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It is one thing to recount develop-
ments that arguably are evidence of a
growing US trade protectionism. It is
quite another thing, however, to explain
protectionism. In the following pages
we shall summarize the main explana-
tions that have been advanced, and at-
tempt to weigh their significance. For
the purpose of simplicity, these will be
grouped under two main headings: mac-
roeconomic explanations, and political
ones. In our concluding paragraphs, we
shall survey some additional systemic
considerations.

Macroeconomic causes

No single macroeconomic factor can be
isolated in explaining the rise of the
new protectionism in the United States;
rather, there are a number of interre-
lated factors that collectively account
for this phenomenon. These factors we
analyze separately, although we think it
important to stress their interrelated-
ness.

Perhaps the most direct explanation
has been the soaring US trade deficits of
the 1980s. The United States experienced
continuous trade surpluses from 1894 to
1970. Since 1970, however, deficits have
become the norm,! and they became wor-
risome in the late 1970s, when the deficit
hit $30 billion (GUSD) a year.2 Even then
the United States continued to enjoy a
surplus in manufactured goods, although
a hefty oil-import bill caused the mer-
chandise-trade account to slip into defi-
cit3 The trade deficit - including manu-
factured goods - was growing at alarming
rates by the mid-1980s, reflecting both a
stagnation in exports and a surge in im-
ports. Total US exports fell slightly in the
period from 1980 to 1985 from 224.3
GUSD to 214.4 GUSD, whereas imports
shot up in the same period from $249.8 to
338.9 GUSD.4

The importance of the trade deficit as
a generator of protectionism cannot be
overstated, for its sheer enormity has
alerted the US public and politicians to
the importance of trade policy, fostering a

climate within which protectionist senti-
ment could not help but flourish. The
trade deficit has now become a barometer
of US economic prowess in the minds of
many Americans, with implications ex-
tending far beyond the sphere of political
economy.> Until it falls to a politically ac-
ceptable (if necessarily imprecise) level,
the pressure for protectionism can be ex-
pected to remain strong.

What accounts for this trade deficit? In
part, the answer lies in the fact that the
US economy has become significantly
more integrated into the world economy.
The most dramatic evidence of this can
be seen in the figures for exports and im-
ports as a share of GNP at the beginning
of each of the past four decades. Exports
as a percentage share of GNP were 6.3 in
1950, 7.7 in 1960, 9.2 in 1970, and 19.7
in 1970. The comparable percentage
shares for imports were even more dra-
matic: 5.6, 5.8, 8.7, and 21.7.6 In other
words, the importance of trade has more
than doubled since the start of the 1970s.

Further evidence of the international-
ization of the US economy can be
gleaned from figures showing that 40 per-
cent of farmland is now devoted to ex-
ports, that one-sixth of all jobs in manu-
facturing are tied to exports, that between
25 and 33 percent of the profits of US
corporations come from their interna-
tional activities, and that imports account
for more than half of US needs in 24 of
the 42 most critical primary products.’

The importance of these figures de-
rives from the fact that US goods are now
facing increasingly strong competition
from imports; according to one estimate,
70 percent of all US goods production
now face foreign competition.® Thus, the
potential for protectionism has grown be-
cause the number of industries affected
by foreign trade has increased at the same
time that international competition has
become fiercer and macroeconomic
forces have put pressure on the US econ-
omy.



A dramatic stimulus to protectionism
was supplied by the overvalued US dollar
during the first half of the 1980s. Be-
tween 1980 and February 1985, the trade-
weighted dollar rose by an incredible 70.2
percent, reaching a level that put the dol-
lar 40 per cent above the value where US
products could be deemed broadly com-
petitive.? The cause of this inheres chiefly
in the US budget deficit, which has neces-
sitated high domestic interest rates that in
turm have attracted large capital inflows
and driven up the currency’s value. There
were other factors to consider as well. For
instance, as the dollar was rising in value
during the early Reagan administration no
attempt was made by the White House to
intervene in international currency mar-
kets to stabilize its value. The West Ger-
mans and the Japanese did intervene, but
their efforts proved ineffective without
complementary US actions.!® Moreover,
the nervousness of many investors re-
garding the LDC debt crisis, coupled with
the obvious pro-business orientation of
the new Reagan admistration made the
dollar seem a safe haven indeed for in-
vestment at the start of the 1980s.

The overvaluation of the dollar had
powerful effects that contributed greatly
to the rise of protectionism within the
United States. US exports became over-
priced and incompetitive, and imports be-
came cheaper and more attractive. In ad-
dition, competition from imports reduced
domestic investment, and the return on
foreign investments fell. Coupled with
this is what some economists see as a link
between the overvalued dollar and the
growth of unemployment: Deaudorff and
Stern, for example, suggest that for every
percentage point drop in US price-com-
petitiveness, the trade deficit rises by 3
GUSD and 70 000 people become un-
employed.!! Together, these factors can
be seen to have contributed to the rise in
protectionism by increasing the trade def-
icit and, with it, the pressure on import-
competing industries.

There is another consideration to bear
in mind when discussing the rise in pro-

tecsionism resulting from the overvalued
dollar: the “ratchet effect.” This holds that
whenever a currency becomes overvalued
for a prolonged period there will be an
increase in the level of protectionism;
however, when the currency returns to
equilibrium or becomes undervalued, the
protectionism does not disappear. Instead,
the level of protectionism “ratchets” up-
wards every time a currency gets overval-
ued.12

The importance of the overvalued dol-
lar in the rise of US protectionism is sug-
gested when one seeks to explain why the
trade deficit would not immediately im-
prove once the dollar began to fall. The
reason can be found in an economic con-
cept called the J-curve, which is associ-
ated with the argument that over the short
term (18 months to two years) the effect
of a devaluation will be to worsen a trade
imbalance.!3 The J-curve, although not
actually “keeping” the US trade deficit
higher than it otherwise would have been
after the dollar began to fall in September
1985, might nevertheless be said to have
made an indirect contribution to the rise
in protectionism.

A macroeconomic factor that deserves
to be singled out for discussion in this
context is high interest rates. The United
States has been forced to raise interest
rates in order to restrain inflation and fi-
nance its 200 GUSD budget- ary deficit.
The effect of this rise has been accentu-
ated by Japanese economic policies. In
the 1980s Japan has been following a re-
verse economic policy mix from that of
the United States, one characterized by
tight fiscal but loose monetary policy, and
low interest rates. This resulted in a
wider-than-normal differential between
the two countries’ interest rates; hence
capital flowed into the United States
faster than it otherwise might have.

High US interest rates contributed to
the rise of protectionism in two main
ways. First, they made it very attractive
for international investors and currency
traders to purchase dollar-denominated
assets. With the US economy drawing in

foreign capital, the dollar’s value was
forced upward, in turn increasing the
pressure for protecionism. Secondly, the
rise in interest rates increased the debt-
servicing costs of those countries that
owed money to US banks. This meant
that many heavily indebted Third World
countries, particularly those in Latin
America, were forced to restrict imports
severely to prevent a worsening of their
balance of payments. In 1982, for exam-
ple, Mexico, Chile, and Argentina all
halved their imports, and the LDCs as a
whole cut their trade deficits by 14
GUSD.!* The effect of this on US exports
to Latin America was disastrous: in only
two years (1981 to 1983) the US trade
balance with Latin America shifted from
a 7.5 GUSD surplus to a 14 GUSD defi-
cit.15 Thus, high interest rates contributed
to making it more difficult for the United
States to export to the heavily indebted
Latin American countries.

Parenthetically, interest rates have also
contributed to the rise in US protection-
ism in the period during which the dollar
began to fall. The reason for this is that
falling interest rates and the huge budget
deficit encouraged domestic consumption
and thus the demand for imports, which
normally should have fallen along with
the dollar.16

No analysis of the rise of protection-
ism in the United States can overlook the
increasingly strong international competi-
tion facing US companies in a range of
products. This competitive problem is not
unique to the United States, but rather is
part of a widespread change that has been
occurring in the international trading sys-
tem. In the 1960s and 1970s Japan and
the NICs experienced spectacular growth
in their manufacturing sectors, combined
with an even more rapid growth in their
share of world trade. Collectively, the
NICs’ share of world trade grew from 6
percent in 1970 to 11.4 percent in 1983,
with South Korea, for example, experi-
encing 28.8 percent annual growth of ex-
ports from 1960 to 1977.17 The NICs’
success in particular sectors was even
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more spectacular (See table 1). In the tex-
tile sector, and despite ever-growing pro-
tectionism, developing countries were
able to increase their share of US con-
sumption from 7.3 percent in 1973 to
17.4 percent by 1981. Similarly in the
steel industry, developing countries in-
creased their share of the US market from
5 percent in the 1960s to 26 percent by
1982.1% Clearly, a systemic change had
taken place in the international trading
system, and the United States was feeling
the effects.

How does this systemic change relate
to the rise of US protectionism? In two
ways. First, fiercer international competi-
tion has increased the number of US in-
dustries that have been hurt by imports,
and this in turn has meant that the constit-
uency for protectionism has grown. This
is especially the case in the huge steel
automotive, and textile sectors, but many
smaller industries have also been af-
fected. Secondly, numerous US industries
have suggested that although they could
compete against fairly traded goods, they
are increasingly forced to compete
against unfairly subsidized foreign prod-
ucts. This perception has generated sup-
port for protectionism because it has led
to calls for tougher trade-remedy laws
and more vigorous application of the ex-
isting laws.

Because the perception that US indus-
tries are facing unfair international com-
petition is so tenaciously and widely held
in Washington, it is useful at this junc-
ture to comment briefly on its validity.
The evidence is not conclusive in either
direction, largely because there is so lit-
tle agreement on what constitutes a sub-
sidy. All we shall do here is to summa-
rize briefly the arguments of both sides
of this debate.

The idea that the United States has
faced unfair international competition is
based on the assumption that it subsi-
dizes its production to a lesser degree
than its major trading partners. This po-
sition is articulated by Gary Hufbauer
and Joanna Erb, who argue that indus-
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trial subsidies in the United States have
consistently been lower and have risen
less rapidly than have those of its major
trading partners, and that official export
credit authorizations have also been pro-
portionately lower (See tables 1 and 2).19

The claims of this side of the debate
are buttressed when one examines such
phenomena as the impact of the European
Common Agricultural Program on US
farm exports, the lack of adequate inter-
national protection for intellectual prop-
erty rights, or the use of export targeting
by any number of states.

The contrary view asserts that com-
plaints about unfair competition are
merely a cover for increased protection-
ism. Supporters of this position point
out that sectors protected by overt non-
tariff barriers include 34 percent of
US manufactures, compared to 10 percent
in Canada, 20 percent in Germany, 32
percent in France, 34 percent in Italy, 22

percent in the United Kingdom, and only
7 percent in Japan. It is particularly unf-
air, they argue, to single out Japan as
being a prominent unfair trader: Japan has
abandoned the infant-industry protection
that it once practised, its tariffs and overt
non-tariff barriers are on the whole as low
as or lower than those of the United
States, and it imports more as a percent-
age of GNP20

Moreover they note that although “un-
fair” competition is never adequately de-
fined, it is nonetheless used in a way that
implies that costs of production could or
should be equalized. Taken to its logical
conclusion, they say, this would mean
that comparative advantage would be
eliminated and trade would virtually
cease.2! It should also be kept in mind
that the United States recovered from the
recession of 1981 and 1982 sooner than
did most other countries. The effect of
this was that the global demand for im-
ports grew unevenly, with the United

Table 1

OECD imports of manufactures from the NICs, 1963 and 1977 (per cent)

Commodity Group

All manufactures

Paper

Chemicals

Machinery (non-electric)

Transport equipment

Iron and Steel

Non-metallic mineral manufacturing
Manufactures of metal

Rubber manufactures

Textiles

Miscellaneous finished manufacturing
Electrical machinery

Wood and cork manufactures
Leather footwear & travel

Clothing

Source:

1963 1977
2.6 8.1
03 22
2.1 2.5
03 2.8
1.0 2.8
1.3 4.8
2.7 4.9
1.5 7.4
0.5 7.5
5.7 10.8
4.2 11.2

0.8 12.0
12.3 23.8
72 313
217.3 38.5

Adapted from OECD tables 4 and 5, in David Greenaway, International Trade Policy:
From Tariffs to the New Protectionism, New York: St Martins Press, 1983, p 156.




States registering by far the largest in-
creases. For example, in 1983 and 1984
more than half the growth in world trade
was accounted for by increased US im-
ports, and the exports of France, Ger-
many, Japan, Korea, and Taiwan to the
United States all rose by more than 33
percent in each of these years.22 These
figures can lead many Americans to the
mistaken conclusion that their market has
been and is considerably more open to
foreign imports than are the markets of
other countries, which in turn leads many
to support calls for protectionism.

Yet another macroeconomic factor de-
serving some consideration as a possible
source of the new protectionism, at least
at the outset of this decade, were the rel-
atively high levels of unemployment ex-
perienced by the United States during the
late 1970s and into the 1980s. Intuitively,
one might expect that, if unemployment
rose, so too would the pressure for protec-
tion.

However, little evidence exists indicat-
ing that a such relationship holds on an
economy-wide basis. C. Fred Berg-sten,
for instance, points out that since 1962
periods of high unemployment have often
coincided with the adoption of trade-lib-
eralizing measures, and periods of rela-
tively low unemployment have often wit-
nessed increased protectionism.23 But
this is not to say that unemployment in a
specific sector (potash, for example) is
unlikely to lead to increased protection in
that sector, and it is in this context that
we suggest a possible link between un-
employment and protectionism.

In an important study of ITC injury
determinations, Robert Baldwin has
found that changes in net unemployment,
sales, and profits were the conditions
most likely to lead to an affirmative in-
jury determination.2* As well, the fact
that many of the industries that have ex-
perienced the greatest levels of un-
employment (eg steel and automobiles)
have often been large and politically
powerful has meant that the pressure for
import relief in these industries has risen
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greatly.25 Therefore, although the national
level of unemployment may not have had
much impact on the overall level of pro-
tectionism, sectoral unemployment may
have contributed importantly to its rise in
the United States.

A final macroeconomic explanation to
consider has been the postulated long-
term decline in US industrial competitive-
ness.26 According to those who focus on
this variable, too many US industries are
simply no longer able to compete on an
even footing with imports, and thus they
regard protection- ism as a preferred al-
ternative to undergoing a costly and pain-
ful contraction or reorganization of their
industries; in short, protection beats ad-
justment.

There is obviously no single statistic
that can measure competitiveness, but an
indication of the competitive problems
can be glimpsed from the following: since
the late 1960s there has been a steady de-
terioration in the trade balance; US indus-
tries have lost market share in almost all
sectors; productivity growth has fallen to
unusually low levels; and profitability
and investment per worker have also
fallen.?’

Furthermore, this trend has been evi-
dent in not just a few key sectors but in
almost all major industrial sectors, and it

has been particularly strong in compari-
son to Japan and the NICs.

The importance of this is that it sug-
gests that US protectionism may not be
simply a response to short-term economic
problems but may rather be based on
more fundamental long-term problems in
its economy. Admittedly, part of the de-
cline in US competitiveness was due to
the overvalued dollar, which has since
fallen in value, but there are still impor-
tant structural prob- lems in the US econ-
omy that will likely keep up the pressure
for protectionism.28

Political factors

Two political explanations have been
advanced for the rise of protectionism
in the United States: the first and by far
the most important holds that there has
been a fundamental breakdown in the
way US trade policy is made; the other
maintains there was a distinct lack of
leadership from the Reagan administra-
tion in trade policy, a lack that has been
carried over into the Bush administra-
tion. We explore these in turn.

To understand why many analysts
think there has been a complete collapse
in the trade policy-making system in the
United States, it is well to have some un-

Table 2

Official export credit authorizations related to exports of manufac-

tured goods (percentage)

Country 1973 1974
Canada na na
United States 19.7 13.3
Japan 533 43.0
‘France 31.7 35.1
Germany 59 9.3
Italy 44 4.1
United Kingdom 20.4 44.5
Source:

1975 1976 1977 1978 1979
12.3 10.5 10.7 14.9 11.7
11.2 85 6.9 7.8 8.1
43.2 49.6 433 33.8 39.7
48.9 510 385 51.7 42.5
10.0 11.4 13.9 11.9 9.6
15.8 10.6 8.0 18.2 13.1
26.5 274 23.5 60.9 47.5

US Export-Import Bank, Report to the US Congress on Export Credit competition and the
Export-Import Bank of the United States. Compiled using OECD figures
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derstanding of how the system operated
before it supposedly fell apart.

The trade policy-making system that
is said to have crumbled in the 1970s (re-
ferred to here as the old system) was cre-
ated in 1934 with the passage of the Re-
ciprocal Trade Agreements Act. This act
was significant because it gave the Presi-
dent the authority to enter into bilateral
agreements to cut tariffs by up to 50 per-
cent on a reciprocal basis, thereby trans-
ferring considerable power over trade
policy from Congress to the Executive.2?
Congress continued to exercise its consti-
tutional powers “to regulate commerce
with foreign nations by passing trade
laws, but the day-to-day administration of
trade policy was shifted to the Execu-
tive.”30 The rationale behind this shift
was that the experience of the Smoot-
Hawley Tariff Act had led many to be-
lieve that Congress was excessively vul-
nerable to protectionist pressures, which
the Executive would be better able to
withstand.3! Thus, the comnerstone of the
old system of trade policy-making was
the insulation of Congress from product-
specific protectionist pressures. To ac-
complish this insulation, ways had to be
found to deflect these pressures else-
where, where presumably they might be
more easily dealt with. A number of
methods were devised to do this.

One of the most important aspects of
the old system of trade policy-making
was Congress’ need for a means of re-
stricting its ability to grant protection.
This need was met by making it difficult
for protectionist legislation to continue
getting passed by any number of Con-
gressional committees. Trade policy-mak-
ing power within the Congress was in-
stead highly centralized in two commit-
tees, the Senate Finance Committee and
the House Ways and Means Committee.
This made it easier for the President to
negotiate deals with the Congress, and it
avoided conflicts between congressional
committees. More- over, power was also
highly centralized within these two com-
mittees; the chairmen controlled their
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committees very tightly, and a bill was
rarely reported out without the chairman’s
approval. As well, once a bill made it out
of committee, the chairman was almost
always able to prevent amendments get-
ting attached on the floor. During this era,
the seniority system in both houses of
Congress kept control over these commit-
tees relatively stabilized. This meant not
only that groups seeking protection could
not advance their cause by unseating a
committee chairman, but also in practice
that the chairmen tended to be liberal (in
the economic sense) southern Democrats
who had an uncanny ability to get them-
selves re-elected. Finally, there was not
much danger that junior members of ei-
ther committee could get very far in pur-
suit of protection for a favored industry
because there were no subcommittees
within which junior members could oper-
ate and because the Executive and the
chairmen were the only ones who had ac-
cess to high-quality, independent infor-
mation on trade.32

An important objective of trade liber-
alizers, under the old system, was to find
a method of deflecting pressures away
from the Congress when industries felt
they were being hurt by imports. This was
accomplished in two main ways. The first
was to use the trade-remedy laws; the
laws had been made liberal enough that it
was difficult to obtain relief, yet at the
same time the impartiality of the process
was such that those who failed to obtain
relief did not and could not take their
grievances back to the political arena. The
second method employed, usually when
large industries were seriously hurt by
imports, was to accord minimal protec-
tion on an ad hoc basis, thereby prevent-
ing the organization of a broadly based
coalition supporting protectionism.

We should mention two further con-
siderations that facilitated the working of
the old system. During the era in which it
functioned, there was a bipar- tisan con-
sensus in favour of trade liberalization,
and since the public had little interest in
trade policy, this meant that the Executive

was able to move trade policy in a liberal
direction with little or no organized oppo-
sition. Moreover, the Executive was able
to minimize whatever protectionist pres-
sures existed by arguing that such pres-
sures could damage on-going trade nego-
tiations. Of course, this implied that there
always had to be some form of negotia-
tions underway, but in the period between
the establishment of GATT and the end of
the 1960s, this was usually true.

The breakdown of the old system
began in the early 1970s, for reasons in-
volving political changes that were taking
place in the Congress and Execu- tive
Branch, and in US society. One of the
first elements of the old regime to col-
lapse was the seniority system within the
congressional committees. In 1971 the
Democratic caucus democratized the
committee system by selecting chairmen
by a vote within the caucus, and by per-
mitting such a vote whenever ten Demo-
cratic members wanted one.33 This proce-
dure, shortly thereafter adopted by the
Republicans, weakened the control of the
committee chairmen and eventually led to
the ouster of three important chairmen in
1974 and to the retirement in 1975 of the
long-standing chairman of the House
Ways and Means Committee, Wilbur
Mills.

Closely related to this was the growth
of subcommittee government. In 1973 the
Democrats adopted a “subcommittee bill
of rights”, which set out a series of new
procedures to limit the power of commit-
tee chairmen and to increase the role and
importance of subcommittees. Committee
chairmen were no longer allowed to chair
more than one of their own subcommit-
tees, and no member could chair more
than one subcommittee. As well subcom-
mittees were allowed to call their own
meetings, choose their own staff, and
have bills in their jurisdiction automati-
cally referred to them; all members of the
majority party were guaranteed assign-
ment to at least one major committee.
Furthermore, the size of the Ways and
Means Committee was expanded from 25
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to 37, and most of its trade functions were
handed over to its Trade Subcommittee.34
These changes increased substantially the
opportunity for junior members to con-
tribute meaningfully to the legislative
process. In 1983, for example, all but one
Republican Senator chaired a committee
or subcommittee, and more than half of
the House Democrats held similar posi-
tions.35 It might be argued that, since sub-
committee chairmen are not as powerful
as committee chairmen, their ability to re-
sist protectionism is considerably less.

As the importance of subcommittees
has grown, so too has the phenomenon of
multiple committee referrals, sparked by
the tendency of trade negotiations to deal
increasingly with non-tariff barriers. As a
result, trade has been brought into the ju-
risdiction of an expanding number of sub-
committees. In 1982, for example, there
were 18 congressional committees and 21
subcommittees with some jurisdiction
over trade.3¢ The phenomenon of multi-
ple committee referrals has made it more
difficult to pass trade legislation, in-
creased the number of groups that can in-
fluence trade policy, and weakened the
power of the Senate Finance and House
Ways and Means Committees.

Another important contributor to the
breakdown of the old system has been the
ability of individual members of Con-
gress to make themselves much less de-
pendent on information supplied by com-
mittee chairmen, for a number of reasons,
among which has been the rapid increase
in the size of standing committee staffs.
In 1955 there were only 386, committee
staffers in the Senate and 329 in the
House, but in 1983 these numbers had

risen to 1 000 and 2000.37 At the same

time, there has been a sharp rise in the
personal staffs of members of Congress.
From 1972 to 1980, these staffs in the
House rose from 5 280 to 7 000; those in
the Senate went from 2 400 to 3 600.38 In
addition, members of Congress have new
or improved support services, such as the
Congressional Research Service, the Gen-
eral Accounting Office, the Office of
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Technology Assessment, and the Con-
gressional Budget Office.

These enhanced resources not only
make a member of Congress more inde-
pendent of a committee chairman, but
they also make it easier to challenge a
chairman who is trying to resist protec-
tionism.

Finally, a set of new procedures was
adopted to make the workings of Con-
gress more transparent. Committee hear-
ings were opened up to the public and
recorded votes were held, even on
amendments. This naturally tends to con-
tribute to increasing the degree of public
scrutiny of members of Congress, argua-
bly making it more difficult for them to
reject pleas for protectionism from impor-
tant constituents.

Also of significance to the breakdown
of the old system has been the erosion of
the Executive’s power in trade policy-
making. In particular, the Executive
branch has found it more and more diffi-
cult to get authority for multilateral trade
negotiations, and has been forced into
working with Congress on the formula-
tion of major new trade acts. As well,
presidential discretion in trade actions has
also been coming under attack. In 1984
Congress gained the right to pass a reso-
lution overturning a president’s decision
to ignore an affirmative ITC injury ruling,
and the 1988 trade legislation will require
retaliation against countries that do not
open their markets adequately to Ameri-
can products. The transfer of decision-
making authority in antidumping and
countervailing duty cases from the
Treasury Department to the ITC has fur-
ther weakened Executive branch powers.

The history of the Office of the United
States Trade Representative (USTR) il-
lustrates well this weakening of Execu-
tive authority over trade policy-making.
The USTR was set up in 1962 under the
Trade Expansion Act and given the au-
thority to negotiate international trade
agreements for the United States. From
the beginning, however, the USTR’s posi-
tion was somewhat tenuous. President

Nixon made two attempts to kill the posi-
tion of USTR by amalgamating it within
his Council on International Economic
Policy, and it was not until 1974 that
Congress made it a statutory agency
within the Executive Office of the Presi-
dent. The USTR was strengthened and
expanded by President Carter in 1979, but
once again, in 1983, an administration
tried to subsume it within a new Depart-
ment, the mooted International Trade and
Industry. The ambivalent attitude of most
presidents towards the USTR, coupled
with its lack of visible leverage when
trade negotiations are not underway, has
weakened Executive leadership in trade
policy-making.

Two broader societal factors contribut-
ing to the breakdown of the old system
are also worthy of mention. First, the bi-
partisan consensus in favour of liberal
trade policies has clearly disappeared.
The Republicans as a rule continue to
support trade liberalization but the Dem-
ocrats are now more likely to favour pro-
tectionist policies. The best explanation
for this shift concems the changing elec-
toral bases of the two main parties. The
traditional political base of the Democrats
used to be the south whose voters had a
longstanding bias towards free trade.
Over the past few decades, however,
there has been a shift resulting in greater
prominence for the Republicans in the
south and west, with the Democrats gain-
ing ascendancy in the "Rustbelt" states of
the Midwest. This new political align-
ment puts one of the Democrats’ main
bases of support in a region that is much
more likely to call for protectionism; not
surprisingly, the Democrats have felt the
need to express the interests of this con-
stituency.

The second societal factor implicated
in the breakdown of the old system in-
heres in the growth in the number of
groups active in the field of trade policy,
and also in the existence of a broadly
based coalition supporting protectionism.
The increasing involvement of domestic
groups in the trade policy-making process
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stems from the fact that there are now
more economic entities that are affected
by trade, with the result that these groups
have considerably increased the pressure
on Congress to enact protectionist legisla-
tion. That the US labour movement now
supports protectionism is even more sig-
nificant, for it had traditionally supported
trade liberalization; beginning in the early
1970s, its position reversed. The reasons
for this change are too numerous to men-
tion here, but its effect has been to in-
crease the protectionist pressures on the
Democratic Party and the Congress in
general 39

Taken together, these political factors
supply a persuasive explanation for the
rise in US protectionism. In summary, the
traditional mechanisms that had been de-
vised to shield the Congress from protec-
tionist pressures had either disappeared or
been greatly weakened. The pressures on
Congress became stronger and more per-
sistent, the Executive branch’s ability to
divert attention away from the Congress
had been reduced, and the internal
mechan- isms within Congress that had
been used to prevent protectionism had
all broken down. No new liberalizing sys-
tem has been devised to replace the old
one, and consequently the amount of pro-
tectionism granted has risen considerably.
There is a further political explanation of
the rise of the new protectionism in the
United States: the lack of leadership
shown by the Reagan administration in
the field of trade policy. Incredible as it
may seem, for nearly a full year after the
1984 election the Reagan administration
took almost no action in the field of trade
policy, and this despite the fact that the
trade deficit and value of the dollar were
both soaring. The President refused to in-
tervene in foreign-exchange markets to
halt the rise of the dollar, and his veto of
a textile industry bill seemed to confirm
the suspicion that he was unconcemned
about the plight of those hurt by imports.
The situation was further aggravated by
the length of time (more than three
months) consumed in getting Clayton
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Yeutter installed as the new USTR (which
gave the appearance that nobody was re-
ally in charge of trade policy), as well as
by the widespread perception that Yeutter
lacked the political clout of some of his
predecessors, such as Robert Strauss or
William Brock. The absence of leadership
shown by the Reagan administration in
1985 meant that Congress was not being
shielded by the Executive from protec-
tionist pressures, and consequently the
ability of Congress to resist these pres-
sures was considerably reduced. Although
this explanation cannot account for the
rise of protectionism prior to 1985, it does
provide a good starting point for un-
derderstandin the context within which
the Omnibus Trade Bill appeared in 1986.

Conclusion
The growth of new protectionism in the
United States has been both cause and
consequence of the "hegemonic decline
of that country in the world economy.
Advocates of this thesis are many, and
include such writers as Charles Kindle-
berger, Robert Gilpin, and Stephen
Krasner, who suggest that it is the role
of a hegemonic power to maintain an
open international trading system and
that, as the power of the hegemon de-
clines, a pattern of increasing protec-
tionism will appear. They argue that
only a hegemonic power has both the
power and the interest to establish and
maintain an open trading system, but as
its power recedes it will become in-
creasingly unwilling or unable (or both)
to perform the role it once played.
This systemic explanation of the new
protectionism raises two important
questions:

» Is the United States experiencing he-
gemonic decline?

« If it is, how well might this explain
the growth of protectionism?

The existence of US hegemonic decline
is disputed by some, but we argue there
are some apparent signs of it.*0 Be-
tween 1950 and 1980, for example, the

US share of world trade fell from 20 to
10 percent and its share of world prod-
uct fell from 40 to 20 percent.?!

The termination of the Bretton Woods
system, the collapse of the US-sponsored
international energy regime in 1973, and
the weakening of the GATT also point in
the direction of US hegemonic decline.
Although this explanation correlates well
with the trend towards increasing protec-
tionism, it is difficult to assess the extent
to which the latter trend is a function of
hegemonic decline. Indeed, it seems at
times as if “hegemonic decline” itself, far
from explaining change, is really only a
code word for the collection of factors
(many of which we discuss above) that
together account for change.

There is a second, rather different, sys-
temic explanation that associates the rise
of the new protectionism with the absence
of meaningful multilateral trade negotia-
tions. The “bicycle theory”, as this expla-
nation has been called, asserts that the
trading system must continue to make
progress towards trade liberalization or
risk falling into a morass of protection-
ism.*2 The argument goes on to suggest
that it is easier for a government to resist
protectionism when it can point to the ex-
istence of trade negotiations, but more
difficult when there are none underway.
This theory accounts well for the rise of
US protectionism in the period after the
Tokyo Round, because the failure of the
GATT Ministerial Meeting in October
1982 and the skepticism about the pros-
pects for the Uruguay Round have argua-
bly made it difficult to resist protection-
ism. However, the explanation is much
less applicable to the 1970s. For most of
this period the Tokyo Round was un-
derway and the Carter administration
made considerable use of its right to
waive countervailing duties, yet the level
of protectionism still rose. Thus, the va-
lidity of this theory must remain open to
doubt.

Moreover, and especially germane to
our study, is the possibility that the ab-
sence of optimism for the multilateral
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route to liberalization may have ac-
counted, faute de mieux, for the interest
of the administration in securing a bilat-
eral accord with Canada. Ironically, it
could well be the current pessimism at-
tending the future of multilateral trade
liberalization that has led to the quest for
bilateral liberalization in the United
States as well as in Canada (albeit for
slightly different reasons).43
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