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Lo INDUSTRIAL POLICY AND FIRM BEMAVIR
- AN 'I,NT;RNAT'IONAL}: CONT‘EXT'.;T
Em1110 Pagou]atos and Robert Sorensen?gﬁi

Un1vers1ty of M1ssour1 St Lou1s

1»l'Industr1a1 Po111nyef1ned

The 1nterre1at1onsh1ps wh1ch ex1st between pr1vate 1ndustry and the State

"e’are many and qu1te comp]ex There are severa] ways 1n which the government L

1ntervenes 1n 1ndustr1a1 affa1rs, the obJect1ves of wh1ch are varied and not '

"a1ways cons1stent w1th one another Th1s government act1on wh1ch attempts to ;

;change‘the 1ndustr1a1 pattern of resource a11ocat1on for the ach1evement of

| 1w;econom1‘ andinoneconom1c obJectives 1s common]y termed “1ndustr1a1 po11cy"‘5"3

:#7 ’-;“:”Among the various aspects of 1ndustr1a1 po11cy O can d1st1ngu1sh the fo11ow1ng

a) Ant1trust or. Compet1t1on Po11cy - whose goa1s usua]]y are the

5 {Qmﬁpractices, R L

:tsX;Techn01091ca1 Po]1cy L whose purpose.1s to Promote the researché,?f,i
;5';t:and deve1opment act1v1ty 1n the nat1on=,»;‘ v; : | ' }‘

vheﬁﬁicthegiona1 Po11cy - whose aim is to reduce r‘eg1°"é"I 1mba1ance 1n'V;

N

§ ﬁ;vgthe a11ocat1on of econom1c act1v1ty,

5:.,:no1ogica1 forces or fore1gn compet1t1on, and

”j;jiof exports 77

i ;epromot1on of compet1t1on and the contro] of restr1ct1ve bus1ness -'}f.i”

1AdJustment Po11cy - whose goa]s 1s to fac111tate the adaustment;h[iﬁ N

. 1ndustr1a1 structure to changes dictated by demand and tech-;ifif"‘

-77::i2Commerc1a1 Po11cy : whose obJect1ves 1nc]ude the protect1on of }f%"”é"vi'-v'q

’\fﬁdomestic 1ndustr1es from fore1gn compet1t1oq or the promotion :__}?Nijf?f; |



. "',.

'lg~as d1scrim1n e

"»:to tr»de

':2_,: S

Most of the above aspects of 1ndustr1a1 po11cy have been 1n ex1stance since

";?the format1on of the modern nat1on state, but 1n the last f1fteen yearslthe |
“extent of government 1nvo]vement 1n 1ndustr1a1 affa1rs in 0 E.C. D countries |
.1has been on the 1ncrease and the 1mportance attributed to the various aspects
I';of 1ndustr1a1 po11cy has been substant1a11y a]tere This 1ncreas1ng government
e1ntervent1on1sm 1n the manufactur1ng sector of 1ndustr1a1 countries has become
{one of the most debated 1ssues 1n recent years 1 Indeed,,1ndustr1a1 po11cy 1s

',',fast becom1ng a maJor source of controversy 1n the re]ations among advanced

:econom1es | ["d'i:f;f _;:ﬁ o f. f_' o a%;"'}l

- \..‘ ’ )

The reasons for th1s are many F1rst of al], some of many ways 1n wh1ch the :

‘;State 1ntervenes 1n the domest1c 1ndustry cause, by des1gn or acc1dent d1s— ':“

' '_.ﬁtort1ons'in 1nternat1ona1 trade by ass1sting domest1c f1rms 1n competing aga1nst ‘

A”:fhffore1gn%supp11ers or by a1d1ng them to 1ncrease the1r exports Some 1ndustr1a1
"policy measures 1nvo1ve the encouragement of mergers among domest1c enterpr1ses, o f
\hthe f1nanc1ng of research and deve]opment, tax re11ef and payro]], cap1ta1 in-

:"T} vestment and genera] export subs1d1es des1gned to prevent the dec11ne of part-:‘

A hf‘:fdcular f1rms, 1ndustr1es or reg1ons Wh11e these measures may be designed for »{vr:
i'such domestic goa]s as the fac111tat10n of adJustment to structura1 changes orb

"~"the mob111ty of resources, they are a1so 11ke1y to affect comparat1ve advantage

<and 1nternat1ona1 trade f]ows Other measures of government 1ntervent1on such

;., nationa1 export,carteTs, state trading, counterva111ng dut1es, and the prov1s1on ;

la‘of favorab1e export credits or guarantees are a]] examp]es of nontar1ff barr1ers’

Because of the1r genera1 1ack of transparency, 1t 1s w1de1y feared

f;that the 1ncreased use of these measures of 1ndustr1a1 po11cy represen&xhsguised~f

4

rffvforms of a "new protect1on1sm" that threatens to w pe out the gains of trade r_h,

'{procurement pract1ees, the promot1on ‘of. nat1ona1 and 1nter— ;p}_"'“‘””



@

x(tariff) 11bera1ization achieved 51nce the end of WOrid War II 2

Industr1a1 poiicy const1tutes at times a sequence of ad hoc measures 1n- -

;troduced as a response to probiems faced by 1nd1vidua1 firms, branches of

1ndustry or depressed regions w1thout much design or evidence as to their need .

'or even effectiveness in. ach1ev1ng the desired obJectives This 1ack of de51gn; L
1’_may be symptomatic of the symboiic nature of many of the neasures of industriai
“ipoiicy when their adoption serves the purpose of chow1ng that the government is
V yin contr01 of actua1 or perceived s1tuations But more seriousiy, the 1ack of :
bcoherence 1n 1ndustr1a1 policies may 1ead to potent1a1 confiicts between the
_:various goais of government intervention An examp]e of such a confiict can be
ffound 1n cases where the promotion of domestic competition has been pursued
f_gﬁaiong w1th the 1nducement of mergers and 1ndustry concentration 1n order to

'_1ncrease the competitiveness of domestic firms 1n 1nternat10na1 markets

In addition, 1ndustr1a1 p011c1es 1n advanced countries are bound to aiter -

ffthe operation of firms and markets by de1ay1ng the contraction of 1ndustr1es
for promoting the emergence of others Sub51d1es and other forms of 1ntervention
B have as an effect the reduction 1n the uncertainties of the competitive process
'Since uncertainty 1s the spur of 1nnovat10n. the uitimate effect of many 1n—"
1ngustr1a1 poiicies couid very we11 be a s]owdown 1n the rate of creation of new |
1K:1deas, products and processes This resuit w111 cance] to a 1arge extent the

~3reffects ofgindustriai poiicies a1m1ng to: promote techno]ogical progress and in-

e ”Qnovation ﬁf.fy' L "1 o o
| The dynamics of 1nternationa] trade and the shifting of comparative advantages*7

"ff; amon”*advanced countries has had pa1nfu11y adverse effects upon certain 1ndustr1es n:‘f'

":_vﬁisuch as;texti]es but the evidence on the adJustment probiems faced by manufac-

»h_turing industryias a resuit of trade 11bera112ation does not Justify the ma551ve _h

L intervention through 1ndustr1a1 poiicy In fact, .rade 11beralization among




’1ndustr1a1 countr1es has resu]ted in greater intra- 1ndustry trade and fewer -
adJustment prob?ems than what should be expected when trade expansion resu]ts
in 1nter-1ndustry spec1a11zation, since factors tend to move 1nto new product

11nes w1th1n the same 1ndustry rather than a new 1ndustry 3.

In genera?, industrial po]1c1es will have an impact on the structure of

. _‘domest1c and 1nternat1ona1 markets and the behav1or of f1rms as it re]ates to '

changes 1n trade and 1nvestment flows. In what fo110ws we Jook at three 1ssues4
the roTe of 1nternat1ona1 trade and 1nvestment in 1nf1uenc1ng the cond1t1ons of
compet1t1on in domestic markets, the 1mportance of compet1t1ve cond1t1ons in
:product markets 1n affect1ng the extent of an 1ndustry part1c1pat1on in
]nternat1ona]:trade,‘and the available quant1tatjve‘ev1dence_on_the trade effects

of some,measures‘of industriajApo]icy;-f



,.5;?;”5

'-;,;Internat1ona1 Trade and Investment and Domest1c Conpet1t1on

A\

‘The case for free 1nternat1ona1 trade has been bu11t upon 1ncreases in
f‘p!econom1c eff1c1ency that ar1se from spec1a11zat10n accordwng to comparat1ve o |
.:advantage In th1s sect1on, however, we sha11’argue that 1n a wor]d of 1mper-_ir
»fect markets, the remova1 of monopo]1st1c d1stortions and ga1ns 1n techn1ca1
'veff1c1ency are potent1a11y extra d1v1dends that miqht be assoc1ated w1th both
“51nternat10na1 trade and cap1ta1 movements | S -
N ) A cont1nuum exlsts 1n/the rea1 wor]d between the theoret1ca1lconstructs of
‘monopo1y and perfect compet1t1on 1n wh1ch f1rms may d1sp1ay d1ffer1ng degrees
:xof market power depend1ng upon the number of r1va1 se11ers and other elements
:;of 1ndustry structure But whether or not market power const1tutes a Tong run

'g‘}problem, 1n the sense of pers1stent monopo]y type pr1c1ng, depends upon the B

‘"-hextent tolwt:ch entr ”ba'rters deter the e11m1nat1on of monopo]y pr1ces and

- barrier

;ﬁfygxforeign f1rms w1th

"'1[av01d the d1sadvantages to newcomers assoc1ated W th sca]e econom1es and h1gh

3prof1ts through entry It 1s 1n s1tuat1ons where barr1ers to entry ex1st that
;fore1gn rather than domestic f1rms may const1tute 1he most 11ke1y entrants Th1s
*quentry may occur either through trade or fore1gn direct 1nvestment and cou1d
. fserve as a constra1n1ng 1nf1uence upon domest1c pr c1ng outcomes N :
. Industr1es 1n which entry 1s d1ff1cu1t are usua11y character1zed by the -
'.;existence of substant1a1 economies of sca]e h1gh (ap1ta1 cost of entry, and/or
S ';s1gn1f1cant product d1fferent1at10n.i Both potent1a1 fore1gn and domest1c entrants

| __;must overcome these barriers, but the fore1gn entr int a1so faces add1t1ona1

1n{the form of transportat1on cost, tar1f.s, and other art1f1ca1 |
f3;.1mped1ments to trade These add1t1ona1 barr1ers to forevgn f1rms need not 1mp]y;

; fthat the overa11 hejght of barr1ers 1s greater for foreign than domest1c f1rms, R

V;stab11shed markets e]sewhere 1n the woer can potentia]]y

‘%capita] costs 4 It 1s 11ke1y, then, that 1n market‘ where sca1e econ0m1es or




i}cap1ta1 costs are barr1ers to- entry, fore1gn rather than domest1c f1rms pose
'the most 1mmed1ate threat of entry and represent an 1mportant constraint upon
7(Ydomest1c pr1c1ng and output dec1sions - | | _
Thfs same resuTt may not ho1d for 1ndustr1es 1n whfch product d1fferent1ationv
1s the 1mportant barr1er to entry It depands upon the form in which d1fferen~
Mi,ﬁt1at1on occurs Whon differentiat1on 1s based upon sign1f1cant phys1ca1 dif—
';hferences 1n sty1e and des1gn, or Where custom1z1ng the product to the buyers
.spec1f1cat1ons 1s 1mportant fore1gn f1rms may not f1nd themse1ves at substant1a1’
:?d1sadvantage reTat1ve to potent1a1 domestic entrantc , When d1fferent1at1on 1s

,based upon d1rect efforts to pursuade consumers through advert1s1ng or brand

.fvf1mage creat1on, fore1gn entrants may face severe d1¢advantages In the f1rst

e f,¢p1ace, this typedof'd1ffePeNt1ated product cou1d be" spec1f1c to a nat1ona1 market

"so that fore1gn products may not be c1ose subst1tutes for goods produced by do-

‘f;Jmest1c f1rms Moreover, the necess1ty of undertak:hg nationaT sa1es promot1on

. fﬁ?‘may make 1t d1ff1cu1t for fore1gn f1rms to penetrate the domest1c market because

*'fof the substant1a1 economfes of sca1e 1n market1ng that usua11y character1zes
If;promot1on efforts Thus for these type of goods 1t 1s not compet1t1on v1a 1mports \
;7but rather entry through fore1gn d1rect 1nvestment as. sha11 be argued 1n more deta11

B f’1ater, that cou]d become an 1mportant force 1n e]1mrnat1ng domest1c market dis- f’

g tort1ons

‘;mpir ta];stud1es hcve begun to 1nvestigate the

'vffdegree to wh1ch ?mport compet1t1onhm1ght act as a restra1n1ng force upon pr1c1ng

;:“dec1s1ons of domest1c f1rms These stud1es have 1nc1uded both cross section mu1t1—4~

- ' variate ana1ys1s as we11 as deta11ed 1ndustry studies The cross sect1on stud1es

Vd5fifhave genera11y examined 1ndustry rates of return on equ1ty or 1ndustry pr1ce cost

| ;_isuch as the share oﬁ t

'f'}fmarginsu(as proxies for the exerc1se of monopo]y prrc1ng) 1n re]ation to e]ements

f’:nof domest1c structure and measures of the industry's exposure to 1nternat1ona1 forces,f

he_market accounted for by 1mports or the he1ght of tar1ff

g and non—tar'lff nr‘nfﬂrf'inh aF‘Fnrdnl‘l dnmnt:f--lr nwwhnr-n @




' 1f;@h1gh profita i?ity

,V\:

The resu]ts of these stud1es are 1nterest1ng and merit some detailed
::descr1pt1on.' Before rev1ew1nglsome of the resu1ts of these stud1es, however, :
:ment1on shou1d be made of the d1ff1cu1ty of mode11ng the degree of 1mport ,'
compet1tion fac1ng a domest1c 1ndustry Theoretica11y, one wou]d w1sh to have

,;1nformat1on on the e]ast1c1ty of fore1gn supp]y w1th respect to the domestic -

‘pn{;market pr1ce This type of 1nformat1on 1s not genera]ly ava11ab1e Most

‘fstud1es have, therefore, re11ed upon measures of e1ther the share of the

nf‘“domest1c market accounted for by 1mports, or. prox1es for the height of tariff :

7tvand non tar1ff protection afforded domest1c producers _

Both of these measures are subJect to qua11f1cat1on For examp]e, it ‘ K

A fmight be reasonab]e to expect that a h1gh 1mport share wou]d reflect sub-

‘5f’<stant1a1 1mport compet1t1on and thus measures of prof1tab111ty shou]d be .

"’1nverse1y re]ated to the share of the market taken by 1mports Nonethe]ess, it

j1s conceivab]e that a sma11 1mport share, ex post could 1n fact be assoc1ated :

fif?w1th a. h1gh e1ast1c1ty of fore1gn supp]y whfch y1e1ded pr1c1ng dec1s1ons 1n o

'g}:domest1c markets that resulted 1n re]at1ve1y 1ow prof1ts In other wordss

- :Vpotent1a1 1mport competit1on rather than actua1 may affect the pr1c1ng decis1ons

»’f:of domestic f1rms One m1ght a1so surm1se that the higher the degree of tar1ff

'yfand non tar1ff protect1on given to f1rms, the greater would be the barr1ers to

?_fore1gn ffrms, and hence, ceter1s paribus, the h1cher cou]d be the prof1ts of ;

{;fgdomestic f1rms ’“In_practice, however, tar1ffs anc other forms of protect1on ‘f

"are often sought and”obta1ned by 1ndustr1es wh1ch are“troubled e1ther by chron1c :

':fy»rexcess capacity and/or h1gh un1t cost re]ative to the rest of the wor]d and

~§\Ehence protection may be assoctated with 1ndustr1es exper1enc1ng 1ow rather than .

The‘pr_<1ems !iwiff”'

f,f;_;for a variety of countries as weT] as 1ndustry sttd1es suggests that 1mport

| ’:competit1on does act as a restra1n1ng force upon oomest1c pricing For examp1e,' e

.,r'

Qiﬁ cross*sect1on evidence L




'gresults by Pagoulatos and Sorensen and by Espos1to and Esposito 1nd1cate that :,’
feven for the 1arge re1at1ve1y c]osed economy of thc United States the prof1t—
fab111ty of domest1c producers was 1nverse1y re]ated to the share of ‘the. market o

.»accounted for b_y 1mP0rts 5 I

w1th such resu]ts for the U S economy, one m1qht expect perhaps even more

f .jgdef1n1t1ve results for the economies of sma]]er and more 1nternat1ona11y open'

"nat1ons wh11e the resu]ts for other countries tend to para11e1 those for the

'U S ' some s1gn1f1cant d1fferences do ar1se In the Un1ted K1ngdom, for examp]e :

'jHart and Morgan found no s1gn1f1cant re]ationsh1p between 1mport shares and '
-~prof1tab111ty Kha111zadeh Sh1raz1 found 1mport shares to be negat1ve1y re-.
1ated to prof1ts 1n h1s analysis of U K data, but the var1ab1e was on]y
marg1na11y s1gn1f1cant H1t1r15 on the other hand found that effective pro-
'tect1on rates were str1k1ng1y s1gn1f1cant 1n exp1a1n1ng 1ndustry profitab111ty
1n his study of the U K Resu]ts presented by Pagcu]atos and Sorensen for f1ve
CCommon Market countr1es (France, Ita]y, Germany, Nether]ands, and Be1g1um--
},Luxembourg) 1nd1cated that 1n a11 of the countr1es except Ita]y, price cost ,,.
margins were negative1y 1nf1uenced by the degree of 1mport compet1t1on as
tmeasured by the share of output accounted for by 1mports 6 N ﬂ
e Stud1es for Canada present d1fferent congJus1on An ana]ys1s by Jones, :
',Laudad1o, and Percy found no systemat1c re]at1onsh1p between 1mport compet1t1on
(as measured by dummy var1ab1es) and prof1tab111ty of Canadian 1ndustry L1ke-'
Aiw1se McFertr1dge cou]d not detect any s1gn1f1cant re]at1onsh1p between rates ofin_
: ; effect1ve protection and 1ndustry pr1ce cost margins 1n Canada F1na11y, B]och |
'found that d1fferent1a1s 1n prof1ts between Canadian and U S f1rms were s1m11ar .
fp1n both h1ghTy protected Canad1an 1ndustr1es and 1n those w1th 1ow tar1ffs 7

7S1nce, he d1d f1nd, however, thdt the pr1ces in heav11y protected 1ndustr1es

,were higher}invCanada than 1n the U S h1s resu]ts suggest that the effect of -

tar1ff protection may have been on eff1c1ency rather than profitab111ty Indeedn e



- | k3

o ,i7;there 1s grow1ng ev1dence that the tar1ff TeveTs 1n Canada have resuTted in.

‘ _1neff1c1ent 1ndustr1a1 structures 1n which too many subopt1mum sized firms have ~
!crowded 1nto markets y1e1d1ng fragmentat1on and an eTevation of cost and pr1ces
R TWo reasons may exp1a1n 'some. of these d1sparate resu]ts The f1rst 1s that ,

_f' 1mport compet1t10n shoqu onTy affect industry profits when market power 1n an

";1_1ndustr¥ 15 h1gh enough that excess prof1ts coqu 1n fact be ach1eved 1f fore1gn

“»qfﬂ!:rivaTS were kept out of the market The second 1s the probTem that neither the

S

‘_1mport share nor the TeveT of protect1on var1ab1es may accurateTy represent the S

"_[unobserved eTast1c1ty of forefgn suppTy

In regard to the f1rst argument 1t 1s 1nterest1ng to note the work of Caves o

‘7ﬁj.et aT,:for the Canad1an economy These authors f1nd that an 1nteract10n var1ab1e

'fcffbem“een seTTer concentrat1on and the 1mport share does have a s1gn1f1cant effect
' fupon 1ndustry prof1ts but that ne1ther has an effect 1ndependent1y Thus»they
| “_concTude that concentration appears onTy to s1gn1f1cent1y affect prof1ts when 1n

m’f;t;fact 1mport compet1t1on 1s 10w.8 In regard to the second probTem, some 1nterest1ng
' ’ 9

| f ?freSuTts have recentTy been reported by Turner 1n h1s study of the U K He Tooked

A '>75at the effects of the change 1n 1mports on 1ndustry proffts 1n the U K. after the o

YL;1967 devaTuat1on S1nce the devaTuation shoqu have raised woer pr1ces reTative

Akwfito those 1n the U K s the change in 1mports 1n the years f0110w1ng the deva]uation

“”‘»shoqu prov1de a fa1r 1nd1cation of the eTast1c1ty of fOPETQN SUDP1Y Turner, o

"-z}f:?f1nds that changes 1n imports are. s1gn1f1cant1y reTated to 1ndustry pr1ce cost o

-;if?”marg1ns ','ff'; f;ff”'“‘ﬁu'_i'iff . 1"P,“._yﬁi_.‘i a,f‘;‘-

‘1‘”Thgiresu1i§4§btain¢;ffrom;inf} 'ryfstud1es tend to ‘confirm those

abiduaT indb“s

” ﬂvobta1ned fromvthe cross section resuTts Freder1ksen has studied severaT highTy

:zf-t 1ndustr1es and found that 1mport compet1t1on had resuTted in -

"faé¥st1mu1at1ng'pr1ce compet1t1on in three (fTat gTass portabTe typewr1ters, and )

»;aTuminum), but had Tess saTutary effects 1n two more d1fferent1ated 1ndustr1es




~:r;ji(éTectraéftypéﬁtitéksﬁahd%whéeiftééétoks) 10 In the later two 1ndustr1es, "

however, 1t 1s 1nterest1ng to note that a good dea1 of fore1gn product1on was !

; f}-‘1n fact contro11ed by U S compan1es S1che1 s survey of 1arge manufactur1ng !

“i:;f1rms a1so 1nd1cated the 1mportance of 1mport competition A1 When the f1rms were

7asked about r1va1s 1n the1r pr1nc1p1e 1ndustry, the respondents 1nd1cated that

g ¥:;1n.42 of“the 69 1ndustr1es a fore1gn company was among the1r ch1eF competitors

"{5F1na11y,‘1n a study of the . S automob11e 1ndustry, Toder f‘“ds that the prices
'.{jof "qua]1ty equ1va1ent" domestfca]]y produced automob11es were significant]y ‘
' *faffected by the share of fore1gn automob11e 1mports 12 e AR |
Taken as a who1e the exist1ng ev1dence suggests that 1mP°rt C°mp3t1t1°“ can .

"dmprove the pr1c1ng and a]locat1ve performance 1n domest1c markets In contrast

h-lf1mped1ments to trade, such as tar1ffs, quotas vo1untary export restr1ct1ons,!,i

’Qfand other barr1ers to trade assoc1ated with 1ndustr1a1 p011cy appear to amp11fy
;frﬁ;the poss1b111t1es for monopo]istic d1stort1ons Moreover, barr1ers to inter-
Lnat1ona1 trade, part1cu1ar1y 1n countr1es w1th sma11 markets, may 1ead to ,
tlgf1neff1c1ent 1ndustry organizat1on and fragmentat1on L

A second 1nternat1ona1 force wh1ch may 1nf1uence domest1c market structure

A'ﬁ_and behavior is the muTttnatfona] enterprfse S1nce f1rms which estab11sh pro- -

,_duct1on fac111t1es abroad are, at 1east 1n1t1a11y, at a d1sadvantaqe in terms of.

o know1edge of 1aws, 1anguage, customs, etc, re1at1ve to nat10na1 f1rms 1n the

”_";markets they enter, 1t 1s d1ff1cu1t to exp1a1n exact1y why such 1nvestment occurs

"f7Ear1y anatysesrof the causes of fore1gn 1nvestment concentrated upon macroeconom1c

'wg fexplanations of the phenomenon The observat1on, however, that d1fferences

f:ar1se among 1ndustr1es and f1rms 1n regard to the vo1ume of fore1gn d1rect

:ﬂ;in’estment undi taken has 1ed to more sectora1 spec1f1c exp1anat1ons of the\ N

o iﬂf?process w1th greater emphasis p1aced upon aspects of 1ndustr1a1 organ1zat1on

"e_land market 1mperfect1ons 13 o




If, for exampIe, a firm 1s to overcome inherent d1sadvantages reIative to

“H} nat1ona1 f1rms in enter1ng markets, 1t appears that two cond1t1ons must be present

LF1rst, the f1rm must posses some un1que asset wh1ch enab11es 1t to enter the
ffore1gn market and earn. rents 1n sp1te of 1ts disadvantages reIative to nat1ona1
’l'f1rms | Second the asset must posses some character1st1cs of a pub11c good such
j‘7that It can: be easTIy transferred and ut1112ed 1n other markets w1thout |
fr\?1mpa1r1ng 1ts vaIue in the home market The set of assets wh1ch satisfy the ,
above cr1ter1on, however, 1s I1m1ted In part1cu1ar, it wouId seem to cons1st |
,ddof 1ntang1b1e assets 1n the form of f1rm spec1f1c advantages embod1ed 1n the .i
*e,firm s possession of patents trademarks,vspec1a11zed products 1n technoIogy or

"desfgn, and/or maanager1a1 knowIedge and expert1se 1n the adapt10n mod1f1cat1on, o

,*; and market1ng of products to spec1f1c markets In the parIance of 1ndustr1a1

ft:‘organ1zat1on, th1s suggests that the types of 1ndustr1es 1n wh1ch substant1a1

'-'_foreign 1nvestment is I1ke1y to emerge are those cnaracter1zed by product d1f- -

_ferent1at1on

‘nglsecond chara'ter1st1c of fore1gn 1nvestment act1v1ty 1s that 1t appears

! . ?to be dom1nated by f1rms that are reIat1ve1y Iarge and posses substant1a1 market

I shares 1n the parent country 14 It 1s not d1ff1cu1t to see why th1s shouId be the

case Bes1des hav1ng to undertake the potent1a11y substant1a1 cost of search ahd o
',“1nformat10n that are. requ1red before entry, the f1rm must 1n add1t1on be abIe
'*:and prepared to make the necessary 1nvestment 1n pIant and equ1pment as weII as

’f;the expend1tures assoc1ated w1th the estab11shment of market1ng and d1stribut10n t B

“~.§fchanneIs Therefore, 1t 1s the f1rms that have aIready estainshed a substantiaI

?1efpos1t1on 1n the parent market and hence, can more easin generate funds through j“ﬁ!

‘»;life1ther_externa1 or 1nte:na1 f1nanc1ng wh1ch consititute the more 11ke1y fore1gn

’V_'1nvestors

'iFor these reasons mu1t1nat1ona1 act1v1ty 1s bound to be most pro-

J"nounced 1n 1ndustr1es character1zed by both oIigopaIy and product d1fferent1at1onfrpif4;>

‘j’1n the parent country



Even recogn121ng that foreign 1nvestment tends to be assoc1ated w1th 1arge
:ff1rms se111ng different1ated products, the quest1on st111 rema1ns as to why f1rms

15y In many cases the

'1nvest rather than export or 11cense 1oca1 production
-vnature of the f1rm s un1que 1ntang1b1e assets may be. such that 1nvestment is =

rthe on1y a1ternat1ve For examp]e, 1f the f1rm s advantage 11es 1n manager1a1

7.'r§“f}'expert1se in adapttng 1ts products to 1oca1 market cond1t10ns and/or prov1d1ng

spec1a11zed serv1ces to buyers, this may predispose the firm toward fore1gn

*]_.1nvestment In other cases, however, foreign d1rect 1nvestment may have s1mp1y

"_been 1nduced by restr1ct1ons to 1nternat1ona1 trade 1mposed by the host country
:'The ev1dence from h15tor1ca1 accounts and surveys of mu1t1nat10na] f1rms 1s

' f_rep1ete w1th examp]es of th1s so ca]]ed “defens1ve" 1nvestment 16 That 1s,

*fjgisubs1d1ary product1on 1s estab11shed 1n order to protect markets wh1ch are -

: [fthreatened by tar1ffs, other 1mport restr1ct1ons, or a deprec1at1on of the host |

' country s currency

i finne conclus1on to be drawnﬂf"ﬁjthe ana1ys1s thus far 1s that fore1gn direct

'i:1nvestment tends to mOVe 1nto areasﬂand 1ndustr1es where 1nternationa1 trade N
'3fcannot F1rst, the fact that fore1gn 1nvestment takes p1ace (for whatever reasons)
suggests that 1t 1s a preferred a1ternat1ve to export1ng Moreover, foreign

’34J1nvestment 1s most concentrated in 1ndustr1es character1zed by product d1fferent-

jiﬁ?1at1on But these are precise]y the 1ndustr1es part1cu1ar1y those 1n wh1ch :

;f;i;nationaI market1ng and advert1sing 1s an 1mportant source of d1fferent1at1on, i”

. _that we argued ear11er are Tess susceptibTe to effective 1mport compet1t1on
The above reasoning 1mp]1es that the mu1t1nat10ra1 company may be supp]yfng
gf*Fa source of riva]ry and compet1t1on 1n domest1c markets that cou]d not come from

";1nternat1ona1 trade Its ab111ty to scale maJor barr1ers to entry (amp]e supply

f”of funds, abi11ty to market and d1fferent1ate 1ts pvoduct) may render 1t the

"ﬂﬂ most favored entrant 1nto 1ndustr1es 1n which barr1ves to entry are h1gh I' ’ -




;;ilé{‘?i |
'1Athis regard the muIt1nationaI f1rm perhaps represents a. new market part1c1pant::
}nand rivaI that couId come from few other sources Moreover, the muItinatIonaI
‘*entrant 1s I1ke1y to represent a more disrupttve 1nf1uence than a domesttc
entrant It may for exampIe, ut111ze different technoIogy and be 1mport1ng .
:more of 1ts components from the parent firm and thus have 2. different cost. |
1tstructure than that of 1ts nationa] r1vaIs Its a 1en status may aIso render.
ff1t Iess respectfuII of estabI1shed modes of behav1or and pr1c1ng F1naIIy,
‘being geographicaIIy d1vers1f1ed 1t Is I1ker to be Iess dependent upon the b'
,}host country market than 1ts nat1ona1 r1vaIs and thus may be more disposed to
"undertake risk assoc1ated w1th pr1ce cutting. Potent1aIIy then the muIt1nat1onaI
‘-ientrant can be g1ven hIgh marks'1n 1ncreas1ng the rompet1t1ve pressures 1n the :

. ‘l LT

a'markets 1t enters

. ; A

The anaIys1s thus far has cast a favorabIe I1ght upon the mu1t1nat1onaI

- enterpr1se as a potent1a1 compet1tive force Before accept1ng th1s concIus1on

‘nfa number of caveats must be cons1dered In the f1rst pIace, s1nce muIt1nat1onaI _”f‘

“;;entry 1s I1ker to occur 1n 1ndustr1es in wh1ch product d1fferent1at10n 1s an

: (Efffimportant eIement, the conduct of the muItinatIonaI f1rm may resuIt in the

'{f1ndustry be1ng d1rected away from pr1ce compet1t10n towards forms of non pr1ce

'~f’i7compet1t1on such as modeI and ster changes proliferatton of brands and pY‘OdUCt |

‘ aIines, and excessive advert1s1ng These act1v1t1es may not onIy be cons1dered

J'e;_soc1a11y wastefuI by some but aIso may tend to u1t1mate1y heIghten barr1ers to

R 7entry and resuIt 1n 1ncreased pr1ces

Second the entry of a muItinationaI f1rm may proVoke defens1ve mergers

| ?;aamong nationaI f1rms 1n the host market In cases where genutne econom1es of

:fwiscaIe existrthh'resuIt may be an 1mproved rat10naI1zat1on of the domest1c

'~'e1j<;1ndustry In other cases, however, the resuIt may simpIy be an 1ncreased IeveI

t“tﬁ,liof concentration and a t1ghten1ng of oIigOpon 1nterdependence Wh1ch way the |




sword w1TT cut 1s d1ff1cu1t to generaTize 1lr*] - _ o
F1na11y, the entry of a s1ng]e muTt1nationaT firm may br1ng about "foTTow
'the Teader" tact1cs by other f1rms 1n the 1nvest1ng country, 1f they fee1 they

- jgcan on1y protect the1r market shares by foTTow1ng the Teader 1n 1nvest1ng abroad 17

) f The resuTts of this part1cu1ar1y 1n smaTTer countries and 1n 1ndustr1es where

Tareeconomies of scaTe are 1mportant9 maybe a fragmentat1on of 1ndustry w1th too

"5*;3c°mpet1tion PoTT;yﬂand InternationaT Trade

iemany f1rms crowd1ng 1nto the market for any to ach1eve opt1mum output TeveTS
7Th1s probTem 1s 11ke1y to be most acute 1n c1rcumstances 1n wh1ch 1nvestment
’was 1nduced for defens1ve purposes 1n order to ove”come a tar1ff or other

protect1ve dev1ces ~n't':3””-”;‘ ,f7vl" Lo .Htt

.t "». N N
S

It 1s a common obervat1on that much of 1nternat1ona1 trade 1s carr1ed on by .

| ",fTarge f1rms and that Targe f1rms at Teast up to aome point tend to export a

,11arger percentage of the1r output than do the1r smaTTer r1vaTs 18 These obser—
"fvations taken aTong with the notion of substantia] economies of scaTe in most

fmanufactur1ng 1ndustr1es have Ted some to concTude that changing the compet1t1ve

fconditions 1n a domestic 1ndustry may be a method to 1mprove the 1ndustry 5

'TagiinternationaT trade performance Indeed,_1n recen years poT1c1es a1med at |

R Vrelax1ng ant1 trust enforcement and encourag1ng or promot1ng mergers have been

,fadvocated both 1n Europe and 1n the U S 1n order ”o 1mprove export perfonnance

ixyor to enabTe 1ndustr1es to better confront 1mport compet1tion 19 Most economists

‘ woqu probab1y argue that fTex1b1e exchange rates are a more appropr1ate response_‘b o

- ;to trade imba]ances than changes in ant1 trust NonetheTess, since countr1es do'

1”; d1ffer 1n regard to ant1 trust and compet1t1on poT c1es 1t 1s 1mportant to anaTyze

o to what extent 1nternat1nn&1 trade performance might be aTtered by changes in the

_glffdegree of domestic compet1t1on 20



Unfortunateiy; there exists on1y a 1im1ted amount of theoret1ca1 and
empiricai ana1y51s to work with in addressing this 1ssue Perhaps the most
thorough theoreticai ana1y51s of the 1ssue is a: recent paper by Lawerence
White 1n which he compares, under a variety of a]ternative assumptions, the
dtheoreticai performance of a domestic monopoiy versus a competitive 1ndustry
:’1n export and import competing situations .
'-*: White s anaiysis shows that, under a variety of differing assumptions
»(homogeneous products, d1fferent1ated products. differing cost conditions),
'?tga domestic monopo]ist in v1rtua11y a11 cases 1s 11ke1y to y1e1d a higher 1eve1_“

tof 1mports than wouid a competitive 1ndustry Of oarticu]ar 1nterest 1s that
l;this resu]t can occur even 1n cases where a monopoiy strUCture couid achieve

1iower cost thff:a;competitive one.v This conc]u51on foi]ows from the fact that

'f‘in the monopoiy case, imports w111 be reduced on1y to the extent that the more.

' cost effic1ent monopoiist is w1111ng to produce a 1arger output (1 e charge a
' 1ower price) than wouid have the competitive industry The 1mportant 1mp11cation
1s that the potent1a1 efficiency gains from a monopoiy structure are not suf—-

fficient in and of themseives to guarentee a reduction 1n the 1eve1 of 1mports
5‘:Rather, the efficiency gains must be 1arge enough to offset the 1ncrease in. :

"_w"market power that resuits from the transformation of the competitive 1ndustry :

-”1nto a monopoiy

The scant:empiricai eVidence for the U S seem> at 1east 1nd1rect1y to '

3r~?support Whitevs conciusions concerning the roie of 1ndustry structure 1n 1mport , ﬁh\
”, i‘competing 51tuations Pagouiatos and Sorensen for examp]e, found that for
"Jfaimport competing manufacturing 1ndustr1es (after ai]ow1ng for differentiais 1n

ﬂtfpiant scaie economies, research and deveiopment effort product d1fferent1ation, |
"‘f&}and transportation cost) a p051t1ve and statisticaiiy 51gn1f1cant reiationship

1 l'j_existed between imports as a percentage of domesti‘ vaiue of shipments and the

.)'




VTeve1 of 1ndustry concentrat1on 22 Th1s ev1dence 1s a1so supported by resu]ts
f_presented by Caves and Kha111zadeh Sh1raz1 23 Ut111z1ng rather deta11ed

“£1nd1v1dua1 f1rm data, they found that the 1eve1 of 1ndustry concentration was

\

V ;ts1gn1f1cant1y higher 1n U S 1ndustr1es 1n which 1mports as a percentage of

_ ddomest1c d1sappearance (sh1pments minus exports p1us 1mports) wasv]arge comr
:pared to 1ndustr1es in. whtch the 1mport share was sma11 . , |
White s ana1ys1s for export competing s1tuat10ns 1eads to ambiguous conc1us- o

":j1ons Assum1ng costs are 1dent1ca1 under the moncpo]y and compet1t1ve 1ndustry )

'f:l;st\uctures (and assuming homogeneous products and the absence of dump1ng) then ;

”zfthe monopo]y structure y1e1ds 1ower 1eve1s of exports than the compet1t1ve one.

’ f fIf however, 1nternat1ona1 price d1scr1m1nat1on (cump1ng) 1s a11owed then a

'ff‘jgmonopo1y 1ndustryf's 11ke1y to export more than a compet1t1ve one | Under con— |

" ff d1t1ons 1n wh1ch the fore1gn and domest1c products are 1mperfect subst1tutes

';(prqduct d1fferent1at1on) or the monopoﬂy structure resu1ts 1n cost sav1ngs, _i

"fj;a1most anyth"g can happen depend1ng upon the cond1t10ns of demand in the two

/“'tn markets and}the:s1ze of the eff1c1ency ga1n resu1t1ng from monopo1izat1on

Wh11e White S: ana1ys1s 1eads to 1nconc1us1ve resu1ts 1n pred1ct1ng the ’?.'

1 '1mpact of domest1c monopo1y on export act1v1ty, emp1r1ca1 evidence as we11 as.

v ;fl/1ess forma1 ana1ysis suggest that f1rm s1ze and a 11m1ted degree of market

‘:f:;;7achjevement of economies of sca]e or. the use of price d1i

4power may be conduc1ve to the enhancement of export1ng even beyond the

r1m1nat1on Con-'-’

H"lceptua11y, this conc1us1on 1s based upon the existence of market 1mperfect1ons :

| iwh1ch rendt‘f he secur1ng of sa1es 1n fore1gn markets more d1ff1cu1t than in f

f'domest1c market

ﬁwt,For examp1e, fluct ht1on,:'niforeign exhange rates as we11 as the poss1b111ty

| d;hif;o}rpo11t1ca1 deve1opments affecttng markets abroad make export sa1es re1at1ve1y

:'7‘r1sky, espec1a11y 1f new capac1ty may be needed to serve fore1gn demand 24 In




o ;cedence over pr1ce in determ1n1ng fore1gn sa1es 25 = -

. fa reported by Caves and Kha111zadeh Sh1raz1 for the1r samp1e of U S f1rms

"j;y}e1ght f1rms )2'8 For deveisjof concentration beyond the thresho]d b11atera1

?ﬁfadd1t10n, the f1xed cost of 1nformat1on 1s 11ke1y to be h1gher 1n foreign than 17

:f.adomestic markets ow1ng to d1fferences 1n 1anguage, Customs habits, and 1n— |

B

'creased d1stance of the fore1gn markets from the finns:home base. F1na11y, the}a,

»‘ab111ty of a f1rm to s1mp1y compete on the basis of pr1ce may not be suff1c1ent

:,for 1t to secure fore1gn sa]es It is reported for examp]e, that non pr1ce |

:»ffactors such as the ab111ty of f1rms to supply Credit to foreign buyers and theft -

'Zfspeed and certa1nty w1th wh1ch a f1rm can de]iver its product often take pre— -

G1ven the existence of these 1mperfect1ons 1t 1s arguab]e that{rhe f1rms

4";:wh1ch are best equ1pped to hand]e the prob1ems and d1ff1cu11t1es of export1ng

- are those wh1ch are re]at1ve1y 1arge and possess some degree of market power ’"l

| 7the1r domest1c markets It s, these firms which are 11ke1y to haVe the sourcesyf N

| "of 1nterna1 profits, the access to cap1ta1 and the vo1ume of domestic sa1es
',”necessary to overcome the 1nherent d1ff1cu1t1es of penetrat1ng fore1gn markets

The ava11ab1e emp1r1ca1 ev1dence seems to support the conc]us1on that a

”f‘511m1ted degree of market power may a1d export performance. Paqou]atos and

o ;Sorensen, for examp1e, found that 1n U S export compet1ng manufactur1ng

f1ndustr1es a statist1ca11y s1gn1f1cant and pos1t1ve reTat1onsh1p between the -ﬂ'

' 7€1eve1 of 1ndustry concentrat1on -and- the proportion of 1ndustry output eXported

l';even after account1ng for other 1ndustry character1st1cs such as the degree of

p1ant sca]e econom1es, the amount of product d1fferent1at10n and the 1ntens1ty

‘ i"‘of 1ndustry research and deve]opment act1v1ty 2 S1m11ar resu]ts have been B

27

e rf'In a study of trade between France, West Germany, and Ita1y, Owen found that

"ufindut ryﬂconcentrat1on contributed a pos1t1ve effect upon b11atera1 trade flows.;:"ff"

. '-”but on1y up to a;thre h 1d 1eve1 of concentrat1on (between 45 60% forithe-top

AT




s
:trade fTows dec11ned The 1mp11cat10n of 0wen s resuTt 1s that 1ncreases in

j f1rm s1ze and market shares may a1d export performance up to a. po1nt but once

o the threshon 1s reached oT1goponst1c 1nterdependence may 1mpede trade

_F1naTTy, Goodman and Ceyhun found 1n the1r study of U S. 1nternat1ona1 trade - ,g‘_f
. :1n manufactures that 1ndustr1es wh1ch they cTass1f1ed as.: "new (those w1th

“aaresearch and deveTopment expendftures as a. percentaqe of saTes greater then the

‘*f;overaTT manufactur1ng average) 1ndustry concentrat*on exerted a pos1t1ve in-

‘:fTuence upon export performance, but for 1ndustr1es c1ass1f1ed as "on" (those
'f_bw1th research and deveTopment expend1tures beTow thc average) the concentrat1on-
rszexport reTat1onsh1p turned negat1ve 29 B _ . 1' ‘ |
Add1t1ona1 ev1dence on th1s matter can be drawn from the recent anaTyses of
"Lf'the effects of the Webb Pomerene Act on. U S export trade Under the pro— )
"rivfs1ons of th1s act, f1rms are effect1ve1y exempted from U S ant1trust Taws and
:'Jperm1tted to coTTude for purposes of export saTes Indeed the orgfnaT 1ntent

'rviof the Act was to 1ncrease the part1c1pat10n of smaTT ffnns 1n export trade by '

f<;1prov1d1ng them opportun1t1es to overcome the d1ff1cu1t1es of enter1ng fore1gn

- Jf mot1on, Not onTy has the number of sucessfuT assoc at1ons formed been smaTT

markets mentioned ear11er, by the pooT1ng of r1sk, 1nformat1on and market1ng

"cost through export assoc1ations author1zed by the Act .A' |

| Perhaps the most 1nterest1ng resuTt obta1ned from the emp1r1caT stud1es of

pWebb associatfons 1s how T1tt1e they have actuaTTy rontr1buted to export pro—

”elbut aTso the amount of exports wh1ch have been ass1>ted through these assoc1at1ons f('A
_'has been T1m1ted The U S FederaT Trade Commiss1on, for exampTe, has est1mated
‘_that onTy about 2 4% of annuaT aggregrate U S. expOfts rece1ve Webb assoc1at1on

»TUass1stance, and that even w1th1n 1nd1v1dua1 1ndustrtes Webb ass1stance serom

: ff;:applfed to’ as, much as 10% of 1ndustry exports 30 Some of the more successfuT

“'IWebb assoc1at10ns have been studieé by Larson 3l He ffnds that the successfuT L

8 ,»\




19
'associat1ons wWere usua]Ty those formed by firms in industr1es a1ready highly
concentrated 1n the domest1c market and producing re!at1ve1y homogeneous pro-
_ducts This result 1s not surpr151ng, since these cond1t1ons are favorable to
cartel formation The activities of these associat1ons; however ‘were such that
they frequent]y chose to cooperate and seek "peacefu1 coex1stence w1th their
<'overseas r1va1s rather than compete with them.

, Taken as a whole, the ex1st1ng evidence suggests that re1aXatfon of anti—
‘trust enforcement and the promot1on of mergers and carte1s is a h1gh1y uncertain
| method of 1mprov1ng an 1ndustry S export or 1mpovt compet1ng performance In
| many.1nstances such‘po11c1es may be counterproduct1ve 1n_that 1mports may
.actua11ycincrease and exports decline. Competitfon po1fcies_shou1d rather be
- based Upon:thefr domesticlmerit Mergers essentia] to"the'achievement of'genufne
econom1es of sca]e or to the rat1oneﬂ17at1on of fragnented 1ndustr1es shou]d
rightfu]]y be encouraged As the same time aufhor1t1es should not fear to

promote‘andopreSerue_compet1t1ve1y'struotured 1ndustries where poss1bTe.

:Measurlng_the Protective Effect of Industrial Po1wc1es

Many 1ndustr1a1 p011c1es have been adopted 1in rccent years without the
benef1t of economic studies or data support1ng their effect1veness in achiev1ng
the des1red obJect1ves Indeed very few quantitative measurements have been
made of the ex ante or ex post impact of these p011c1es on domest1c 1ndustry
cstructures and 1nternat1ona1 trade flows. One reasen for this can be found in
the 1ack of design in the adopt1on of 1ndlstr1a1 po1wcy as a response to actual

or presumed needs to faci11tate industrial adgustment and structura1 change

B _‘Furthermore, onTy part of ‘this increas ed qovernment 1ntervention has been

imotivated by the domestic and 1nternat1ona1 ef;erts of trade 11bera11zat1on,
and onTstomenof the adopted measuras have an 1ntent1ona1 protective effect.

‘It 1s thus very dtfficu]t to assess what the pattern of domestic production and



| internationa1'trade WOuid'be n the absence of suCh'measures '?ina11y; feu. ;
governments comp11e the necessary 1nformatton forlemp1r1ca1 eva]uat1on nor is
1t always very c]ear what the meaning and exact content of 1ndustr1a1 policy is.
For these reasons, the domestic structure and protective effects of such forms
of government 1nterventton are difftcurt to quanttfy _ - ’

' A modest amount of. research has now begun to 111 the need for a quantita—
tive measurement of the domestic and trade effects of Jndustr1a1‘po11c1es.'

- This research has~fdcused mainly on such 1ndu$tr1a1'po1icies as'pub11c pro-
,curement and government ass1stance to domest1( and export 1ndustr1es In what

fo11ows some of the emp1r1ca1 evidence ava11ab1e uo to now on the protective

‘effect of a few industrial policy instruments will be summar1zed.

, GovernmentrErocurement.

_e Qne'ofjthe'most wfdespread;forms of discrimination againstiimports in
1ndustria]1;ed Countries is the public procurement of merchandTSe under various
g"buy*domestic"dregulationstand'proCedUres This discriminatton‘agatnst‘toretgn

firms may man1fest itself 1n the terms for s011c1t1ng bids, the various bidding

requ1rements, and the cr1ter1a for selecting bids and awarding government
:contracts There is 11tt1e doubt that this form of government 1ntervent10n,

with the poss1b1e except1on of cases 1nvo1v1ng pub11c hea]th or. nat1ona1 secur1ty,
, represents a de]iberate 1mport restriction. - .

TWo recent stud1es by Ba1dw1n3? and by Low1nger3? have prov1ded a
quant1tat1ve assessment of the extent and 1mpact of government d1scr1m1nat1on
aszinontar1ff barrier in. the u.S. and E.E.C. countrtes Both stud1es ut111ze
: 1nput~output 1nformat1on 1n the ca1cu1at10n of a hypothet1ca1 1mport figure
h under he assumpt1on that the government has an 1mport propensity s1m11ar to
that of the pr1vate sector The d1fference between this hypothet1ca1 figure

and actua1 government 1mports prov7des an est1mate of the degree of d1scr1m1nat1on

I
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'against foreign suppiiers | The estimates obtained by Baidw1n and Low1nger for

,_the mid 19605 suggest that discriminatory procurement practices had a significant |

flimpact 1n curtailing 1mports in the U 5. and to a iesser extent 1n France and

34

Eng]and Under the assumption of no government discrimination, u. S govern—

'f ment 1mports wou]d have been more than six times their: actua1 vaiue In con—

' "rtrast these authors fbund no significant evidence of government discrimination

yfagainst 1mports 1n the case of Beigium, Germany, Itaiy and the Netherlands

» | The above estimates refer mainiy to the trade divevting effects of public
) procurement Government discrimination may aiso affect 1nternat10na1 trade
‘_fiows 1ndirect1y, through the 1mpact of this poiicy on domestic 1ndustry

. structure This structurai effect couid resuit from reduced foreign competi-

{' tion, form the subsidy granted to the research and deveioment act1v1ty of a

N company (as 1s often the case w1th aerospace) -or through the strengthening

- and stabiiization of 1eading firm p051t10ns in. particu]ar 1ndustr1es ‘fHow

1v 51gn1ficant is the domestic structura1 1mpact of discriminatory government procu- -[Yf

‘rement practices? More research 1s needed before any conciuSive answer can be
prov1ded Furthermore, whi]e quantitative estimates are not avaiiabie for

| Japan and other.O.E.C.D..countries, the genera] conc]usion from the Ba1dw1n e

, xand Low1nger resuits 1s that reduction in governmert discrimination w111

. resuit in greater trade 1ibera1izat10n for U.S. 1n¢ustr1e5;as comparedvto the'

"EEC

“:fi:Pubiic A551stance to Industry

A second type of 1ndustr1a1 poiicy for which some tentati e.quantitative

lestimates exist 1n regard to 1ts impact on trade 19 government a551stance to o

‘"tiuindustry A w1de variety of 1nstruments have been utiiized by O.E.C.D.“
,:ggovernments as aids to manufacturing 1ndustr¥- Thcse range from d1r9Ct grants u-f'v

bto companies to 1ow interest rate ioans, wage and ,oc1a1 security subsidies. : /

N




ofhgfif1ows G

UJ*research and deve1opment support preferent1a1 tax and cred1t treatment

'”retrainlng and techn1ca1 ass1stance subsid1es, and var1ous export promotion i

' ,',subs1d1es The scope and magn1tude of these government a1ds var1es from

'country to country as does the exp11c1t obgective for the1r adopt1on Th1s

p1ncreased state 1nvo1vement 1n the pr1vate sector has at t1mes been part of a

' ophconcerted effort to fac111tate reg1ona1 deve1opment or to promote certa1n

'l techno]og1ca11y advanced 1ndustr1es It has a]so been an attempt to fac1]1tate

lstructura1 changes 1mposed on domestic 1ndustry by techno1og1ca1 factors and

| t;lincreased fore1gn compet1t1on Whatever the announced goa] of such p011c1es,

J'_however, there 1s grow1ng agreement that such 1ndustr1a1 ass1stance po11c1es /:

7,‘have 1nd1rect, and somet1mes d1rect d1stort1ng effects on 1nternat1ona1 trade

One of the f1rsigattempts to capture the effect of domest1c subs1dies on
. fchanges in- the pattern of trade was made by Denton, 0 C]eireacain and Ash

lgw1th reference to the Un1ted K1ngdom 35

The1r method consisted of re]at1ng the ‘
: ,pattern of Br1tish trade to a number of determinants of 1nternat1ona1 trade flows
;finclud1ng the ro1e of UK subsid1es to- pr1vate enterpr1se Theyfound no hard
'fev1dence that trade f]ows or other 1nd1cators of domestic performance were

':[correTated wfth the 1ndustr1a1 pattern of UK govetnment subs1d1es Denton has

’psubsequent1y prov1ded further quant1tat1ve estimates of the extent of sub—-

<:f4;ﬂ:s1d1zat1on of Br1t1sh industry through ass1stance d1rected to spec1f1c 1ndustr1es o
;as we11 as various genera1 1ncent1ves, such as 1nvestment grants and the se1ect1Ve
s emp]oyment tax 36 H1s study conc1udes that W1de variat1ons ex1st 1n the degree of .

o subs1d1zat1on among 1ndustr1es and between firms of the same 1ndustry Denton

gffurther conc]uded that some types of subsidy, espec1a11y those g1ven to save a
ur,f1rm from 11qu1dat1on, had a cons1derab1e effect on the pattern of trade 1n the

"';:short~run On the other hand pubTic assistance granted for the purposerof
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'7;ﬁsubs1d1es that 1s more directed toward export promot1on from domest1c purposes

' ';estimates by Horst and Puge]39 and the U S CongressionaT Research Service

:1ndustry modernizat1on, may d1stort trade on1y 1n the 1ong run 1f firms succeed
a1n compet1ng 1n wor]d markets Denton s genera1 conc1us1on 1s that British
‘l1ndustr1a1 po11cy has been 1ncoherent in terms of vts obJect1ves and the

bvtva11d1ty and effect1veness of 1ts means in securing these ObJeCt1VES

Me1vyn Krauss has recent1y attempted to separa?e that port1on of government

o H1s conc1us1on on the bas1s of. UK 1nput output 1nformat1on 1s that the rate of
rsubs1dy to exported va1ue added 1n manufactur1ng renged from 91% to 3 59%
‘These f1gure51mp1y a re]at1ve1y 1ow 1mpact of subs dy payments on UK trade ‘
:H1s reiience, though on 1nput-output sources 11m1ts the va11d1ty of h1s resu]ts, E

' s1nce subs1dy pract1ces such as 1nterest rate concess1ons 1oan guarantees and

lprocurement p011c1es are. not 1nc1uded 1n 1nput output tab1es

The pub11c ass1stance given to West German 1ndustry has been recentTy

i _eva1uated by Gerhard Fe1s 38 This author has surveyed German ass1stance po11c1es
'-frand supp1emented effect1ve protection rates w1th the effect1ve rate of d1rect
:“?'1ndustr1a1 assistance His resu]ts 1nd1cate that agr1cu1ture, food processing,“
"}'hhand consumer goods 1ndustr1es were the sectors more h1gh1y protected as a- resu1t |

of d1rect government ass1stance

F1na11y, the preferent1a1 tax treatment of exporters 1n U S 1ndustr1es has'e

:rece1ved con51derab1e attent1on 1n recent years 1h1s means of government export
_dtpromot1on is. the Domestic Internat1ona1 Sa]es Corporat1on (DISC), author1zed in |
'i'“athe Un1ted States by the Revenue Act of 1971 The procedure of the DISC cons1sts o
-7of the estab11shment of spec1a1 tax she]ters that provide tax advantages to U S

v7.; exporters for the purpose of 1nduc1ng them to expard exports Recent quant1tat1ve L

40

Uh3_1nd1cate that 1n 1974 U S exports were 1ncreased ty about $2 1 to $1 4 b1111on }'11*512°

7aand that 100 000 add1t1ona1 JObS were created as a resuTt of the stimu]at1ve h

37
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,‘efféot oT'DISC This constitutes an approx1mate 1ncrease 1n the va1ue of

| 'Iexports of only 2 3% In genera1 the ava11ab1e ev1dence squests that the

iadoption of the DISC as a means of 1mprov1ng U. S txport performance was: more 3

"1nstrumenta? 1n 1ncreasing corporate prof1tab111t/ rather than in expandvng

| exports,g-'

e ‘ .




e Conc1usions

- C1ear1y 1ndustr1a1 p011c1es 1n advanced countr1es are becom1n9 a tOPTC Of

fconcern 1n the eyes of both pr1vate bus1nesses and nat1ona1 governments Their.{

o 1ack of transparency creates uncertainty and concern not Just1f1ed at t1mes,

:about the1r protect10n1st effects ‘ Moreover, the w1de var1ety of measures

'g_;capp11ed and the specificity of 1ndustr1a1 po11c1es 1n terms of 1nd1v1dua] firmsl"

S 'and 1ndustr1es makes a comprehens1ve study of their effects on domest1c and

't1nternat1ona1 markets extreme1y d1ff1cu1t

| The ava11ab1e ev1dence 1nd1cates that trade can 1ead not on1y to a more

“'vyieff1c1ent ut111zat1on of the wor1d S resources but aiso to greater compet1t1on

;1n domest1c markets From the po1nt of v1ew of promot1ng effect1ve compet1t10n,

' our ana1ys1s genera11y supports a po11cy of openness toward entry v1a 1nter-
'iinat1ona1 trade or mu1t1nat10na1 1nvestment In contrast tar1ffs and other
‘:government 1mposed 1mped1ments to trade reduce the scope for the e11m1nat1on of
‘iimonopo1y d1stort10ns through foreign entry On the other hand the promot1on of

:merger act1vity or the re1axat1on of ant1trust as a means of 1mprov1ng export

:‘performance 1s an uncerta1n po11cy 1nstrument both 1n terms of ach1ev1ng the

o iydesired resu1ts and in_terms of 1ts conf11ct w1th compet1t1on po11cy

' F1na11y, the 11m1ted quant1tat1ve ev1dence on procurement and var1ous ,\"
vsubs1dy po11c1es 1ndicates that they do d1stort 1nternat1ona1 trade f]ows and

pthat the1r 1mpact 1s more pronounced 1n restr1ct1ng 1mports than 1n promot1ng

f-i vexports whatever the apparent contrad1ct1ons of 1ndustr1a1 po]1c1es, any

- negot1at1on about them 1s bound to be d1ff1cu1t Even 1f further research were

./

"vto d1sentang1e the1r effects on 1nternat1ona1 trade and domest1c structure, they

!may st111 be po11ca11y d1ff1cu1t to negot1ate
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