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· ... INDUSTRIAL PO~ICY' ~.ND FIRM BEHAVIOR.· 
1 

IN AN INTERNATIONALCONTEXT 

. by .. 
. . 

' \ 

Emil fo PagouJatos and Robert Sorensen' ... 

·.University ·of Missouri-St. Louis . 

Industrial: Policy Def:ineci ..... ·.•.· 

The .int~rrela;ion~Mps which ~xist betw~en .private industry -and the State ' 
. ':.·: '• ' :,--. ·/:.•· .·, -· ' ·. . .. ' -. 

. are many and quite complex .. There are' several wayS i_n which the government ·. 
' • - •<'· • ' • • • • ,. ' - • ' . • 

. . '-. ··.' ' . . . . . . ' ; . . 

foterv~~e.s>: in industrfal affairs, the objectives of \'Jhfch are var·i.ed _arid n·ot 
• 0 1 ,, • ,, •• : • , , •• ,· •, • •~ • • • •• • • r _ •' • • a , 

0 
• 

always con~tsfent with one_ another~··. This. governmen,t action which attempts -~o . 

. . chan~e the lr;idustria l pattern of r~source a 11 ocati on for the achievement of ··· 
- . ', ' .. ·, .. ·-· . . ;' . ' . . . . 

~coriomi(~n~ _non~conomk objecti~es 1.s' commonly terllle·d llindustrial pol icy''~•·. 
• • { ,r 

·Among .,the :various aspects of industrialpolicy we ·can ·distinguish the following: 
' •' - -- - .' . . ·.· ,• .. .- . . . 

.. · a) .Antitrust .or Competition Policy - wlios'e goals usua-lly ·are .the 

.·pro~o:tion of ·c~mpetition arid the control of restrtctive bu.siness · 

. practices;· 

b): T~cb.n.olqgical Polj_cy.',;, ~hqse purposeo,is to. promote the research 

and dev~lopment activity in the nati~n; 

.c) Regional·Policy - whose aim is to reduce regional .imbalance iri 
- ·.' . . ' . •· .· 

.· the :allocation of economic activity; ' 
. . ' . . . . 

J\dj~~·tment"}olicy - ~ho~e goals is· to Jacilltate the adjfrst111~nt ·• .. 

·'of industrial str~.cture to changes dictated by de.mandand tec:h- : , .. 

< n9logi cal fc,rces. or foreign competftion; an1:I 

. e) :co111'!1e.r,cial P,olicy ~ wh~se obje~tiyes ·_includ<: ~he pro~¢c~ion' of 
. .. . . . . . . . .. . , ,·.· ( ' .. · ., . . 

,.dolTlestic: indust;i:es from foreign competitio·,, ()?~ the promot1:ori 

, of exports . 

_I:,. 
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. Mostqf the abovfa.~pects'of industrial polic,y.' have been in exi,stance sinc;e 

the for~ati9n; of the modern .nat.ion: state, but 1n the lc1st fifteen years ,the 

extent. of Q()Vern~ent involvement in·industrfal .affairs in. 0. E. c.'o.: to~mtti e's • 

has been on the' inc~ease an·d the importance attributed to the various as·pects 
. . . . ' ' . . 

of industrial· p_olicy has beensubstantially altered_~ · This increasing government 
' ' . "'.·· ,, . . 

1nterventi:on1srn in th.e nian~fac .. turing ·sector of indu.strial. countries h:as llecome 

f~s,t bec;oming a majo.r sourc·~ of cpntr~versy in thE~ relations amo,ng advanced 

economies), I. 
I. 

fhe reasons.Jar this are:ma.nY- Fifst of all, ~~me of ma~y Wi!Y~ ,n:.whi ch the 

.State Jnt~rvenes in the ·_domestic :1ncfustry c~u~e, by desi.Qn. o~ :ac~ident, dis.-
•• _• e '. .• '•. • ,_ • ._ •: • c" ·~ , • ,- ~ " • , •• , • • . . . • '• s • • , ., : •• : ;!' , • .' . •, : .·: • .• .• • • , / •. 

tortto)1sJn: intern~tim1altrad~ by .assist1pg ·dom~stic 'firms in comp~ting aga;inst 

.'foreign. SlJPPliers;or byiidfngt:hem to increa_se their, ~xports. Some industrir1l· 

pol:lcyffieasure~ involve the encc>Uragement of mergers.•amqng domestic :enterprises, 
. , . . :. ~ . . . . . - - . ' . . ' - . - ' ' - -. . . 

th~ financing of research'. and devetbp~ent, tax r~l ,ief and :payroll, capital in.:. 
. •· '· . -·· ' .. ,) ' . . . 

. v~stment a~d :general ~xp'orfsv~~idies designed to prevent the decline of 'part- ' 

iculJr fir'l1)s, iridustr:ies or regions. · While these· measures ma,Y b~ designed for 1 

. - . - I • 

, · ~uc:h domestic go~l·s _a$ the f~c:11 ftation of adjustment to structural cha·nges or 

~he mobll i ty of resources, they· ~re al so li kelyto affett _comparative, ~dvantage 

and_ inter~aUonaf trade flows: 0th~~ measures· of .government in'te~vention ·such 
C/ ,r: 

as -disc:rimina,torf pro~ur~rn_ent pra:ctices_, · the promot-i otl of. national and. inter- . 
• '<-·,: .. - ' 

national ~?<port ,i:art'els; st~te_ tr~dfng, coynt~rvailing duties, and the provision 
/ .•, - ' 

of faV,<rr:-able ,ex't>ort>credits or.guarantees -are a.11 i~~amples of nont~riff. barriers· 
• '• ••••••••.•;.••:'a,•.• •, • . •' ,,~ ,:• •,,· •,•, ~ .~ • •.-. •,,• ,/; •• • •• •, •• •' •' • ••• ' •' ,·,•' 

to trade. ··sec_ause of thefr gene_rai l~ck of tra!'lspi\ren~y; ·;t is wid~ly. fea.r~d· 

thal·_th'e fo~rease~ use ~f these m;asu~es. of '.i ndustt~i a 1 poli C,Y- represents di,sgu ised - .· 

fotms of~ 11 n:ew protectiohismll tha't thr~atens to' Wipe Out the gains of .tr.ade' 

I 
I 

l 

. I 

I 
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i(tarifff 'f;heral ii~tion'.·~chievef~ince·· the enci.'of wo·r·ld W~r>rL2 
• . ' ••• ,,• •.• _. '• ". •, I •. - . ·'. . ,·< . - :· ' . 

Industrial policy constitutes at times"a s~qu~n~e, of a.d ho~ me'a~ures in-' 

· traduced as a r~spohse to problems. ·faced b/ individual ff~~, .br"anches of 
• • •• ••• - - •• •• • • • " • • • • ' •• • • ' •, ••• • •• '> '. 

ilid~stry ;or depressed .regions without niuch design or e~idence .as to their need 

or even effec.ttveness in achieving' the destred objectives. This: lack·· of design \ 

.. _ may ~e<S.Y11]ptomaticof the s.ym_bcgic .nature ·of many' o(the neasures of -~ndustrial 

polic·y· wheri their a·doption serves the p-~rpose of -~howiri'g that· the ·gove~nment is 
. . ' . ' '" . ' . . : . ~'' ' ' . . . . . . .. . ' ' . . ., . . ' ' 

in controlQf actual or perceived situations. But more serfously, the lack of 

coh~rence fo ·industrial pql icies may 1 ead to potent_ial conflicts. betwe~n the 

v~rious goals of gover~ment intervention •. _ An exan1ple of such a.-c;onflict can be 

· found in cases where the prorilo.tion of domestic corn:petition has. been pursued 
'~ ' . ~ . - , '. . . . . ., . . .. '. . : . ' . . " . 

increase the competitiveness of domestic firms in inter~atfonal markets~ ··- . ·.' '.. . . '. . . . . 

·_ In a.dditfon, i.ndustria] policfes in adv.anced ·countries are- bound to .alter 
. . . .. ,· . ' . . ' - ' . 

. • ~th~ o_per~ti~n of firms a_nd. ~ark~ts by delaytng theJ:ontracti'on of industries•·· 

or· promotin9\the em~rgence of 'otbers. · Subsidies·- and ~other forms of.· i.ntervention 

. have as. an effect 1:he reduct.ion in. the uncerta.i nti es of th~ competitive' process . 
. -.·,:,· . . . . .• . . . ' . . . 

Since. uncertainJy is the
0 

spur of innov~tion, the ul.timate effect of many- in,;. 

dustrial p~licies could very well be .a slowdown in the: rate of· creiltion of new . 

·._ ideas, products and processes •. This result wi.11 cancel to a large extent the · 
., . 

-·- effects.·of .{r,dustri.al pollc.ies .aiming to .promote technological progress and .in.;. 

. novaticin •.••• 

. TheAvr1~mics ,of inteirnalic,n'al t~ade an~ t_~e. shH:ting :of>cp~parat,ve ad_vant~ges · 

among adVsat'l~.e~ · count~ies. ha~ had pa·itifully adverse effects upon certain industries 
,., - · ... •.·· ,,.,,_-'•;.-_":•:t••;,<,c-'._, • · ·• ,• · !.. ' • • · •··' , · , ,· • • 

: - .· .. ·• . . ·.' " ~::.,:·: ; "·. _·. ·. . . . : .. _. •.,, . . . . - . . .. - . ' ., - . ~ . . . ' 

_·such as·.textiJes~ '-but the evi9enc·e_ on the adju.stmeiit. pr9blems.fac;ed ~Y manufac-

-_ turfng industry 'as a result of tradelf~eralizatfoh, cioes no.~ ju~tffy_ the massive 
. . __ ·'.-. : ·_.;'._:·. ;; ,:.-:_.· '._::),:~-,-, _,·, .. .: . " '. . . - . . - . ,; " .' . ,. ·. . '. ·, ': . ". . '._ 

in'.terventidn ,thrpugh industfiaJ pol ky. In fact, •,~rade 1 ibe_ral ization amo~g · 

. I 

! 
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in'c;iustrjal countries has resulted_ in greater intra-industry trade and. fewer 

adjustment problems than what should be expected when trade expansion results' 
- . : . 

in inter-industry specializations since factors tend to move into new product 

lines. within the same industry rather than a new industry. 3 

In general, industrial policies will have an impact on the structure of 

domestic and internationa.l markets and the behavior of firms as it·relates to 

changes in trade and investment flows. In what follows we look at three issues: 

the role of international trade and investment in influencing the conditions of 
. ' ' ' . , .. . ' . .. . 

competition in domestic markets, the importance of competitive conditions in 

product markets in affecting the extent of an industry I participation in 

international trade, and the available quantitative evidence on the trade effects 

of some measures of i ndus tri a 1 po 1 icy.· 
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· JnternattonafTrade ~fnd.lnv:estme.nt and Domestic Competition 
\ 

. The case for fre~ international trade· has .. been built upon increases in. 

economic eff1cie·ncy that arise,from specialization according to comparative, 

~dvantage .. In this .. sec.tfon, however, we shall~a:rgue that i·n, a world of,imper~ 
. . . . . , . ,- - . . . ' . ·, 

feet markets, the removal of monopolistic distort1c,ns and· gain·s in tec;hnfcal, 
~ • c' . . . > ' • ., • • • - > • ,' •.' / • ' •• • 

' . . . . . 

-fotern.ational trade and capital m.ovements . 
• • • • ·- ,: ·- ··, ••• ·, • ••• ·-: 1·_ ; 

. ' 

.. ·.A-continuum exiits in1 th.e .real worl (Lbetween,· tt1~ thi;oretical c'onstrutts of 

monopoly ahdperfect ·competition in which ffrms may display differing cl~g.rees 
. . .. - . . . ·- ' . . . ' ... - - . -•,..,._ :~-· .:.·---·' ' 

of market power depending_upon.the number o·f rival s:ellers and other elements, 
' ' • • • .'· • ., • ,r- . . , .. . . • ~ • • • . •·: .' ,- . ., ,, • - • ' . ' - • • • 

·of }ndust,:-y strycture~ ·. But whetheI~: or not m.ar,ket power constitutes a· 1 ong run: 
. . . . : ,. , _· - . • •I . . . • ~ < . , ' . . ' . . . ~ . \ . , 

problem;. 1n. th~',sense.Qf, persi~tent monopoly type _pricingjj depends upon the. 
-.. _. ' .; . ~ 

. exJe'nt';to,Wh{ch~' en~ry'barr,1~rs,~deter ~he··~limi,nation· of monopoly· pri c_e_s:'ar,d· 

·' '<pro4fts thro~g~: :ntry: ;t,is,\n,\rtuations ;where :barriers to eritr/ ~xist· that' 
, ... '. - . . ·:· ,' ., . . .. . .. .. . . . .• 

foreign rathe.r th~n; domestic. firms may constitutethe most ii keiy entrants .. This . 
,• • •• • • , c• • •• • - • • • • • • • 

entry ma,Yoccur e'ither through 'tradf or fo·r~ign. direct ,,nvestment ano,• could_ 

's~rve as ,a cOn:Strafnlng influence upon dornes,tic pricing 'o\i'tcomes. : ! . 

, Industr1es· in.' which .entry i~ difficuft are usually characteY:{zed·by· the: 
- •• ·., •,. :·· •••• ' \ :· ·'' • - • ' _ •• '. • '. 0 •• _·. • • - •• _· ••• ·-, ', .: - ', 

· .. existence of substantial economies of scale~ high capital cost of entry, and/o_r 
• • • ' • ,, .' I , • • • <• .,, " •. . ' •, .. a • • • • 

. : slg~-ific~nt produtt· differentiation~ . Both potentfo 1 .,fo_rei gn and domesti.c entrants · · . 
. -', ., ''.. ' ... ·) '. . . . .• . -· 

must overcome th~se barriers, but the fore.ign entrant al so faces .. additional 

'barr,iers:+n'fheJorrnof :transportation cost~··tariffs, and'other ·av-tifkal'' 
. •. . - ,- . - - .,,, -·;_, .t '. •· .. ··- . . - ,. ,·• ,•• . .,· . -

. fmp_ediments tci trade: i These1 additional b~rriers:.to foreign: fi:rm~ ·needi~ot imply_ 

th.at the ove,:all,height Qf barrie~s 1.s greater for foreign than· dome'stic,firms;··_ 

·, ';o;eign firms wit~
0

esta~~li,~hed markets,e,lsewhere in the w:·rl~ can.potenti_ally' .' 

<avoid .th~ disadva·ntages, to 11ewco111e.rs .. associated w·ith scale. ecQnomies'and high . 
' -.· .' '_•,·: t . \ . - < ·,: '..:.", ... -:' .· ·' .... · .· .;, - . .," .... -· - -. ' ,,1. - ... ... .. ; ,:' '' 

, cap.ital costs~4 It is likely, th_en, thal in market:; 'where Scale economies,or 
, , .. t ,. • ., I ~ , ~ i". : ' :: ' ' . •• ,-' • • • 

. , 

1 

I 
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capi'f;a1_:costs are barriers to entry, foreign rather tbandomestic.'firms pose 

the .most ·1mme:djate· thteat of entry and represent ah important constraint upon . 

• < domesti'c pricing and Outputdecisfons. 
. . . . : . . 

Thi~ same resul.t may not hold for industries in whJch product differentiation 

is the important: barrier to entry.· It depands upon the form in which differeri­

tiatfon occurs •. - When di.ff~renHat1or, is based upon: significant physical dif­

feren~es 1~ style and,_ destgn:, or where- CLIStomi zing the p~oduct to the buyers' 
. . '1•· ,. ' ' ' ' . 

specificatioris· is important, foreign firms may not find themselves at substantial 
, • • • • • • ' I• • • '-a, • • ., • 

c:ifsadvantage.·relative-to potential domestic entrants. _When differentiation is 
. ' . . . .. .,:• ~- . . : - . . ·" . . . . ' . . " . ·. ' . 

-. ba~e.cl upon dJrect efforts:J:o pµrsuade consumers thrc;ugh ad~ertis'ing or brand 
' . ~ 

image creati cm, foreign entrants may face severe di s~dvaritages. In the first 

· place, ·,t~is ty~~:,of.differentiat.ec:1: product could be 'specific t~ a national market, 

so that foreign products may not 1:>e close substitutes for goods. produced by do-

. - -mes tic firms~ Moreove~ ,· the necesSity of undertal<"ing national sa 1 es ·promotion 

~ay make it,diffic~lt for foreignfirms to penetratei the domestic market because 
~ ''· '. .. ', . . . .. ' .; . '. . . ' ' .. .' . - ' , . . " . . . . -. . - . . •' . 

,:of the.sub$tantiaJ. economies of scale i~ marketing that usual.ly characterizes·· 
. • . . • . '\ ~~, .. . ; - . . . I - ·• 

· promoti o_n effe>rts; Thus for. these type of goods . it is n_ot competition ~ i a imports 
. '• .. 

. but.rather entry thr~ugh foreign d·irect.investment; ~s shall b.e argued in more detail. 

later, tha:t could become ·a:n important .force in el im'lnating d~me~tic ma_rket dis­

tortions. 

··. ·. ·:•·;n ~ec~nti{yj~ij~.--~ .ny·~:~-~rr,Pf,'.~mt?Jrtf_clJ•. ~tucMe.s t)ave:~~QUJl,,,to, inve,sti.g;a~e th'e 
-·. . . 

. . degree 'to which Jrriport. COJnpetition might. act as. a rE;straJning. force upon pricing 

·· decisions tlf domest'ic firms .. These studies have included both :cross-section rr1ulti- -

variate analysis as wel 1 as detafled industry stud_ies: .. The .cross-:sec:tion studies 
• • '· - ~ •. ·, \· _ . ._. ._ 

have ·gerieral\y e~alllined ind.ustry ·rates of re:turn on equity orindustry price-cost 

margins:(as prOxies_ forthe .exerdse of monopoly pri~ing) itf relation to elemeuts 
... . .. ' ) - ' 

·of 'dome's.tic structure and meas~res of th-e industry I~ e,<posure to internationaJ forces, • 
~ ; ••• • • •C. • • < • :""· -; - • '. • • • - • • • • • • • .. 

such ··.as. ~he ·sh~r~ .pf ihe market ~c:courited .for by imiiorts:, or the, height ·of tariff 
. ;· , .... ' : ~ "';• . ·,~ ':' :, ".' ' ·''. .· ·. ·': ' . .'. '• . ~-. . ' . ' : . . .. 

I 



I-·. 

The results:ofthese studtes are int~restfog and:me'rit some detailed 
. . . ', . . ; ,- . . i . . . -- . ' . . . . . . -

-- descripti'on •. Before reviewingJsome of the res·ults of these studfes:, however,_ -
----•- .. :_- ·-->- -_ ·· __ . '•. "_' _--_:. _: -- ·- --____ -.. . . -1 ·- .. _--- ___ ---. __ , . ' 

mention_·should_b~ made of the clifficulty_of mo_deling th¢.degree of import_ 
•,. . 

competition facing a: domestic iridu~try. - Theoretic.ally, -one would wish to have 

information on th_e elasticity of forei:gn supply with ·respect _to the domestic -

'; market pr,ice~ -_ Thi~ type- of inform!it1on is not generally available. Most 

~tudie~ have, theref9re, rel i_ed upon measures of either the share ·of the_ 
-,··: .. ··.:" 

- -- · domestic market accountE!d for by_- imports f- or proxies for ~t_he: height of tariff 
:; --.• _.,·,:-.r • . :'._ - - -.::·--_-_:,_ - -·-.,-:>;. ---____ - , , -_-· ---.- _- - - I ·_ -: __ , - - - - - - - - _. -

and: non-tariff protection afforded dpm~stic producers., 

Both of theSE! measu~es are subject to qualification_. For example, it 

- ·n11gh,t-be reasonable t~·expect that a_hi,gh import share would, reflect sub-
.... . ' . 

. ~tantia] jmpor,t c<>rnpetition and thlls measures of profij;ability shou.ld be .. ·. 
- - ' . . . ' . . . ' . . 

. inverselyr~latec(to-"the share·of the market takelby 'imports; .Nonetheless_, it 

is ~?uceivabJ~. ~li~t a' small import share, ex post,5
- could in fact- be associated 

. ' . ' . . . : ' . • . . . . i· - ; . . . ~- ·_· • . . 

·wjth,a.,htgh ela~ttcay.of foreign supply which yielded PtiCing decisions- in_ 
-.... \.. . ' '• ' . ., :,. . -- .· .. •. ,.: .. .. ,_ ~": . .. .. ·. . . . ·- . '. - . .- •. . . . . 

domestic.markets t,hat resulted in reiatively low profits. - In other wor-ds, 

·pot~htial. 111)port ~omp'etition ·rather- t~an actual may ~ffect the pricing decisions .· ·, . ,, - . : .. · . . - . .. 

- of d_omestic firms" One -might also ·,surmise that the higher the ·degre·e 0of tartff 
0 • • ' • • • ~<, • • • • • >' • • e • • • ' • • • 

and,·nOnftariff protection given to firms, .the greater :woi.11 d )>e. the barriers to'_ --· ·--> '-· . , - -· , - . - . - .. '- . ' . ·' . 

; foreign firms; "and hence!) ceteri.s paribus, the higher could be the profits of . 
·_ . . . . . ~ . ', . - - . . . . . . . - . \ 

.. domestic.- Jfrms .. --_In. P,ract ice, . however, tariffs and' other forms of pro tee ti on -

are oft~n soJght a~d. "obtained by indu~tri es which ari'troubl ed ,ei th~r by :chron_i C 
I ' •• • •., ••- •• ' • - .' a ; • • ,' 

e~c~ss <:apacity and/or high unit cos-t relative to the rest of the world, .and 

hencEf pr~~ectio~ ,may be associated'. with industrie~ ·experiencin~ low rather than 

_ high. profita~ility. -
' . 

. :n,e. prqcb.Jeins above_~,ijot\i:'i;thsta,n~ing:i" 'the ay~iJ abie'. cross section 'evide"nc~· 

-for·avariety of-countries _as well as industry.stl1die$SUggests.that import 
• • .. ' t - " . , . . . . . . ,., . . . . . . . . .• ~ 

competition does act •as a restraining force upon ciomestic pri~ing: -Fpr example, 
•~, • :, •· I • .•. '. , , . . , .· .f'_ ""> ·, 

- I 
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_ results by P~gqu}atos and· Sor_e·n·sen _-and by Esposito and Esposito indicate that 
I . · __ . _· - --. -. -- - - - . -_ .. ·- ... _-· . . ... ; . 

even for the :large relatively' closed ·economf of the United States, the: profit., 
'.' . ~ . . .. . ,· . ·- . . . . . ·\ 

ability of domestiC producers was inversely related ·to' the share of the market 
-· • . . . . ·. - - . , . . ~ r . ._ 

. accounted for by imports. 5 

With s_uch results for the U.S. economy, one might expect perhaps even·more . . . . 

.. definittve results for the ~conomfes :of smaller.and more inter,nat1ona:l:ly-open 
. . .. , ~ . -. ' :, . . . . . . ', . . . .. . - . ' . . . . . . . , . . . 

. . .. • . 

nat.ions. Whfle·.the.results fo~ other countries tend to pa.ral.lel those for the - . . ; . .. . :. . . ' . •. .. ' ' 

U.S .. ~ some sigrri_fi~ant diff~rences do arise~ . In ~he United KingdQm, for example 

_Hart and _Morgan found nq._sjgriific~nt relationship_ between import.shares ·,and . 
. -.•,,.• _. '·.' .·... . - .. . . . '-. ·-. -- •. : .- . . . . . 

. . . . . 

profitability. Khal iJ z~deh-Shirazf found imports hares to be negatively re-
- - .· . ' .:. ·. ··.: : . . _. . ' .. . _,, 

1·ated to profits iri his analys·is of U.K. data, but the variable was only 
. . . . . ' - . . ' ', ., ,- . 

margi.nally significant. Hitiris on the other handi :found that effective pro-. . ·''· . . .· ' . ' ,. . : . ·.,_- •' ·:,··•. . ·. . ' 

tection ratE!s were strikingly significant in explaini:ng industry profitability· 
. . . . . 

in hi.s study of the U~K .• ~Results presented by Pagoulatos .and Sorensen for five. 
. . . .. '' , . . ' ~ 

Comf!)on _· M~rkel co.unt_ri.es · {France, Italy, Germany, Neth~rJan.ds, • an~ Bel giU~--. 

Luxembourg} indicated that in all ()f the countries except Italy, price-cost 
.. .. . ~' . . ,. . . . ' - . .,. ' . - . ·- . , 

margins ,we~e negatively influenced by ·the degree of import competition as .. 

mea~ured _·by· the share .of output· accounted for by .imports(6 .. 
•• ' ' • ,, -·.· • • ' '_ • • .' • • • > 

.· _. Stu~i es forca'nada. present di ffe~e-nt corfo.1 usior.s. An. arialysi s by Jones, 

·. Laudadio-, and Percy found no systematic relationship between import competition 

(as measure.d by dummy variab,les) arid profitability .of Can_adian .industry .. Like~ . , . . ' . . . . . . . . ' - - - . . . . ' 

. wise McFertri·dg{~ould not detect any sig~ificant relationship .. between rates of 
-' ·~. . _. . , : ;~ ' .. '' . . . ,.. . . . ': . . · .. ~ ; : . ·• - . - . . "' . . . .· . - . . . . . .. ' . ·' -~ , ' 

e·ffective protectfon ahd industry prtce-cost margins _in Canada. Finally, Bloch 

foungthat differentials in profits between Canadianand U.S.-firms were similar 

.. in both hlghly rfrot:~ct~d-Canadian, 1ndustrie~a~d in: thoie wit~ .low· tariffs. 7 
. . . . ' . . . : . ' ,· . .,... . , •. -·. .· . . 

Since, he.did .find: however,;• that the :price~ in heavilY protected indu.stries 
• • '. • • • < ·~ _-. • • • • • • • 1 - • • • • • •, •• •• • 

we_re __ higher. i~ Canada 'tha,n_ .in the;U. S., __ h1s f;~su.1 ts ~uggest that_ :th~ e'ffect of• 

tariff.protection may have been on efficiency rather than profitability. -Indeecl 
' · .. - . ' ·- . . . . . ' . .. ·, . ..- .,., '. .,--', ,; . 

. I 

I . I 
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··.· · :therets:·growJng evide~cethat the t~riff l~v~lsitt-Canada,'have,resu·lted in .. 
,. ' - . ·. .· \· . '. . . . : . . . . •. ·, . -

,inefficient industrial structu_res in which too man,Y suboptimum sized firms have 
. ' . ·. - , " . . . :. . . , . . . - . : . -, , . , . . . , 1' , ., 

cr,o\'l~ed into !llat;'.kets yielding fragmentation and an' el ¢va~jon of Cost and, p,riices. 

Tworeasons may ~xplain som~ of these disparate results. The fi~st i_~ that 
. ., ,... . - : . ' . ,. •.' ' 

- - import competit,fon should only affeCt industry profits when market pow~r · in .an : .. 
- ·.· ',. ,:, . ' ' . .· ·-.. . .. ' >:,: ... , ' . '"·. __ .:- ·;. ·:-., ,· :' ' ' -

' jridustry<JS high enough,_that excess profits could in .fact·,'.be'achieved -if for_eign 
·• , •: • ,:_, .-,.:,_ .• · :·~. ,'.",' ~:~;·,•• •·.• ..; •-,, . ". • .. : a·~.; , • • -f •_, • • ••.·,. 

0

, , • 

riyals wereJep,f out of the market. The second is the probl E!m 'that neither tha 

irnp9rt share :nor the level- of· protectiprt variables may acturately represent the_.· 
/ ... ··· :·->':_,' .::::. '':.'..: __ l_ .· ·:. -.. • •. ,._, · .. ••.·,,·,..,,·_, ,·· .. >-' , '• ... • ·,,' ·. ,: ,·, • 

unobser,ved elasticity of for~ign supply~ 

, In regard. to the first argumen,t it is' interesting to riote the \'1ork of Ca◊es 
·: ... . . _/ · •. . ,··- . . ,'•. ' . . ' .·, '.•' . ,. ,, ' 

! - . . 

_ etal. for th~ ~ana.dian ~qmomy. ·. These authors find that an· inter.action variable 
. ·-. ,, • • -- '·.-.,. • ' . - 1 • ; 

between seller concentration an·d _the import share does'. have a s.ignificant effect . 
- . .. . -, , . . -- , .. . , .. -

-upon ind!,lstry,profits! but that neith~r has an effect incfependently. · Thus• they 

conclude,.that .concentration appears ·only to sJgn;JicentJy :affect·profit,s when .in, 

I • 

' . ·, .. -. . . ., - ' ·, _, ·• .; - . ~ , , : ' . - ' . ·' : . ,• , ' . ' -·. . ' . ' . 

. racj; i~lp~rt competi'tfon ,;s: low. 8 'ln regard to the sec~nd. problem,, :som~- foteresting -
. - i t · . , > . : :· < . '•.. - ·' · .. , ,· . , ',· -· · - .·_. · · .• - -9 · , · , 

· r~_su lt.~ hay~ re£ent lY.,- b,een ·reported by Turner in his study of the'. U~ K. He l oo ked 
- . .. . . , . . I - . . . • .. - ·.. . . -

at the effects· of .the -chahg_e in i_mports cm· i-ndustry profits in the U. K. after the . 
• > • • •: •• ;_ • • • 1'' • • ' • • •' • • ,:,S ,; • • r ,• 

·. 1967 devaluation., Since the devaluation s·hould have raised world_ prices relative - .. · ' . . .· . . .. -,. . . . .. ·.- . . - . . .•, ' 

to-those i,n 'the 'u.K. 9 the change 'fn imports in, the years follo~i,ngthe devalua,tion 
' ,; ' ~ " . • ·, • • • - - ,,. - • • l 

should provide a· fair indication of the elasticity of foreign supply. Turner, 
, ·,· • ••• • • ' ., - : • I •• • ., 

- fi.nd_~ .th~fch.anges, in imports are _;;gnificantly related to-industry ·price cost -

·margins • 
.. !, 

The results :obtaihed·:from. i:ndfVidual 1~¢ustry .stud,ies tend·to -~onfirrn those 
• ' • • • .; • ' • •• ·, : .: __ -•• :· :: ' ' ' - • - •• •• - ; - •• ' - ': - ;._.·. __ ., • ':".- • -~, ~ -, ' •• ; • , • ,_- ·~-, • : • • ' • •• •• ·;-- p •• • ' • ' : - ··:."" .,,, • • • -

obta~n~d,Jrornthe cross~section results. fr~deriksen ha.s studied·several .highly-

:· coricentr~tJd u.S:: industries and found that import, tompetitton· had resulted ·;n .. 
. . , • J' . . .,.• .. . . . .,- .. . . ·. . . . . . . . .,_ . . ''. . - • . . . , . . . . . ~ I ' • • 

' ~tim~Ja\trrn pri~e- competition ,in '_thre~ {f)~t glas_~, po;ta,bl,etypewriters, a,n'd 
·.'.: .{_' •' - . . -· . 

· ~lumjm1m), bu·f ht1d':less salutary' effects -in two more differentiated industries 

' ., 

\ 

I 
I 

-I 

I 
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I 
I 
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• .· (electr+c 'type~;lter.s• and ,wheei .·. tr~ctors) .10 I'n the 1 ater tw~ jndustri es, 

however, it i~ interesting to note that a good deaJ of foreign p~oduction was 1 

• ' r I' 

in Jacf controlled by, 'u.s~ companies .. Sichel 1S ·survey bf large mariufacturirig 

·ffrms· also .indicate~ .the imp:ortance of Jmport 'com'pet:n1o~)l Whe~ 'the. firms were 

asked about· rivals' in their principle industry~ ... th_e respondents indicated that 

iA. 42. o,f t,he ~9 i11_du_strfE!s ,a ~ore.i!)n• ce>mP.,~ny wa~ aino_ng ·their :chief competitors., 
: . ' . . ·:- .. - . •. ' .. ; . . . . :'·· •. ; . ' ' . . . . ' . . ·: . . . . . . . ~ .. . -. ,• . . ·- .' . . ' .. _-; ' . . ; 

fir:iaJlY~. in a _study of the U.S. automobile Jndustry, Toder finds ,that the prices 

of 11 qu:al ity equivalent" domestically produced automobiles were sigr,ificantly 

affected by the s~ar~ of f~r~ig~ automob.11e, impo,rts. 12 , . . . . . 
:-...• , - . -· ' • '.. - . . .· " . •... , ' '. • • ' •. ·• • ... • '. .< 

Taken as a who~e the existing evidence suggests, that import cbmpetition can. 

· improve the pr1_cing and allocativ~· performance in .domestic market,s. - In contrast, 
• • .-· > •• • • • •• • • • -. • • ' • • • 

· .jinpe_djff,le:n:ts to trade, such as .. ta,riffs, quotas, volunt'1fY export restrictions, 

·· an~. oth¢f, barriers, to tr~de. ~ssociate·d with 'industr;af pol icy appear to amplify 
. ... .. ... :·<·· ' ,·•:.·"·' ·., .. , ........ :· . . :· .. ::· ,,-.·.··· . · .. ,. ,. '.· ·, .. ; ,. ; . . . .,, '_.''JI . 

. . the possJb1J ities. ::for nionopoli5.t.ic dis_tortjons~ . M9reciv~r, barrier's to inter- . 

hationaFtradesi _parti'cularly in countrtes.witn··small .markets, may lead.to 
' . . . - . . . . .·.. . .. - ·. . ,. . . , .. 

:-'1~ ' 

in~fficJent \fndu~try organ tzati 0~ and fragmentat i dn •. · 

A_ second ·internati cmal. force. which.·may · influ~~ce domestic _m.arke~ ·structµre 

. ·. and'.behavtor i ~ the mul t1nat1onal·,enterprfse •. Since firms which establish pro-· 
• ~: ' • • • .• - • ' >. ".. • •• ·.' '' ,' • :· ·-. • ; • • .'. :. • • ·: ~ • • • ,• ,: • • : - ' -: -, ~ 

duct ion facilities abroad· a re,· at·, east initially, at a· disadvantage i~ terms of. · 
. --·•.·• ·'.. . ,··,· ·. .. .-. - .. . -·-· , -.-. ·- . 

· knowledge of laws, language, custom~, etc,.:relative ,to n~tional 'finns in the: 
• . . . . . . •, • r ' • • , ", 

markets they enter, it ,is difficul:t to explain exactJy why·suchJ investment occurs~ 

:Eatly. ariai:yl~s, of the caus.es, of foreign investment ·concentrated upon ~acroetonomic: 
• - ••• ' • •• ,,.. • - .. s •• •• ,._.. .- • 

. ~-xplanations of th,e phe~omenon .. The obse~vation: however I) that differ~nces . . . •. . . . ~ . . . . 

. arise among industrie; and firms in rega~dto the. volu~e o.f foreign: direct 

investmen't. undertaken has led to ,more sectoral s·pecific 'explanations· of the I" 
,,- . \··-.,. __ , -_ :- ·,_ --,.,::-'•_: "~ .\· ... ·' .; .. __ ·:\,. '\ -,· .... _':·· .. --. _·-::·. ' 

·. process, wftti 'gr_eateremphasis placed upon aspects of industrial organiza,tion 
' t· - .. . . . ·-, '·. • : . . . . . ' ··: ,C' • - ~: : • •• • , - ; " ' ' " • , 

'and: market imperfectjcms .,13 

\I 
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i If; for example, a. firm fs· to"'overcome: inh,erent ciisadva,ntages r'~lative to· , · 

nationalfirins -inente~ing m~rkets, it appears th~t two·,con,ditions: mu~t be present· .. 

Cfi~st, th~Jinn must p~sses ·some uniq~e ass~t whJch ,enahlies it to :enter .the_· 

forei_gn ma·rket and earn rents in spite of its disadvantages relative to national 

finns•~ SecQnd, the asset must posses· some characte:r1s ti~s _of a' public good· such· , 

that it.~an,bi(e~sily tran_sferredand utilized in ~therma:rke:ts'witho_ut· 

impairi~g· its. val~~. i.n the. home market .. The set of assets which satisfy_ the 
\ .,. 

above criterion,' howe\/er, is. 1 imi ted .· In, particular, it.would seem to :consfs t -
,.. ·, '. ··. ·. \ . .· . ·, '•. 

o(intangibl~ asset~'in the form'.of firm specific advantag~s embodied. in the 
,. ' . . . ••,-· .. •, .· . ,, - . . . . ·,... .. . ·. 

··-• firm's)osses~ion of patents, trademarks, ~pecialtzed products in, technology or_, 
• ·, ·, . • . . ' • • ! '.. .... . . 

I 

desig~~ and/ormaan~geri~i Jnowledge and _expertise. in the adaption~ modification, 

and m~rk~tjng of _producfi; ·to: sp~c.ific markets .. ~n,the parlanc:e of industrial_ 
.,: -· . . .·. . . I 

organization,- this suggests that the types ofJndu_stri~s· in which substantial 
. . . -. 

foreign investmer1t is likely to .emerge are those charact.erized b,y product dif-

ferentiation. ·· 

·: .. ·.·.·_A secood chatabt.etisti,c, Q:(.,f:ofeign investme.nt·.·.a.ctivity i:s. that'.i t· appears ' 

to. be domi,nat~d by firms. thilt are relatively '1arge anc:Cposses substantial ··market . 

. shares -i~ the parent cqi.!ntry. 14 It fa notcl~fficult to see· w~Y this 'should 'be the 
·. . ·, . I . .· . .r . . . . . . 

case .. -Besides having to und~rtake J~e poter1tially substant1al cost of search ahd 

fnf~-r111ation tha·t are requi,red bifore ~ntry ,> the firm must 1~n addition 'be able. 

and prepared ,,to make the necess~ry inyestment in plant a'nd eq.uipment as·:wel ,- as 
• • . ,,. . •· ' - ., ·••• l \ . . ' ) -,, 

the >expeV\ditu~es assoei~ted with 'the estab,l hhment of marketing and "distribution •. .. ~ ' . . . . . . . . ·,··' ; . - . . . . . . , ~ .. , . . '. . .· , . , . ' . 

posfti.on ir, the parent market ·and, hence, can -m9,re. easily generate funds_ throu.gh .· 

C eit~:et; e~ter~al or internal.firia~cing which consititute the more ffk.ely foreign. 

inve~:tors.: For these reasons.multi national 'activity· is bound· to be m9st pro:. 
nounced in industd~s chara~terized by.both oligDpJ]y,and prodµct.differe~ttatiofl 

i.n the parent country. 
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Eyen:\"ecognizing that foreign inVestmenf tends to~ be associated with farge -
.· . ', . •. ' ·.; . - . -.• 

fi.rms selling -differentjat~d produ~is' the(question still remains as to why firms 

~nvest rather than"export or··,;~~nse "focal procluctfori .. 15, Iri:ma~y'cases the 

nature of- the;firm~s unique intangible ass~ts maybe such that investment is 
> • • " 

the only alternative_. For example, if the .firm's adv.a~tage·}i_e_\ tri managerial 
. - - . 

· exAertise:jn _a~apting its products to Joc:aJ m~fk~t ~'onditions clQd/o.r · providing 

specialized services to.buyers~ this may predispose the.firm toward foreign 
.. ' ' ' . ; - ; . ·. . .. - -, - . . .· - -•. ,_- ·. . 

investment. In other ·cases, however, f~reign direcfinyestment rnay have simply -
,· ".'•.,:~----" _,,., ..... - •-'. ·. '; . ' . . ·- -··' '' .,. .. . 

been induced by restrictions to international trade 'imposed by the ·host country. ·-_.• .. ·-- .. . " ' - . . . - - . - . - . . .. 

The> evidence from histo~ic~l a_ccounts and surveys of.mµitination.aJ firms is 
- · -. - . :_ - - ,,· :_ ·. - . ' - _- -_ - - · - - · - - - ,· - 16, 

replete wi1h e~arn~les of this so called 11 defensive" ·investment. · That is, 

,· subsidiary pfoductiqn: is established in order to' prot~cti markets whi.ch a.re. , .. ·. ., .. ' .. • ,. . .. ,-,· , .. ', .. ,. ,·· . . ·. ' ., . . . . ..... 

~hreaJ~n~d by tariffs·, other import restrictions9 or' a depreciation of :the host 

COUntry IS ¢urrency ~ • , 

·one concll~sion: to:·be drawn front,th·e·analysJs thus far.'is that-iforeign' ~frec:t ' 
'.."·•·' :_ • .. ,,',,· · · - > •• • '·' •' -- , •' • •-· , -, · · : .. -.c·,',~/- 7 "', " · •• ·• . · 

invest111ent ten~·s .t~ move into areas and industries wherf:! international trade I 
cannot. Fjrsf, the fact,that foreign investll)enttakes pl,\ce (for-whatever reasons) 

' - j .,' -., • • ,_ - . _. - --.. • • .., .•. • 

suggests: thaf it is a :prefe~fed alternative to expor·ting. Moreover, foreign 
. . . . . . ' . ' . ' . - . . . . . ~ . . - . ' . . . - . . ' 

- Jnves·~ment is most Concentrated in .. industries characte-ri'zed by product different-:-
,, ,: .. , -- _, ·. 

- iation. 'But these ~re precisely the industries, pafticularly those in which 
, • ,·' I • ' • • ' ' • • • ' , 

·. na~ional rn~rke1;i,ng ~nd, !ldvertising +~. an imP;ortant source df differentiation, 

that we:arguec(earlier a~e less susc~ptible to effectiye import co~petition. 

_.Jhe abov~ reason1,ng inipl ies that the multinat1or;a1 company may be supplying 

- -- a sou~ce .of rivalry and compe-~itibn tn dom~stic.mar~ets·-ttiatco~1d .not come from, 

intern~tional trade. - ~1:~ a~i1jt,Y to ~cc1le major bar'\".iers to er:itry Camp_le ~Upply 

· , ~f fu~dsl_ ability to mark¢t anddifferentiate _ its pfoduct)· miy. render it.the·. •--
, • . •-••.••• •.-"'. . . • \ -_, , '• S, ·•:••• I . -. . .• , •< I .', •, -. • .. 

mosi', favor_ed ·entrant into ind~stries in which barrires t~ entry are hi.gh~ ·, _In' 
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this. r~gard~ the· multi nati one.l finn'perhi!pS represents a. new market participant 

an9 rivalthat could -~ome fr~m•'few other sources. · Moreover,· the multi~ational 
'I • • • • ',··. • . • ' •. . • J ', • • -

. ·entrant is. likely to_ represent a more disruptive influence than a domestic 
. . . . . . ' . .·· . '. \. . ,. 

entrant.·· {t may for example, utilize· different technolo_gy an~ be. importing 

more of its _components,·from the parent .firm·and thus, have a diffefent cost- . 
' . .' ' ·- ' ·' . . . . . _, '. '•:·· . . 

. structure than that of:i_ts national rivals'.·· its a'lJienstatus may also reJ1der 

·jt lessrespectfull of est~blished modes Qf behavi~r ,and pricing·. Finally, 
• , • • • • • • • --·.. • • • , _, • I • 

. beJng,geograph_icallY diversified, {t 1~ likely to.be less dependent upon the 
,: . . ·.. ·. ' - ·.. . . ·. . . .. . .. ·. .. . -·-' . . . - .. 

h<>st ~O~Jltry ~a~ketthanJts n8.tional rivals a11d thus may ~e mor~ dispClsed to 
-~. '' .· :- ~ ' 

undertake_,J".isk ~ssociated with price cutti.ng. Potenti~lly then the multinational 
;'.' .. ' . ' -· - . . 

· ,en1:tant' _c~n. be given ~igh mar~s, in increasing the ~~mpetjtiye pressures- in the 

ma.rkets it enters • 
. . ... '. . - , ,I. 

. '. . ,- : ' . . ', t~ . . . •/ . . : ' 

, Th,{analysis th.us far has cast,:a f~vprable 11ght upon :the multfnational 
'.· 

· e,nterprise as a potenttal competitive force. Before accept~ng this :conclusion• 

f.number of ,ca,veats .. must be ·considered~ · In theJirsJ·· place, .sihcemultinationaJ 

entry -is likely to occur infndustries-tn which prod~ct differentia'tton -is an 

·· . '.important ~lement,./the conduct of,the multinat.ionaf firm may res~lt in the. 
, .. ,-· . ,··· . ' :. • ... · - .. - -·· . .. . :. - .-, . ·'• ·.. . •' . -

ind~stry' betng di:rected away from price competition towards fonns of non.;.price 

.·. competition such as model and sty1'e changes:, prol ifera,tion of· brands and product 
\ . 

. · lines, and' excessive advertising. These ·'activities may not only be considered 

. socialiy:wasteful by some, .but also may tend t~ultima:tely heighten ba~riers to 
. • " .-., -: .·•:·· . ,··•_:;;."':!': •.'.:• .. _, •'"'. ·,·_:: .:.,.':: ·••:·;':•.•· _.·•·. .••., • • _.r ' . ; '.. · .... • .:. '. · ... : • •• , . 

, entry"an,d result iii· increased prices .. 

, Secon~, the entry of a multinatiqnaJ firmmay Pl'.'~1oke ,d~fen~,,iv~ mer-gers . 
. - ~ . . --- \' . 

among natior:,aJ firms 1n. the host market. · In cases where genuine ecopomi es o.f .· 
r. 

, ,.: . . . .. , . . I .' . .· ...... - . .. • •• . . . 

. · scale .-e~jst .:~h~,xe~ll.1 t may· be an in:ipr-oved. ratipnal ization• of the d.ornestic,, 
·, ·,· _: . : :·_ :· . 

i.ndllstry~ In, ·othet ca.ses, however9 the result may· s1mp1J ~e ~r1. increased level 
.,_- ' ,l • • '. '., ~ ,._ • 

of conc;ntrati.onand a tightening of oJig·opoly interdepend_ence. • Which way the 
- . 1 . . 

, ' ' I 

I 
I 
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' . . . ". ' . 

'sword will .cut. is di.fficult tor generalize.· 

• Finally, the entry o.f a single mul tinationaJ firm may bring about '.'foll ow 
.. . . . . '. , '· ·_ ~·. :.- ,• . . ·, . .. . . -. . . . . ·, ' . . . . . '"· . . '• 

the_ leaderu tact_ics ,by other firms i.n th_e invest1ng country, if they feel they 

can only protect their 'marke\·share~ .by f611owing the.leader irfinvesting abroad. 17 

The ·results of this,, .pa.r-ticularly in sma] ler countHes · an9 in jndustries_ where 

economie~ of scale are i,nportant9 maybe a fragmentation of industry with too 
: . . . ·. ' . . . . .. ': ' ,. . . . . ' . . .. _ . '.. ~ ·, ..... - . ', . ' : . . . ' . . . . . 

-_ many firnis crowding into the iriarket~for any· to acHieve optimum output levels._ 
. .c. '' ;:, ,..... ., ... ' . . 

This problem is 1 ikely to be most acu.t~ tn circ~mstandes in which investment 
. . ' . - . . . . ·-· .... ,, 

.._ . •, 

was induced for defen~ive purposes in order• to· ove0coine a tariff or other 

protective dev,ices . 

. Competitf~n, Pol:icy and· lnternationaL Ttade •... 
. . ·< ·. ·, .• ,, l 

.- It ·is. a cmnmori; oberviitio'n that much rif.tnte~natiqnal trade is carried on by . 
. ... . : - . : ·. .· ·.:·: .. - .'.· :.;• ' ' ,- .•. · ... , '. ' . ,- ' ·.· ,··.' . ···\ .· .. 

· large firms, iind that large firms, at least up to !;Orne point; tend to export a 
,.; , - : . -... -._-. ) .· C -_ . . · .. --- - _-_. -__ -- - _- , . -__ ._ -__ - -/ .----_-- : --· -- 18 . ---- , • · .. -- · ·-. 

. larger percentage of their output than do their smaller rivals.:. ·_.·_ .These obser-. :; .. -:. ' ·. ', .. ·' ,:-. :· . , . . ','. :·· .. '' .. · . '• . . . - . . •' . . ,;'. :· ~:. . .· · .. : . ' ' . . " . .. 

-_ yattons ta~~n -alqng With tti_e,noti()~ ofs~bstantiaf etonom1es-of scale in most 

:manufacturing industries, have- lecVsome: to' conclude thijf changing the competitive 

·conditi6ns'.tn a domestic ,indtJstrymay be a.method to improve the·indtJstry"s 
. ' . ' . 

- iriternati.cmal trade performance._- Indee.~ 1 in recent' yei:lrS policies aime~ at 
' '. . ;",. ,_' : . .. .. .-... . , . 

,relaxing ~nti~tru~tenforcement and· enc~uraging or promoting mergers have been 

. advotated-·b·oth in Europe and in the U,S. in. order to improve export performance_ 

o/to· en_abl:e inc{ustries io better ~onfront. imp()rt ~onlp~titi~n. 19 ·, __ -Mosteco~omfats 

would probahly ·argo~ ~hat flexible exchange rates itre a more. appropriate res pons~ 

_ to trad~'iinbala_nces than chaflges in' anti~trust! _·-:Nonethe1ess,_._sirice countries do 
' . .. - . ,_, - .· . ... , . ' .. 

to_ what extent interna.tiD1,1al trade :performance might be ·alterecr by changes in the 

degree of domest_ic competition: 20 .. -

I 
I 

I 
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. ~nfortunately, there exists pnly -a .1 imited amount of theoreti,cal. and 

empirical analysis: to work with. in addressing this issue._· Perhaps themost 
<. • ••• " .-. • •• • • • : • • ;·. • •• • • • - •• ,I. . . 

thoroµ~h theoretical anafysis of the issue is a retent' paper by Lawerence -- · 

White:in which he· compa'res, un·der a variety.ofalt~rnative a·ssumpt1ons~ the· 
• • • _... • • • • - - • • • I • \ 

theo_retical performance of a domestic monopoly versus :a· competitive: indu_stry 

fn ~xp~rt_ :ang ·import· .. competing' s i.tuations. 21 -· .· 

White•~ analysis shows.that, under a variety of differing assumptfons 

(ho~ogenequs products,. diffe~entiated, products, differing cost 'conditions), 
.. ·, -· . -- . , .· .. ' . - " . . . . . ·, /• 

a· dorn~sti<;:monopolist .in virtually all cases is likely to yield a higher level 
. . .., .. ,. . . \ 

of imports than would ,a competitive industry .. ,. Of :oarttcular interes_t i.s that . . . ,. . . . ,. . ' . 

. thi$ result can. occur even in -cases where a, monopo~y structure could ac.hieve : . 
• •• ,• : .. I:•:• •, . ••, ', , • ' •- '•. . ', '. •," • •j ' '('-

lower cost thc1n a competitive one.. This· conclusion follows .from the fact that 
·,·, . . . . . .. _ ,.,, ,· . ' ·- - . . . . . . .,_ :.: . -· " . ~- . . .· .. . -- .. 

in t_h~. monopol.}'· cas_e, tmpo,rts will·. be reducecl on,; to the. exte:nt that :the mcf~e 

~os:t eff_icient monopolist is wUl ing· _to produce a l argeroutput _( i.e. charge a 

lower pri}e) than woulq ha,v~ 'th
0

e competitive trdustry:. Jhe important implication 
,,_ -'" . ·, ._. __ , ... _. ,· .. -. _ ... · .. -.-·-, -. ·.' . - .. · . '.' .. , . . . - . , -

is• that the pot~ntial effic-1ency,ga1.ns from a monopoly structure are not su,f- · . .- ' . ..: . .. . . .. . . . . . - . 

ficient i~ and.of thems.elves to guarentee· a reduction in the level of imports. . . . .•. : ' . . . . _., 

· Rath.er~ .the efftcie11cy .. gilins mu~t. be 1 arge. ~rlough to offset th.e increas~ .in. 
. . 

. _ market ·pow_er that-resul,ts. from the tra~sformation of the co~petitive industry 

into· a monopoly .. 

-.. The. scant·e111ptrfcal evi de.nee . for the p. s. seems . af. l ea~t j ndi,r:ectly to 

$Upp~rt White's conclusions co~~erning the role of industry structure in import 

competing .situ.atio.ns.. Pagoulatos and Sorensen, for e~ample, found that ·for . 

imp()rt corripeting manufacturing industries (after a'llo~ing .fo.r differen.tials iri 
l ':•' ', I - - _, 

plant _scale economies, r~search and development ef:fort, pro~uct ·differentiation, 
. . . . . ' . . . -

·_. ancl: transportatfon c:ost) a positiv~ and statisti.cally significant, relationship I. 

exi.sted between .imports_ as· a percentage of dome.stic value of shipment_~ and ,the 

\ 
I 
i 

. . I 
l 

' I 

.! 
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levef:e>;)r;dustry·concentrati.oh~ 22 · 'This evidence 1i's also support~d by··results 

p~esented b; cives a~d Khalflz~deh-Shirazi ~23 ·. Utilizing rather de~ailed. 
. ,· :. .· .. -; '. '. . .. ·. - . , . - . ;_._ ·, ·. . .·. c,,-- -·.·,. 

individu~l firm data, they found that the leve'l of industry c,oncentration: was: 
. , .· _,' . . . . ' 

sfgnfficantly·,higher in U.S. industries in whi:~·h imports a's a percentage of' 

domestic disappearance· (shipments mi:nus exports plus imports), was large com;_' 

pared ,tpindustries in which the Jmport share was:'small.' 
•,. '. C\ :• • ,• ' •:, • • • - ~• • • , ' • • • • , • ' I ' _- • , • ' • • ,• 

. White'.s analysis f6r .export competi,ng situations leads to ambiguous conclus­

ions~ . Ass~m·ing. cost,s .~,re identical under, t,he moncpoly <ind ~ompeUtiv:e :industry 

st.ructur,es (and Jssu~i ng ho~og~neous p'roducts and : the absence of dump, ng), then' ' 

'the monopoly .struc.ture. y_ields: lower· levels q,f exports than the competiti~~ one. 
' .· . I . .··, . , '". '. . . . . ·"··,.· . 

If,. however,. international price discrimiliatior(,(dumpjng) is allowed then a. 
o• • • • • ':• • • • • •• • 

monopoiy industry i,~ likely to e~port more than,~·-·competitive, o~e., Und~r con,­

ditions ·;"which 't~e' fore:ign. a
0

~d' do~esti'c. pr~d~cts: a;:~ :;mpe.~fect. substitute~. 

{prqduct' di ffe~entiation) or the moriopo,ly, ;tru,cture' results' in ·cost 'savings·:. 

aJ1t19~t.anything can.happen depending upon the conditions.of demand in th~ two 
. -.. ,_ .. ' .. ,.' ·< ,. : . · .. ,- . . ' .. · . . . , . .·I . 

market,s' .and :the size. of.the .,·efficiency:ga.in resulting frommonopol fzafion' •. 
- . ; . . . . . " . ~ . . . . ,• . , . '. . . . . . .. . 

··. While Whitei,s: analysis 1 ead~. to inconc:1 us'ive results in pr~~i~tingthe : . 

impact, 6f doniestic monqpoly on ~xport activity, emp,rical evidence as wel; :as 

· / less formal' clnaJysis suggest that firm siz~ and a limited degree of market .· 
. ; ... - -· . ,- . ,· . , . - - ... ' . - ' -

po~er mciy · be conducive .to.· the e.nhancement of exporting .eve~ beyond the/ 

,•·, achievement ,of econ~mi~s ·Qr scale or the use :bf prlce 'qiscrimi~afi on. 'Con~ 
:: ' ,_.-:•·.··,_. : .. ,, -·:. ' _. '.·. .:, -:- :: - .· :- .. - . . ·. . . ._ -. _:. .- . ' ;: . ' . ·. : . .. . . _-., 

. cep'tua,.Hy~ tt1'1s conc]uston is b~sed,upon the '.existence ;Of market •imperfections .· 

-·wh{ch ~end~r)he securing pf sales, ,n for~ign markets more difficult than' iri. 

: do'1!estic ma,rket. 

:.·./:For,.~xample, fluc:tua'-tion;:tn ,f~~elgfe.xha~ge rates',a.s·weit as the' possi.~il i.ty ' 
' ' 

. . of political ·d~~~1opments aff~c-ti~g markets .ab~oad1.m~ke e;p~rt :sales· relatively 
· ..... ,...,.,:'.'/"· .. :•·,·,.··::· •,··,,••,;·,· .·. ·_·, .. • .. ,·,.·•.: ......... :'. ··:;>"" .. , c,'·', · .. ·:•.·,•...-•,. .. · 

ri,sk_y, esp~c1ally if new capacity ~ay be need~d torse'rve fol"eign demand.?4 In 
. . - .. . ' - ,- . _,. -.., 

I 

I 
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-addition,_ the'f:i~edc,ost of foforination is· ltkeiYto be.higher 1~:for~}gn,.than '· 

do111esti(markets' owing to d,ifferences in J~nguage·, :cus}o~s~ habit~t and in- ·. 

cteased di:stance rof the Jbreign m~rke~'~ ffom ~he 'firm'shome base.' Firi~lly, the 
.. : •. . ., . . . ' .-· . . . ••' .. . ' ·. ' 

. ·abi-litYof a 'flnn to simply compete 'on t~J 'bas-is~of 'prit~1 may:not be: suffit~ent 

for it to. )secure foreign sales .. It is :~Jported,_ for_ exa·mpl e, 'that non-prlce -

factors su.ch ~.s -the. ability of fir~s, to ~upply -cred{t tt? fo·reign buyers and th~ 
· .. l , . \ ! , . , · .. 

speef an'd ce.rta i nty wi.th which a firm ca~ de liver i ~s; prodµct oftE!n _take, pre- · 
. ' . . '. , '- . ', . ' \ .. . . . .· ' -, •- . ' . 

-c.edenc~ over'~ri.ce _in determining foreignsales.25 
,.,:,;-; . . . . ; . . . . . . .. 

· 61 v.en _ the existence of these Jmperfectfons:: if 1 s arguable .that th~ firms·· .. 
• - ·.' ' ., ., .• ·. ' .' ., .s•'° ··- '.'. ' ' - • • 

_ .which are best equipped to handle the problems· ·arid diff'itul ities of exportfng . 
~•• •' , , • ' / •' ' • • c , •• , • • , ' , ' • •, ; , • • • ' • ' , '• ' ' • < , .: : •• • • ••;•" • a• 

arE! those whilch are relativ~ly large a_r,d possess: spme .-_degr~e' of_ market. p()wer, ln 

th~tr'ciomestk,markets .. It.is thes~ 'fi'nn~ ~h,ich .. are likely to have't~e sources, 

'of int~rnal profits,· the ac~ess ,,t,o capit~i ,· and the yol~llle of domestic sales 

'necessary to ov~rcome th_e lnherent difficulties of p~netrating foretgn marke:ts. 

: The avaUabl e ·empirical evidence, seems to. support. th;· ·c1:>ri~lusioh that•- a 

-11mite;d ~egree of: market power may aid ,export· performance.- Pagoulat~s· ~nd 
_,; .. · .. -:.- ··. ,_ . . . •" . , "'' .. : . ·.'·, 

. I. : . . . . ; . .._ • . " .. ·. . . . "_. . ' 

Sorensen, for,e:Xamp1e, found t_hat in .u~s. expor:t competing, manufacturing -- , .. ·.. . . .. .,., ' .... : · .. · . . . ·- -, . .. . . ·. . .·. - ' ·· .. ' . -.. 

•. indiJs1;~,ie,f a'·statistically significaht and po~itive:relationship between the .· -

, level of industry concentration and the proportion of industry output expor\ed 
' . ' . . . . , . . . ' . . '·. . 

-even after acc~untfng for oth~,r industry characteristics such ~as the degree of· 
• • • • • • I • • • 

plant scale economies, :the amount.of product :,differentiation, and the fntens;ity 

of_· in~u{t,~y- res~arch. and ievelD~~ent.·activ'i;y. 26: {1mttar results :have been: .· 
· . .'· __ /'., ,· .·.·-.. - • .,: ·. -·. ·: ·: ·.,_·_ .. :_,·· c .. :·.· · .·_>· ·-. - ··-27 

reportecJ ,b;i Caves ancJ Khalilzadeh-Shirazi for their sample of u.s; firms. -.-." 
·, _:'·· . ' . ··:· - . y ," :. .• . . :· .. ~ . ·. . . ·. . ., ' .· 

In a· study of trade between France, West Germany, and. Italy, . Owen found ;thcit 
. '. - - . . . ., . ' . , ' '. ,; . - . . ' ·. ' - ' ' .. - . . . . . . . - ' . . . - ': , . .'. . ·' . ~ 

:fndustr-y':concentrat16n contr:it>uted a positive-'effect upon'bilateral ·trade flo~s •. 
,_ -, ·, '. • ·, • -. ' • • • , • - ' •• • • ' ••• , ' ' - " > • ',, • '. • 

- _t>Jt 'on:ly ·up' ~o a thresho\d 1 evel of concentration (between 45-60% 'for t:h~ ·top, 

eight fihns.)~8--For l,ev;els'o'f 'concentratton beyond.,the threshold, 1:>iiat~ha1", /. 
• 1 • . ' ·-' ·;. . . ' .'' - • " •. '· : .· ' , • - ~ ·_ . ' - -' : •. _i . - , . , 

I 
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'trade flows detlined,. The implication" of Owen Is resuit is. that' incr~as'es 1n 

firm size and market shares-may ajdexport performartce. up to a point,but once 
-. . . · .. ' . . . . . . . . . . . .,. . . 

th~ threshold js rea~bed,dligopolistic: interdependence may, impede' trade. 

Finally, Goodman and Ceyhun found in, their studj of U.S. ·1~ternational, trade 

tn manufactures that industries which. they classified as,,l'newll.(those with 
' . ·.· •.·. . .-·. ,· . . ' 

· ·•. ,research and deve.1,opmen.t e,~periditures as:a percenta~je of sales greater th.en the 

· · overall manufacturing av~rage)', indu.stry conc~ntratfon exerted a positive in- . 
< • •:,::,••• • '"• /" ' • • •, • •, •• r • - ;•, ' S, • ,• • •• < ', • •• ,' • ••, • 

flu~nce upon expt>r; pe~fonnance:, but for- industries cJassified as "old" (those 

. \l[ith_ research and development expenditures below tbe ayerage),-.the"concentra1ion­

, .export:;relat.ionship turned neg~tive.:.29 --- . 

Additiona·1 -evrnenc:e on, this. matter can be d_rawn fron·1 the recent analyses of 
' . . ;_. -· · .. ,.. .. ··. 

the ~ffe-cts · of the Web.b-Pomerene · Act on, u. S. export .trade. Under the:. pro-

• . 'lisions of this act,' firins are ·effectively exempted-from· U .. s~·antitrust ·law~ and 
.·-· ,·· ._. .... :-:· ., ,',•." .. ; . ·,,··'': -.: .. : . '·: ·. _,: ·'' ,- .· ' .,.,,•• - . .' ., . 

p~rmitted·;to. collude for purposes of export sales·. Indeed, '~h~ orgtnal i~tent · 
~ ' ' . 

of th~ Act wa_~ to, inc'rea,se .. the participation of small fi nn~ i,n export trade by 
·.,. . . ' . -· ' ' - ' ' " . - . . 

providj~g'themoppQ~turiities to overdorne the difffculties of·entering foreign 

. markets ril~nti~ned· earlier, by the p~ol ing. 'of ris~, i nf~rmatfon. and marketing 

''cost,through export associations, au'thorized by the Act.· 
. ' . . . ' ·, . ~ 

Perhaps: the. most interesting r~sul t obtained from- the empirical studies of· 

Webb associations is howlittle they have actually contributed.to export pro-
-.. ·. .·- <i'._.-' .. • . ' . . . 

motfon~ ·Not only .has th,e number of ,sucessful _asso~:iat{ons formed beensl)'lall ~. · 

.. but alS~' the amount of exports 'whichhave been .assisted through th,ese 'as·sociations. ', 

has beenl.imited.' Th~ ~LS~Federal Trade Com~ission, for exampl,e, has estimated -

that only about 2.4% of annual ag-gregrate U.S. exports. receive We~b ~s.socia{ion 

, assistance, and th~teven Within individual industr'ies Webb assistance:seldoin 
• ',•' " - • 'C -_-:_" :• ,, ••• ;' .•• •• •• , • • ",' • ' • ••• ,• 

appli-~d.to·as muc~:as 10% ,of\nc:iustry exports.30 '• S(jme'of the more successful · 

·_ ~ebb assoCi;ticms hav'.e 'been studied by. Larson } 1 He finds that :the successful 

. I 
/. 
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associations .were usually those formed by firms in industries already highly 

concentrated in the domestic market and producing re·latively homogeneous pro­

ducts •. This result is not surprising~ sfoce these conditions clre favorable to 

cartel formation~ The activities of these associations, however; were such that 

they frequently chose to cooperate and seek "peaceful coexistence" with their 

overseas rivals rather than compete with them. 

Taken as a whole, the existing evidence suggests that relaxation of anti­

trust enforcement and the promotion of mergers and cartels is a highly uncertain 

method of, improving an industry Is export or import competing performance .. In 

niany ·instances such pol ic·ies may be counterproductiv:e in that imports may 

actually increase and exports decline. CompetHfon policies should rather be 

based upon their domestic merit. Mergers essential _to· the achievement of genuine 

economies of scale or to the ration:a;ilization of fr9-ginented industries should 
. . 

rightfully be encouraged.· As.the same t·ime authorities should not fear to 

promote and preserve tompetitivelY ~tructured industr1~s wh~re p6isible. 

Measuring the Protective Effec.t of Ind~stri ~J Policies 
, , 

. Many industrial policies have been adopted •in recent years without the 

benefit of economic studies or data supporting their effectiveness in achieving 

the desired objectives. Indeed, very few quant-Jtative measurements have been 
' . 

made of the.ex ante or~ i:1ost impact of these poliC'ies on domestic industry 

structurE!s and interr:iational trade flows. One reason for this can be found in 

the lack of design in the adoption of industrial policy as a response 'to actual 
.. , . 

' ., .. 
. . ; 

or presumed needs to facilitate industrial adjustment and structural change. 

Furthermore, only part of this increased government intervention has been 
- . . . 

~otivated by\he domestic and fntey-natfonal effects of trade liberalization, 

and only ~ome of the adopted measures ,have an intentional· protective effect. 

It is thus very difficult to assess what the patten: of domestic production and 

! 
. i 

i 
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international trade would be in the absence of such measures. Finally, few,· 

governments compile the necessary information for empirical evaluation, nor is 

it always very clear what the meaning and exact content of industrial policy is. 

For these reasons, the domestic structure and protective effects of such forms 

of government intervention are difficult to quantify. 

A modest amount of. research has no\lJ begun to fi'l l the need for a quantita-
. . 

tive measurement of the domestic and trade effects of industrial policies. 
. . 

This res~~rch ha$ fticused mainly on such industrial policies as public pro-

curement and government assistance to domestic and Export industries. In what 

follows~ some of the empirical evidence available· up to now on the protective 

effect of a few industrial policy instruments will, be summarized. 

Government Procurement . ' . 
. . . . ' . . 

One of ,the most widespread :forms of discrimination against imports in 

industri c1H zed countries is the publ k procurement of merchandise under va_ri ous 

lfbuy domest1c;' regulations and procedures. This discrimination against foreign 

firms may manifest itself in the terms for soliciting bids, the ,various bidding 

requirements; and the_ criteria for selecting bids and awarding government 

contracts. There is little doubt that this form of government intervention, 
. . 

with the possible exception of cases involving public health or national security, 
•• I ; 

represents a deliberate import restriction. 
. I . . 

- Two recent studies by Bal dwin 32 and by Lowinger33 have p~ovided a 

quantitative assessment of the extent and impact of government discrimination 

asanontariffbarrier in the U.S. and E.E.C countries. Both studies utilize 

inpuf-output information in the calculation of a hyi>othetical import figure 
• I 

under the assumption that the government has an import propensity similar_ to 

that of the private ~ector. The difference between:_this hypothetical figure 

and actual government imports provides an estimate iif the degr~e of discrimination 
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. . . . . 

against for.eign suppliers.·. The estimates obtajned by Bal_dwin and lowinger for 
. : . . ' . - . . - -

.. the 111id-1960s suggest that discriminatory procurement. practices had a signHicarit 

'impact in curtailing.-,mports· in the u .. s.·and.to l lesser ei<tent inFr~uice and . . . 34 ... ·. . . . . . . . . . . . 
England.. .Under the assumption of no government di:scriminatiori 11 U.S. goyern-· 

ment imports would have bee.n more than six times th,~ir actual value· .. In con-· 

.. trast, ·these authors _foun<:J no s.ign-iftcant evidence ·of go~ernl')1ent discrim1nat1on. 

··.against imports _in the cas·e of Belgium,. Germany, Italy and the ·Netherlands~ 

The. above es~imates refer mai.nly to .the trade-diverting effects of public 
:'. --., ·.-. 

proc_uremen;t .. Gov.~rnment discrimination may aiso af.fect. international trade 

_fl.ows i~directly~ through t~e, impact of this' policy, on domestic industry 

structure .. This structural effect coultj result from reduced' foreign competi­

tion, form the subsidy granted _to_ the research and ·develoment activity of a 

company .. (as is often the case with aerospace),. or t.hr~ugh the strengthening. 
' I . . ' ' 

anct stabilization of lea.ding-firm positions in par~icular industries. "How 
•.' 

~ignificant,is the domestic structural impact of discriminatory g:ove.rnment proc~­

rement practices?: More research is ne~ded before any c_onclu.sive answer can be 
,· 

provided. Furthermor~g ·While quantitative estimates ·are not available for 
- ,· - - .' . - ' . - ' 

Japan ahd other O~E.C~Dt countr,ies, :.the general conclusion f:rom the Baldwin 

a'nd towinger results is that redu-ction in government di_scriminatfon will 

. :result in greater.trade liberalization for U.S. industries as compared to the 
I • ·•; ' • , • 

· Public AssJst~nce :to Industry . 

. · A se~ol'ldtype of·industrial pol:f'cy for whic~ so~~.:1:enta.t,iy~·quant:itative ·•· ·. 

:estimates exist in rega~d to its i111pact on trade· ii gov~rnment ~ssis{ance to 

industry. , A wide variJ!ty of instrwnents. have been.utiljiecl by 0,E.(;·.D~' 

governm~nts as aids to manufacturing industry. Th~se range fromAirec:t,grantss 
• • •• : ·,' • • '. ·~ ·-· > •• '.. ' ' • • • - - • ' ' • • • • '. ' • -., 

to· co.111pantesjto low interest rate loans, wage and i;ocial s'icuritysubsidies, 

! I 
. I 
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. ·resegrch .and development sµ.pport, preferential tax, and. credit treatment,. 
- . , . ' 

. retraining ,and technical assistance subsidies, and. various export promotion' 

sub~idies. · The scope and magnitude of these gover·nmenLaids varies from 

country to country a~ does' the explicit objective .for their adopti.on .. This 

. increa~eg sta~e:i~vo)v~ment in th~·private sector 'has ~t times been part ·9f a 

.· .concerted ~ffort .to facll itate reg 1onal 'development· o~ to . promote cert~ in 
·. \' . .. . ,. , . . : ;' . . . ,•, -. ' . -

te.chriol,ogtcalJy advanced industries .. It ha.s a.lso been cln attempt to facilitate 

structural ~ha~ges imposed on d~mesti c. ir.idustry by· tech~ological .factors .and 

increased foreign competition. Whatever the ann,01in~ed goal of ·such 
1

polic::ies, 
• .'· • ••:, • ' ,· • •• • ._ , ,. C , , - • • '• •' , 1_ ",, , •• - • : ,', •• •. • ' • 

· howe.ver, there is -growing a,greement that such industri.al assi~tance polfc1e!? , 
. . . . ~ - -· ... •. - . . ,. . . ' " . 

haye indireft, ~nd sometimes direct, distorting effects.on international trade 

·. flows .• ·_ .. 

One of the· first,,attemptS>tO capture. the effec:t .of .:domes ti C subsidies on - . · .. _.,,. ,_.. -.:··_ . :,. ·- . . . .. ,:• . •' . ,· . . . . :\ -

. . . . . • • .·. I -. . .. 

changes. in the pattern ·of trade was made by Denton, O':Cleireacain,, and Ash 

·/ witff ~eference.to.'the ~nHed Kingdom.'35 The1·r method consisted of relatin'g the 
--· , - . ' ' . .. - . . - . . . . 

p~ttern of British trade to a numbe~ of determinants of international trade fl:ows 
. . . ., · .. - . . . ' - ' 

· i~cludfrrg the role of UKsubsi'dies to private ent~rpri\e. They found no hard 
. . . . . . . . 

· evidence: that trade flows or ·other· indicators of domestic performance were 

·· correlated with. the industrial pattern of UK government subSidie's .• Denton has 
. . . . .· -~ ' . . . . . . . . . . . 

subseque~tly provided further quantitative estimates of the extent .of sub- . , 

· ·.·. ..sidi zati ori <>T British_ ·industry. thr~ugh assi stance·,·di rected ·to specific industr, es 

as well as v~r101,1s general· incentives, such ~s i·nvestment grants a6d the .selective 

employment tax.36 His study ccmcludes thai wide V;lriatio~s extst in ,-the degree. of 

subsidization among industries and between firms of the same industry .. Denton 
, . . ; :· .. :· .. : ··. . .· ·. .. . ' : ,,._ . ... -·. ,·. - ... " 

iur;th~rconciuded that someJypes of'subsfdy~ esp1~~ially those 'given to save~a 

.. · firm from liquidatjori,· had a, consiperabl~ effect: :m·the pattern of trade in the 

short run.· On :the other h,and, public assista~ce granted· :for .the purpose 1of 
. . i ·. • 
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industry modernization, may dist~rt trade only in the Jong run if firms succeed 

· in competing in world marke-ts. Denton's general ccmclusionJslhat British 

- industrial policy has be~n intoher~nt ,in terms of Hs objectiv•es and the 
. - . . . . . . . 

va11d1ty-,and effectiveness. of its me'ans in securing thes·e objectfves., 

· Melvyn_-Krauss_ has recently attempted to separate that- portion.of government 

subsidies that is mor,e: di-rected 'toward e'xport promotion ·.:_from. do~estic purposes. 37 
. . . ,~ - .·_ ' . ' ... : ' . '. ' . . . . . - : ·. . ._ . 

His conclusfon on: the basis of UK input-output information is.that the.rate o'f_ 
' . - ' . 

subs_idy to exported, _value.;.added in manufacturing r,mged .from, ~91% t_o 3.59%. 

These· figuresimply a relatively_low impact ofsubsidy payments on UK trade. 
; . . .• · •• ',,.· -- :. ,• . • . . - . • • . : 1 

: His rel ience, though, on input-output sources 1 im_i ts the validity' of his results, 
• • • • -. • • ~ s • ,.,, 

sin-~e _subs_idy practices .such as inte_rest rate conces,sions,- Joan guarantees; and 

procurement policies' are.not included in inpute-output table!;. . . - . ' 

The public assistanc~ giye~ to· West G.erman. industry ha~ been recently 

eva1 uated by Gerhard Fels } 8 This author has survey.ed, Germ~n assj.stance policies· 
. . .·' .·'·, -.' . .. . •·. \' . . . ' . . ,· . ·" . ' . . . . 

and :suppl emerJted effe.cti_ve pro:t.ection rates. with the effective rate of direct · 
' . , 

. industrial assistance. His. results indicate that agrjculture» food, processing, 
I ,, • , • • • , • , , , ' , I 

. ' and 'cqnsumer· goOds industries were the. sectors mor(i highly protected ~s ,a result 

of direct government assistance: 

-_Finally, thepreferentialtaxtreatment,of exporters 'in:U.S. industries has 

receiv.ed considerab'le attention in r~cent years. · This- means·of. goyernment export-_ 

promo~;pn is 'th~ pomes~ic InternationaJ Sale~ Corp_cir.ati'on (DISC), authorized in 
- ,•· .. -.·: . . . . - . •' 

- •-- the United. States by the Revenue Act of 1971. - The procedure of the DI~·c consists 

'of the establishment of speci a 1 tax_ she l te_rs that pro vi de taX' ad\iantages t? U .s . 
. e~po~ters for· the .purpose of inducing them to exparid exports. Rec~ntquantitat'ive 

. ·_ es:t ima tes :by: Horst; a~~. Pugel 39 and the U.S. Congr~s s ibnal .Res~·arch Servi c~ 40 . 
. . ' - . ' . . ' : . ' ' . . . . 

indicate that in 1974 u .. s. exports were· increased t-y about $2 .1 toJl -~ billion 
. .. ,_ ., - • . ' ! . • ·- . • .• 

. ' ~nd that 100,,000 additional jops were created as 'a result of -the stimulative 
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. effect of DI~C •.. This cons·-ti t.u,tes. an approximate i'n_crease in. the value of 
,. •' ' .. ·.' , . . .. 

. . ' 

exports of· onlt 2-3%. In general, the available evidence suggests that _the 
. . . . 

adop_tion of the DISC as a _means of improving U.S. export perforfllance was- more 

in~trumental in increasing corporate profitability rather than in expanding 

exports .. 
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Ccmc1 ti's ions 

Clearly industrial pol iCies in:ad~a~c:ed COUDtries. ~re bec:omjng /a topic: of 

c·onc'ern•·in the'eyes. of.both. private'businesses and national ,governments~-- Their 
. . . . . . ' . \ . . . . . . . , '· .• 

1 ack ·of transparency c'reates. uncertainty ani cancer~,· not juslifi ~d at times, 

about their protecti:onist effects; Moreover, the wide var'iety. of measures 

applied_ arid the ,spe~ if i c,i ty,c of 1 rid~usJri al po 1 ic 1 e~ ir:t term~ . or i n,d iv i dua 1 . flnns 

and,Jnd~striesmakes·a compr,ehensive study of their f~ffects on domestic· an(!,' 
. . . I . 

internaticrna1 markets extremely difficult. 

The available evid~nce ind,cates that trad_e can .lead notonlyto a more 
. ' . . ' . . . 

·. efficient utiJization qfthe world's resources ·but als_o to greater c:·ompetition 

, in domestic market~.• Fr~m th~ point of view of promoting effective· competition, 

our ana1y'sis g~nerallt_supports a policy of openness toward entry vfa inter-

· .. n~tiona.l trade ofmultinatfonal investment .• In contrast, t~riffs aQd other ·_ 

g.o,vern~entJmposed impedi~ents to. trade reduce the. ~cope' for the elimination .of 
- ' - . -- • .; . . •• i • . . 

monopol/pistor.ti~ns through foreigrt ent~y~ On the other hand, the promotion of 
. . - .. • . r . , . . 

merger. activity or the relaxation _of anti trus.t as a means' of improving export· 

pe~formance is an uncertain pQlicy_instrument both in terms of achieving the 

, desired results and in terms of its· conflict with competition pol icy. 
•• • •' ", • !• C •• c,, 0 ,. • • • ' • • •, 

__ Finally, th.e li~ited qua~titative evidence on, procurement and various 

subsidy ~o1 icies. indic:ates that they, do dis'tort international trade_ flows and 

that their irnpact i~. more :pronOUl'.lCed Jn re_stricting imports than in prollle>~ing. 

exports. Whateverth_e apparent:·contradictions of industrial policies, any·· 

' negotiation ab.out them is bound· to be di ff1cu1 t. Even 'if further· rese_arch )'.(ere 
• . • ' .. ,._/, • . ,l 

to disent~ngle their effec,ts oh international tr~de and domestic.structure, they 

may still be :Pol tcalli difficult to negotiate. 

. i 
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