
against these regions, which appears to reflect a concern for meeting the injury 
requirements necessary to secure a finding of dumping, as well as by the im- 
port and domestic output responses to filing and the various phases of the suit 
resolution process. But we have also argued that a distinctive filing strategy 
against Canada and Mexico would be expected on a priori grounds, and in 
particular that Canada and Mexico are the most likely targets of process filing 
by U S .  firms during our sample period because their export production is pre- 
dominantly destined for the U S .  market and accounts for a relatively high and 
stable U.S. market share. We find evidence in the use of antidumping law 
against Mexico and Canada which is consistent with our process-filer logic, 
where firms file primarily to obtain the protection afforded during the investi- 
gation process itself. This is supported by the pattern of filing against these 
countries, which appears to be driven primarily by the level of capacity utiliza- 
tion but is unrelated to  other observable measures of injury, as well as by the 
import and domestic output responses to filing and the various phases of the 
suit resolution process. 
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9 Implications of the Results of 
Individual Studies 
Anne 0. Krueger 

The experience with protectionist pressures and protection in the seven indus- 
tries reported on here, along with the cross-section evidence gleaned from In- 
ternational Trade Administration-International Trade Commission (ITA-ITC) 
cases, suggest a number of hypotheses. 

For economists, some of the important lessons emerge from conclusions 
regarding the determinants of protection. The Staiger-Wolak findings, the anal- 
ysis of decisions regarding lumber, the determinants of influence in affecting 
NAFTA, and, indeed, all the other studies point strongly to the influence of 
political strength (generally unrelated to considerations of static or dynamic 
efficiency and even to income distribution arguments often heard) as a major 
determinant of protection. This appears to be so even for the administered pro- 
tection processes, which in theory are governed by legal considerations set out 
in law. 

From the perspective of politicians and policymakers, this conclusion will 
hardly appear surprising. From the viewpoint of the public interest, however, 
it raises significant questions as to the feasibility of devising institutions or 
mechanisms which can differentiate between those seeking protection out of 
narrow self-interest and those cases in which industrial protection might be 
warranted because of the sorts of considerations to which the ‘hew trade the- 
ory” points. For economists concerned with framing policy, therefore, ques- 
tions as to the capacity of the political process to be constrained in ways which 
enable trade policy to respond to broader interests must be addressed. 

Anne 0. Krueger is professor of economics at Stanford University and a research associate of 
the National Bureau of Economic Research. 

I .  But the law itself permits the International Trade Commission only to consider factors within 
the industn1 in determining outcomes: from the viewpoint of economic theory. evaluation should 
surely take into account the effects on the American economy as a whole. and not simply on the 
industry receiving protection. 
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In the volume arising out of the project, these and related issues are dealt 
with at much greater length, Here the focus is on the findings from the individ- 
ual studies relevant for the policy-making community regarding current trade 
policy formulation and practice. 

A starting point must be a brief survey of the salient findings from the indi- 
vidual studies. Thereafter, I address the key questions they raise for policy 
formulation and execution. 

9.1 Findings from Individual Studies 

9.1.1 Automobiles 

From a policy perspective, perhaps the key findings arising from the auto 
study center on the effects of protection on the industry. It seems clear that 
voluntary export restraints (VERs) on Japanese automobiles did not achieve 
the results the automakers apparently hoped for: on one hand, the VER was 
largely offset initially by a decline in demand (as a result of the recession), thus 
making the VER ineffective, and later it resulted in higher profits for Japanese 
companies (thus strengthening their competitive position) as well as increased 
imports from other countries. Nelson’s analysis convincingly demonstrates that 
the turnaround for US .  automakers was a result of competition, and not of 
protection per se. 

It should also be noted that VERs were adopted when administration offi- 
cials began to be concerned that congressional pressures would otherwise re- 
sult in an even more protectionist outcome: there were bills pending in Con- 
gress that would have mandated even more restrictive measures governing auto 
imports than the VERs on Japanese automobiles. Thus the fact that VERs were 
employed does not at all prove that the administration was in the forefront of 
those seeking more protection: the administration moved to forestall congres- 
sional action. 

9.1.2 Steel 

Like automobiles, steel appears to have been experiencing economic diffi- 
culties in large part because the earlier high degree of industry concentration 
and world preeminence had left it very comfortable, unaccustomed to re- 
sponding to competitive challenges from other sources of supply. 

There are several other aspects of the experience with steel that are of inter- 
est. First, it is not evident whether the various protectionist measures imposed 
on steel imports did in fact help the domestic industry. Second, a new technol- 
ogy-the emergence of minimills-resulted in greatly reduced cohesion 
within the industry in seeking protection. Moreover, some steel users became 
active opponents of steel protection. This is a clearcut case where the “indirect” 
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effects of protection are important, and the only instance in the seven studies 
where using industries became at all significant as opponents of protection. 
Third, when the steel industry was still cohesive in seeking protection, it used 
the administered trade processes, antidumping and countervailing duties, as an 
instrument to induce the executive branch to take action. Finally, the effective- 
ness of a well-organized and cohesive industry effort (for or in the case of steel 
users, against) in lobbying for a desired outcome was certainly important in 
the steel industry. 

9.1.3 Semiconductors 

The semiconductor industry represents another instance where administered 
trade processes were used to induce the American and Japanese governments 
to agree upon a VER rather than permit the administered protection process to 
reach its conclusion. It also represents another instance in which a number of 
questions may be raised as to whether the protection that resulted helped the 
U.S. industry: profits were increased for existing Japanese firms, thus enabling 
them to invest in the next generation of chips that much sooner; third-party 
effects were important as Korean firms were attracted into the industry by the 
higher world prices; and Japanese firms located plants within the United States 
to avoid U.S. protection. 

Although the opposition of downstream users of semiconductors proved im- 
portant in limiting the extent of protection, the semiconductor negotiations 
raise significant questions as to the extent to which U.S. trade policy can be 
driven by the interests of one or a few firms. As Douglas Irwin notes, at one 
point, the position of the U.S. Trade Representative (USTR) was that of one 
firm (Micron), and the industry held virtual veto power over negotiated 
agreements. 

9.1.4 Textiles and Apparel 

The very fact that the textiles and apparel industry has been protected since 
the mid-1950s raises questions about the efficacy of protection as an instru- 
ment to achieve the goals desired by the industry. Employment was declining 
before the industry received protection; when it did receive protection, new 
plants opened in the South but plants in New England closed. One analysis 
suggests that protection accelerated the rate at which the industry relocated to 
the South (Isard 1973). 

The evolution of the protection of the industry also attests to the extent to 
which an instrument, once in place, tends to become more complex over time 
as more and more groups attempt to seize it for their own purposes. Finally, 
J. Michael Finger and Ann Harrison point to the coherence of the industry’s 
organization and lobbying activities: they attribute some of the restrictiveness 
of the Multi-Fibre Arrangement (MFA), as well as its perpetuation, to that ef- 
fectiveness. 
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9.1.5 Lumber 

As Joseph Kalt demonstrates, Canadian policy toward lumber results in in- 
tramarginal transfers, but economic analysis demonstrates fairly clearly that it 
does not affect exports to the United States. Despite that, the U.S. industry has 
been able to appeal to the administered protection process to achieve protec- 
tion which, in that instance, Kalt judges to be of substantial benefit to the in- 
dustry by raising the United States’ price of lumber. 

In evaluating the arguments that are effective in achieving a ruling favorable 
to the industry seeking protection, Kalt finds that the political influence of the 
participants is a significant factor in determining the outcome: that is, when 
the potential gains from winning are significant and the group seeking protec- 
tion is politically influential, protection is more likely to follow from the 
process. 

9.1.6 Wheat 

The wheat Export Enhancement Program (EEP) subsidizes wheat exports. 
The economic benefits to wheat growers are small relative to the cost of the 
subsidies, and the question is why, in the absence of a strong rationale, these 
subsidies have persisted since their initial introduction. 

Bruce Gardner points to the unity between the farmers and agribusiness as a 
key factor in  achieving continuing support for the EEP. Notably, also, domestic 
wheat users have not opposed the program. The fact that EEP supporters are 
well organized and effective in their political representation has been im- 
portant. It is also significant that the program was found to be budget-neutral 
(because of the existence of large government stocks), which enabled Congress 
to support the program without budgetary consequences. 

9.1.7 Agriculture in NAFTA 

Whereas the EEP affects only one group of farmers, negotiations over 
NAFTA potentially affected many groups. Analysis of the positions of various 
farm groups and the determinants of the degree to which groups received bene- 
fits under NAFTA is therefore informative as to the relative strength of differ- 
ent groups. 

Perhaps the most significant result to emerge from an analysis of the factors 
influencing the outcome for different agricultural commodities under NAFTA 
is the starting point for David Orden’s analysis: it was predetermined that, at 
the end of a (fairly long) transition period, all agricultural protection between 
the United States and Mexico would be removed. That decision, in an im- 
portant way, set the agenda and determined the context in which various ag- 
ricultural groups could attempt to influence the outcome: they could slow down 
the process but not stop it. 

A second significant result of the analysis of the determinants of NAFTA is 
the extent to which those who remained “moderate” until the final moments 
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before the NAFTA accord reached Congress were able to extract relatively 
large gains (in terms of their narrowly defined self-interest) in return for their 
support. Sugar producers, for example, did well because of their willingness 
to compromise. 

9.2 Questions for Policymakers 

From the perspective of policy analysis, these findings raise several key is- 
sues. First is the extent to which protection achieves the results its supporters 
hope for, even within their own industries. Second is the extent to which cur- 
rent U.S. trade law and implementation appropriately reflect U.S. interests and, 
related to that. the questions that arise regarding the frequent failure of user 
groups to be represented when policy is formulated. Third. the importance of 
industry unanimity and the absence of opposition from user groups as an im- 
portant determinant of protection raises a number of questions. While “politi- 
cal strength” matters greatly to an industry’s ability to receive protection, that 
strength can rest on factors other than industry size or even the importance to 
the industry of receiving protection. Political strength can result from being 
strategically positioned in the middle of an issue-those in such a position 
may not be the ones with the most to gain or lose. Fourth, direct winners and 
losers from protection are not all equal in their attempts to influence the pro- 
cess. In that sense, good lobbying, effective organization, and the means of 
seeking political representation all matter. Finally, from several of the studies 
it emerges that once the battle for protection is initially won, the bamer to 
continued protection is greatly reduced. 

9.2.1 Does Protection Help the Protected Industry? 

There has been protection for textiles and apparcl since the mid- 1950s. The 
first such measure was termed the “Short-Term.” Despite that, the industry has 
chronically complained that protection is “inadequate” and does not “help 
enough.” Despite increasing restrictiveness, especially in the late 1980s, pro- 
tests from the industry have not diminished. 

Protection for automobiles (also in the form of voluntary export restraints) 
does not appear to have reversed the fortunes of the U.S. automobile industry: 
Douglas Nelson concludes that competition was the important stimulant.’ The 
same questions can be raised about the semiconductor agreement (although 
industry representatives appear to believe that they were assisted by the semi- 
conductor agreement). For steel, a technological change-the emergence of 
the minimills-scems to have been important in affecting the industry: it is 
questionable how much the old integrated mills benefited from VERs on steel 

2. See Schcrer (1992). Scherer notes that firms in general react more “passively” to foreign 
competition when trade barriers are in place and, because of that, have less satisfactory perfor- 
mance. 
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imports. Even in the case of wheat, Gardner believes that the Export Enhance- 
ment Program arguably did little for wheat growers, and certainly did less than 
their enthusiastic support for the program suggests they believed it would. 

Among the protected industries studied in the NBER project, then, there is 
only one instance in which the author believes that U.S. producers unequivo- 
cally benefited: lumber. In all the others, it cannot be persuasively argued that 
the protection accorded an industry was important in turning its fortunes 
a r ~ u n d . ~  This does raise important questions about the efficacy of protectionist 
trade policies, even in assisting the industries that seek protection. To the extent 
that trade barriers give producers false assurances, they may indeed be counter- 
productive from the industry’s perspective in the long run. 

9.2.2 Does Current Trade Law Reflect U.S. Interests? 

There are powerful grounds for arguing that the United States is so im- 
portant in the international economy that its actions significantly affect the 
actions undertaken by its trading partners. Certainly other countries have re- 
cently been adopting “unfair trading” laws covering countervailing duties and 
antidumping that are patterned after U S .  law.4 

The United States clearly has a systemic interest in an open international 
trading system that by far outweighs the benefits (if any) that can be achieved 
from individual affirmative findings in administered protection cases, the im- 
position of VERs, and other protective measures. Even if protection through 
any of these channels could be shown unequivocally to benefit the American 
economy, questions could still be raised about the total effect when repercus- 
sions on foreign countries are taken into account. 

Quite aside from that overarching concern, however, there are grounds for 
concern about the impact of protection that are not recognized in political de- 
bates about trade policy and in the criteria used in U.S. trade law for determin- 
ing whether protection is warranted. A first and obvious omission, long noted 
by economists, is that the interests of final consumers are not represented. In 
political debates, this is no doubt a reflection of the organization costs among 
large numbers of individuals, each of whom has a small amount to gain if a 
particular product’s price is lower. 

However, even more surprising is the fact that under U.S. trade law, the ITC 
is not empowered to take consumer interests into account in its findings with 
respect to administered protection. Moreover, the ITC is not even permitted to 

3. NAFTA is only now going into effect, and therefore the question of the benefits to different 
agricultural groups cannot be addressed. 
4. There are a number of criticisms that can be made of US. trade laws, in addition to those 

made here. Chief among them are: (1)  the law is administered in ways which provide protection 
even during the period when litigation is proceeding-the Staiger-Wolak finding; (2) the proce- 
dures for construction of costs, and other aspects of administrative procedures, can result in find- 
ings of “selling below cost” even when the foreign firm is not doing so; and (3) there are circum- 
stances in which foreign firms can be found guilty of practices which, if adopted by an American 
firm, would be legal. See the essays in Boltuck and Litan (1991). 
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consider the impact of protection on other American industries, including us- 
ers of the product.s Thus, even if economists could convincingly show that 
the effect of protection on other American industries was quantitatively more 
harmful (because, for example, of a loss of competitiveness vis-A-vis imports) 
than the benefits6 to the prospectively protected industry, that would not consti- 
tute sufficient evidence to reject protection. 

It should be noted that the failure to consider the “general equilibrium” con- 
sequences of protection is a characteristic of political debates on protection as 
well. Debates over protection for steel and machine tools come to mind as 
particularly telling examples where the products are purchased primarily by 
other producers and increased prices inevitably raise their cost structure. But 
the experience with semiconductors-where producers of personal computers 
discovered that they would be at a significant disadvantage vis-a-vis their for- 
eign competitors-also vividly illustrates the point. 

Even when users are not concentrated in a few industries, the effects on 
other industries of raising costs can be significant. Yet in all these instances, 
the political process treats protection to the industry seeking it as something 
that can be accomplished without harming other sectors of the American econ- 
omy. Not only is protection itself an economic act of discriminating against 
the many in favor of the few, but the political and administrative criteria used 
for awarding protection are biased in that direction. While it might be the case 
that, for example, society deems that the benefits of protection to apparel ex- 
ceed the costs, a procedure (or rules of political discourse) which at least per- 
mitted these costs to be taken into account would be far preferable to present 
practices. 

9.2.3 There Will Be Protection when the Industry Is Unanimous 

Perhaps the most intriguing finding arising from the studies and from discus- 
sions with policymakers is the reluctance of using industries to oppose protec- 
tion, and the general belief that protection will be granted when the industry is 
unanimous in supporting it.’ 

The most effective defense against protection would appear to be a division 
within the industry. The most vivid example of this among the NBER cases is 
steel, where prospects for protection diminished substantially after the owners 
of minimills opposed it. For semiconductors as well, industry unanimity was 
not achieved prior to the mid-1980s: until that time, the industry’s efforts to 

5.  There is the question, of course, as to why users do not oppose the imposition of protection 
on their inputs. As seen in Moore’s analysis of steel, they can so oppose (if the protection sought 
is through VERs, but not if it is through the ITC), but it seems to require a fairly major stake in 
the outcome to induce the necessary organization. 

6 .  It is assumed here that the benefits of protection to the protected industry are positive. As 
indicated above, however, even this assumption may be suspect. 

7. This regularity was noted by several of the “witnesses” when participants in the projects 
met with policymakers in Washington, D.C., in July 1993. The same point has been made by 
Milner ( 1988). 
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obtain protection had failed. Evidence from other sources and all analysts’ 
accounts point to the same conclusion. 

This raises a number of interesting, and unanswered, questions. Why, for 
example, did the auto industry-a major steel user and itself in difficulty- 
not oppose steel VERs in the early 1980s? Why did it take until the late 1980s 
for producers of agricultural machinery to finally oppose continued protection 
for steel? And, to cite another example, why do apparel makers side with textile 
manufacturers in seeking protection when, as using industries, their interests 
in textile protection would appear to diverge?8 

When policymakers were queried in this regard at the project meeting in 
Washington, responses generally focused upon a “gentleman’s agreement,” or 
understanding, that each industry would not protest others’ protection, but 
rather seek its own (implicitly, unopposed). If such is the case, questions arise 
as to how such tacit understandings came about. If there are not such implicit 
understandings, the puzzle remains as to why opposition is not more fre- 
quently voiced. 

9.2.4 Good Lobbying and Organization Do Matter 

Short-term economic interests generally determine the side on which vari- 
ous interest groups fall in pressuring for or against protection. However, some 
groups are better organized, or more readily organized, than others. The corre- 
lation between the magnitude of economic interests and the effectiveness of 
organized lobbying efforts does not appear strong. Some groups that might 
benefit from protection (or its removal) do not appear well organized, while 
others are extremely effective. 

J. Michael Finger and Ann Harrison point to the well-organized efforts of 
the textile and apparel groups as a key factor in their achieving as much protec- 
tion as they in fact receive. Michael Moore’s discussion shows the importance 
of effective organization and lobbying in seeking and maintaining pro te~t ion .~  

Protection for the semiconductor industry appears to have been another in- 
stance in which a well-organized industry group was crucial to the achieve- 
ment of protection. Once there was opposition from users (the personal com- 
puter assemblers, who had to compete with foreign assemblers), the degree to 
which the industry could seek to achieve protection diminished. 

In this regard, however, perhaps the most interesting and telling cases among 
the studies are those concerning agriculture: maneuvering regarding the time- 
table for reduced protection to agriculture under Mexican entry into NAFTA 

8. Here, of course, a possible answer might be that the two industries together form a more 
effective lobby that can achieve more than either could separately, and that the joint gains exceed 
the potential if cach goes it alone. 

9. Thc nceded degree of effectiveness is clearly greater for achieving initial protection than for 
perpetuating i t .  Even when protection is perpetuated, however, it can be restrictive to varying 
degrees. A more effective lobby will, presumably, achieve greater restrictiveness than a less effec- 
tive one. 
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was heavily influenced by the pressures that different producer groups were 
able to bring to bear. Likewise, the wheat growers were able to organize to 
achieve the Export Enhancement Program in ways that other farm groups ap- 
parently were not. 

9.2.5 Past Protection Matters 

The evidence from these studies and elsewhere strongly suggests that the 
existence of a protectionist instrument-VER, EEP, sugar quota, or what- 
ever-in the past strongly increases the ease with which protection may be 
obtained today. Stated otherwise, the expected level of protection in the future 
is higher, for the same industry characteristics, (1) if the industry received pro- 
tection in the past and (2) the higher the level of protection was in the past. 

Clearly, each round of MFA negotiations started with the preceeding level 
as a base: much of the industry’s lobbying efforts were directed to achieving 
heightened protection. Likewise, Gardner points to the ease with which the 
wheat growers were enabled to achieve a renewal of the EEP, contrasted with 
the initial barrier to obtaining it. A semiconductor agreement with Japan in 
1991 was far easier to obtain because there had been one in 1986. The history 
of protection for steel in the 1970s made it easier for the industry to persuade 
the U.S. administration to negotiate again. 

9.3 Interrelationships 

Each of these key findings, which are spelled out in considerably greater 
detail in the conference volume, has implications for policymakers. They are, 
however, interrelated and when taken in the aggregate suggest that current 
practices regarding protection may be widely at variance with considerations 
of the public good or economic efficiency. 

Questions concerning the efficacy of protection in directly improving an 
industry’s fortunes become even more pressing when it is recognized that the 
indirect negative effects are not adequately taken into account. Conversely, the 
economic costs of failing to examine indirect effects of protection loom larger 
if questions arise concerning the sign and magnitude of direct effects. 

When consideration is further given to the proposition that using industries 
that may be harmed by protection are reluctant to protest, economic efficiency 
may be further diminished when a unanimous industry seeks protection as a 
perceived means of alleviating its problems. When effective organization and 
political clout are then important in determining outcomes, there is a further 
delinking of economic efficiency from the granting of protection. 

Add to these considerations concerns as to the “fairness” of the administered 
protection laws, and it seems clear that questions must be asked about the de- 
gree to which current U.S. trade policy achieves objectives that are in the inter- 
est of the American people and economic efficiency. 
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