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A ll r ig h ts  re se rv ed .

N o  p a r t  o f  th is  p a p e r  m ay  b e  re p ro d u c e d  in  a n y  fo rm  

w ith o u t  p e rm is s io n  o f  th e  au th o r.
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A B S T R A C T

D em o cra tic  C o nv e rg ence and  F re e  T rad e

E v en  i f  a  d em ocracy  w ere  m o re  like ly  to  pu rsu e  free  trad e  than  an  au to c racy  (an  

u n pro v en  g en e ra liz a tio n ), the  sim u ltaneo us sp read  o f  d em o cracy  in  th e  w o rld  w ould  no t n eces ­

sa rily  y ie ld  a  red uc tio n  in  p ro tec tio n , b u t m igh t in  fac t c au se  an  in c rea se . T h e  rea so n  fo r th is 

p a rad o x ica l o u tco m e  is th e  fac t tha t d em ocratic  co nv e rg en ce  c rea te s  p o w er p ro file s  identical 

a c ro ss  n a tio n s. S im ila r  reg im es  tend  to  em p o w er the sam e c lasse s o f  p ro d u ce rs , w ith  the  resu lt 

tha t i f  tra d e  is b ased  on re la tive  com para tive  ad van tages, and  co un trie s spec ia liz e  o n  th e  basis 

o f  f a c to r  end o w m en ts , d em ocra tic  con v e rg en ce  (o r any  ty p e  o f  reg im e  co n v e rg en ce  fo r tha t 

m a tte r)  em p o w ers  as m any  free  trad e rs  as p ro tec tion is ts, w ith  n eg a tiv e  con seq uen ces fo r  trade; 

o n ly  i f  trad e  is fueled  b y  scale  econom ies , and  coun tries  sp ec ia liz e  a lo ng  p ro d u c t line s , then  

m ay  p o litic a l con v e rg en ce  n o t hurt trade . E m pirica lly , I  show  th a t th is m ode l help s  exp lain  

th e  tim in g  o f  1 9 th -cen tu ry  E u ro pean  trade  libe ra liz ation  b e t te r  than ex is tin g  exp lan a tion s; it 

a lso  h e lps  u n d ers tan d  th e easiness w ith  w h ich  libe ra liz ation  p ro ceed ed  in  the  p os tw a r e ra ; and  

it ca sts a  n ew  lig h t on  th e  d ifficu lties  p re sen tly  encou ntered , w ith  d em o cracy  sp read ing  

w h e rea s  p ro d u c t  sp ecia liz ation  is on the  re trea t.
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D em o cra tic  C o n ve rgen ce  and  F ree  T rad e

S u p p ose  th ree  h yp o the tic a l w o rld s: a  f irs t on e , in w h ich  reg im es  a re  con v erg in g  

a ro u n d  th e  d em ocratic  ideal; an o th e r in w hich  co n ve rgence is a ro un d  au to c racy ; and  a  

th ird  o n e  in  w h ich  reg im es  a re  b eco m in g  less a lik e . In  w h ich  w o rld , c e te ris  p a rib u s , 

a re  g o v e rn m en ts  m ost like ly  to lib era liz e  th e ir  trade  po licy?

A  co m m on  answ er is the f irs t; the  a ll-o u t d em o cratic w o rld  is the  m ost like ly  o f  

th e  th ree  to  b e  open . T he  ra tio na le  g oes back  to  K an t, B astia t, and  the  B ritish  rad ica ls , 

w h o  b e liev ed  tha t rep u b lics  (the c lo se st ap p rox im atio n  to  d em o cracy  then) w e re  m ore 

lik e ly  to  e n g a g e  in  trad e  th an  a b s o lu t is t  m o n a rc h ie s .1 T h e  l ib e ra l v iew  h as  been  

c r it ic iz ed , n o t so  m uch  on the  g ro u n d s  tha t au to c rac ie s  a re  m o re  lik e ly  to  w ith s tan d  

o p en n es s  th an  d em o cra c ie s  than  o n  th e  g ro u n d s  th a t reg im e  ty p e  d o es  n o t a f f e c t  a 

c o u n try 's  p rop en s ity  to  engage in com m erc ial in te rco u rs e .2 E choes o f  the lib e ra l c reed  

can  still b e  h ea rd  tho ugh , in the fo rm  tha t d em ocrac ie s a re  less like ly  than  au to c rac ie s  

to  re s o rt  to  p ro tec tio n is t m easures w hen con fro n ted  w ith  a  ch a llen g e .3

W e ig h in g  the  re spec tiv e  p ro p en s ity  o f  dem ocrac ie s  an d  au to c ra c ie s 'to  lib e ra liz e  

trade  m ay n o t b e , h ow ev er, the m ost ap p ro p ria te  w ay o f  ta ck ling  the  q ues tion . E qu ally  

im p o r ta n t,  i f  n o t m ore , is the  e ffec t o f  re g im e  co n v e rg en ce  on  tra d e  lib e ra l iz a t io n . 

I rre sp ec tiv e  o f  w h ethe r a  p a rticu la r  reg im e p ro m ote s  o r  im pedes trad e , it em p o w ers  a 

c e rta in  c la ss  o f  p ro d u ce rs . S im ila r  reg im es  tend  to em p o w er the  sam e  c lasses o f  p ro ­

d u ce rs . F o r  in s tan ce, ab so lu tist reg im es  em po w ered  lan d  a t  the  ex p en se  o f  la b o r and 

ca p ita l . In  co n tra s t,  d em o cra tic  reg im es  em p o w er  the  n u m ero us  fac to r. E m po w ered  

p r o d u ce rs  p re ss  the ir p o licy  p re fe ren ces  on th e ir  g o ve rn m en ts. T h ese  p re fe re n c es  a re  

d e te rm in ed  b y  th e  re la tive  com p etitiven ess o f  the se  p rod u ce rs  in w orld  m arke ts. T h us , 

i f  la b o r  is com p e titive  and ex po rt-o rien ted  in o ne co un try , lab o r is im p o rt-sen s itiv e  and  

p ro tec tio n is t in an o th e r.  By em p o w erin g  la b o r in all co u n trie s ,  co n v e rg en ce  to w ard
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d e m o c ra c y  em p o w e rs  a s m any  f ree  tr ad e rs  a s p ro te c tio n is ts .  S in ce  it tak es  tw o  to  

trade , by  em p o w erin g  p ro tec tio n is ts  in cou n trie s  w hich  o the rw ise  w ould  be purchasing  

fo re ig n  g o o d s , reg im e  co n v e rg en c e  im p ed es  trad e . T ra d e  m ay  b e  b e tte r  served  by  a  

g rea te r  d ive rsity  o f  reg im es.

I w ill show  th a t th is line o f  rea son ing  illu m in a te s the tim ing  o f  19th cen tu ry  trade  

lib e ra l iz a t io n . T h is  lib e ra liz a tio n  did  not happen in the  w ake o f  the N apo leon ic  w ars 

u n de r th e C o n ce rt o f  E u ro pe , w hen co op e ra tion  am ong  v ic to rs  w as a t its h ighest. N or 

d id  it happen du ring  the  revo lu tionary  years (18 3 0-18 4 8), w hen  libe ra l m ov em en ts and 

libe ra l ideo lo g y , o f  w hich  free trade w as an  o ffsh oo t, c re sted . Instead  the  g ene ra l trend  

tow ard  o penn ess  started  in 1850, qu ickened  in the 1860s, and  w ound  up in 1877, span ­

n ing  an  e ra  o f  low  in s titu tion aliz ed  coo pe ration  am o ng  nations an d , w ith  the excep tion  

o f  B rita in , B e lg ium , the  N ethe rland s, and  S w itze rland , o f  gene ra liz ed  liberal re tren c h ­

m ent a t  the  d o m estic  level. T he  reason  fo r  th is seem ing ly  p arado x ica l o u tco m e , I w ill 

a rg u e , lie s  in  th e  co m p lem en ta rity  a ffo rd ed  by  g rea te r  reg im e d ive rg ence . G iven  the 

p ro tec tio n is t o rien ta tio n  o f  industria lis ts  on  m ost o f  the  co n tinen t, it w as the  res to ra tio n , 

n o t the  d ilu tio n , o f  land  ru le  in the large  con tinen ta l co un trie s that w as key to  the  su rge  

in  c r o s s -C h a n n e l tr a d e . F re e  tr a d e , a  lib e ra l e c o n o m ic  id e a ,  re q u ir e d  a  d o se  o f  

abso lu tism , a  n o n lib e ra l po litica l reg im e.

B ut i f  tak ing  in to  acco un t reg im e  a lig nm en ts  c asts new  ligh t on 19 th-cen tu ry  free 

trad e, it seem s a t a  loss to  acco un t fo r the  p os t-W orld  W ar II e ra , w hen the g ene ra liz a ­

tion  o f  d em o cracy  am on g O E C D  cou n tries  co -ex isted  w ith  the  deepen in g  o f  trad e. A s I 

w ill sho w , th is n eg a tiv e  resu lt rests upon an in itia l a ssu m p tion , w h ich , in fac t, tu rns ou t 

to  b e  o f  b ou nd ed  app lica tion : tha t trade  has n eg a tive  d istr ib u tiv e  consequences eliciting  

p ro tec tio n is t respo nses. W e know  from  eco no m ics  tha t no t a ll types o f  t rad e  b ea r neg a ­

tiv e d is tr ib u tiv e  e ffec ts . In te r-in du stry  trade , w hich  is fueled  by  an a sy m m etry  in fac ­

to r  e n d o w m e n ts , d o e s  h ave  s tro n g  d is tr ib u tiv e  con seq u en ces , w h e rea s  in tra -in d u s try  

trad e , w h ich  is fue led  by  scale  econom ies , d oes n o t. R e laxing  the  d is tr ib u tiv e  assum p-
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tion  su ffic e s to  m itig ate  the n ega tive  con seq uences o f  reg im e  con v erg en ce . A s w e shall 

se e , p o s tw a r  tr a d e  am o n g  O E C D  co u n trie s  w as  m a in ly  o f  th e  in tr a -in d u s try  type . 

T h e re fo re , th e p o s tw a r d em o cra tic  co n v e rg en ce  am ong  O E C D  co u n trie s  d id  n o t harm  

trad e , b ecau se  th e  p re se n ce  o f  scale eco no m ies  a llow ed  all d em o crac ie s  to  en g a g e  in 

in tra -in d u s try  trad e.

H en c e  th e  fo llo w in g  g e n e ra liz a t io n :  ab se n t sca le  ec o n o m ie s ,  d em o cra tic  c o n ­

v e rg en ce  im p ed es  free  trade ; o n ly  in  the  p re sen ce  o f  sca le  econ om ies m ay d em ocra tic  

con v e rg en ce  sustain  free  trade . T h is  p rop os ition  is used  to  rev is it the  tw o  e ra s  o f  free  

trad e  in  m o d e rn  h is to ry : 186 0s-18 70s and  1945-pre sen t. T h e  p resen t app roach  o ffe rs  

an a l te rn a tiv e  to  idea tion al acco un ts4 and h eg em on ic  s ta b ility .5

T h e  p a p e r is o rg an ized  as fo llow s. I f irs t lay  out the  p ro p o s itio n  that reg im e co n ­

v e rg en ce  em p o w ers  th e  sam e ca teg o rie s  o f  p rod uce rs . I then  co n tra s t the  d is tr ib u tiv e  

co n s eq u e n c es  o f  in te r-  and  in tra -in d u s try  trad e . I r ev is it  th e  tw o  free  trad e  e ra s  o f  

m o d e rn  h is to ry :  18 5 0 s - 18 7 0 s  and  1 9 4 5 -p re se n t.  In  th e  c o n c lu s io n , I d raw  c o n ­

sequences fo r  the  recen t w ave o f  d em o cratic con ve rgence o pened  up by  th e  co llap se  o f  

the S ov ie t b loc .

R eg im e  C o n v e rg en ce  and E m p ow ered  P ro du ce rs

T h e  firs t o r d e r  o f  b usine ss is to  g ro un d  in log ic  and  h is to ry  the a ssu m p tio n  th a t 

s im ila r  reg im es  em p o w er s im ila r p ro d u ce r coa litions . M arx  arg ued  tha t lib e ra l reg im es 

em p o w er ca p ita lis ts , and  that o n ly  a  so cialist reg im e w ould  em p o w e r la b o r .6 L ib e ra ls  

d isa g re ed  w ith  M a rx ’s red u c tio n , co n ten d in g  instead  tha t lib e ra l d e m o c ra c ie s  d o  n o t 

n ec es sa r ily  d is c rim in a te  on the  b a s is  o f  w ea lth , w h e rea s  co m m u n is t reg im es  d o  d is ­

c r im in a te  ag a in s t w o rk e rs  as m uch  as ag a in s t any o th e r c a teg o rie s  o f  p ro d u ce rs . T h e  

h is to rica l re a lity  is  m ore  n uanced  than  M arx  c la im ed , b u t n o t to  the  p o in t o f  m ak ing  

reg im es  n e u tra l,  a s lib e ra ls  co n te n d . S im ila i reg im es  a t a  g iv e n  p o in t in tim e  d o
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em p o w e r s im ila r  c lasses o f  p ro d uce rs . I w ill f irs t o f fe r  a  log ic  fo r th is c la im , and  then 

a  ca te g o r iz a t io n  o f  reg im e  types w ith  th e ir  resp ec tiv e  p ro d u ce r co a litio ns  encoun te red  

in  th e  last tw o  cen tu ries .

R egim es d if fe r  w ith  respect to  the  n um ber o f  peop le  w ho  effec tiv e ly  take  p a rt in 

the p o licy m ak ing  p rocess. F o r the sake o f  s im p lif ic a tion , assum e tw o  g ene ric  g ro u p s— 

a g ro up  o f  " in s id e r s ,” w ho  p artic ip a te  in the p o licy  p rocess, and  a  g ro u p  o f  "ou tsiders" 

w h o  d o n 't .  In  a l l r e g im e s ,  in d iv id u a ls  b e lo n g  to  o n e  g ro u p  o r  th e  o th e r .  In  

a u to c ra c ie s ,  th e  o u ts id e rs  a re  the ex c lu d ed , th a t is, th o se  w h o  d o  no t b elo n g  to  the 

r u l in g  c la s s .  In  r e g im e s  w ith  p a r t i a l  f r a n c h is e ,  th e  o u ts id e r s  a r e  th e  fo rm a lly  

ex c lu d ed —th e  n on -en fran ch ised . In d em ocrac ie s , w h ere  ev e ry o n e  is en fran ch ised , the 

o u ts id e rs  a re  the "s e lf" - ex c lu d e d - th o s e  w ho abs ta in  from  vo tin g  o u t o f  lack  o f  in fo rm a ­

tion  o r  in te re s t . H av in g  thus ran k ed  reg im es  on an  au to c racy -d em o cracy  con tinuum , 

the  d e fin itio n  o f  reg im e  con ve rgence log ically  follow s: reg im es co nv e rg e  w hen  they  a re  

located  a ro u n d  the  sam e p o in t on the  co ntinuu m  defined  by  the in s id e r-to -o u ts id e r ra tio .

T h e  id en tity  o f  w ho  g e ts  in c lud ed  and  w ho  d oes no t is n o t rand om , bu t reflec ts 

so cioecon o m ic p o w er (w ealth  and  n etw o rk ing  cap ita l) . W hen ev e r th e  reg im e becom es 

m ore  in c lu sive , the n ex t g rou p o f  ind iv idu als to  be ano in ted , those w ho  sh ift from  the 

s ta tu te  o f  o u ts id e r to  th a t o f  in sider, is a lw ays the n ex t m ost o rg an ized  g ro up  in society. 

T h is  is tru e  b y  d e f in itio n  in tho se  ca se s w h e re  th e  in it ia l m o tiv e  fo r inc lu s ion  is the 

cap ac ity  o f  the se  new  classes o f  ind iv iduals to  c red ib ly  th rea ten  in s ide rs  w ith  rev o lt o r  

re v o lu tio n  sho u ld  th ey  rem a in  ex c lu d e d .  T h is  is  a lso  th e  ca se  w hen  o u ts id e rs  a re  

coo pted  b y  o ne su bse t o f  insiders in o rd e r to  help de fea t an o th e r sub se t o f  in s ide rs . F o r 

ex am p le , the  T o ry -W h ig  riv alry  in V icto rian  E ngland  led each  side  to  con ced e the  fran ­

ch ise  to  th e  o th e r  s id e 's  e n e m ie s - th e  W higs to  tenan ts and  sm all fa rm ers , the  T o rie s  to 

artisans  and  in du stria l w o rke rs . E ven  the re , the nex t g ro up  to  b e  inc luded  w as a lw ays 

p ick ed  am o n g  th e w ea lth iest and  be s t o rgan ized  in its c a teg ory . T he  o rd e r o f  inc lusion  

is thus th e  sam e  in all cases: the  nex t inc luded  is a lw ays the n ex t be s t o rg an ized  am ong  

the  exc lud ed .
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T h e  nex t b es t o rgan ized  social g ro u p  tend s to b e  id en tica l ac ross soc ie ties a t  any  

g iv en  m o m en t in  tim e. T he  reasons fo r th is iden tity  in s tra tifica tio n  a re  sy s tem ic . A t 

any  p o in t in  tim e , som e secto rs a re  le ad in g , o the rs  d ec lin in g . W ith  a  few  excep tion s 

w h ic h  I w il l c o n s id e r  l a te r ,  le a d in g  s e c to r s  te n d  to  a p p e a r  in  a l l e c o n o m ie s  

s im u ltan eo u s ly . A g ricu ltu re  and com m erce  dom ina ted  the  18th cen tu ry . C o tto n  tex tile  

w as  th e  le ad in g  se c to r o f  the f irs t h a lf  o f  th e  19th cen tu ry ; steel and  railw ays led  the 

m id -c en tu ry ; e lec tr ic a l m ach ine ry  and  ch e m ica ls  becam e d o m inan t a ro un d  the  tu rn  o f  

th e  c e n tu ry ;  l ig h t m a ch in e ry  and  a u to m o b ile s  led  th e  in te rw a r  an d  the  im m ed ia te  

p o s tw a r .7 E le c tro n ic s  and  te le c o m m u n ic a t io n s  a re  to d a y 's  c a r ry in g  se c to rs . T h e  

rea so n  fo r  th is s im ultan eo u s dev e lo pm en t is a  co m b in ation  o f  te ch no log ica l em u la tio n  

and  th e  p r e s e n c e  in  ev e ry  econ o m y  o f  a  d o m estic  dem and  su ffic ien tly  la rg e to  ju s t ify  

in v e s tm en t in  n ew  p ro d u c ts . T h e  fac t th a t th e se secto rs  c an n o t b e  co m p e tit iv e  in all 

co u n trie s  s im u lta n eo u s ly  is no t a  h in d ran c e , as n o n -co m p e titiv e  secto rs  c an , and  d o , 

o b ta in  p ro tec tio n  from  th e ir  go vernm ents.

F u rth e rm o re , le ad in g  secto rs  o ften  h ave  m ilita ry  ap p lica tio n s : co tton  tex tile s  to 

c lo th e  th e  m ass  a rm ie s  c o n s c r ip te d  a f te r  th e  F re n ch  re v o lu t io n ,  th e  ra ilw a y s  and  

au to m o b ile s  to  d isp atch  troo ps; h igh-tech  to  figh t the w ars o f  the  fu tu re . G o ve rn m en ts  

h a v e  v e s te d  in te re s ts  in p ro m o tin g  th e se in d u s trie s  ag a in s t a ll o d d s—the Ita lian  stee l 

in d u s try  in  a  co a l-less  e con om y  p rob ab ly  w as the  m ost g la rin g  exam ple . T h e  co m b in a ­

tio n  o f  e c o n o m ic  an d  m ilita ry  co m p e ti tio n  led  to  the fo rm a tio n  o f  re la tiv e ly  s im ila r  

e co n o m ies  and  soc ie ties across nations.

T h e re  w e re  som e ex cep tio ns , o f  co u rse . T h e  N ethe rland s and  D enm ark  had  no 

m a jo r  in d u s tr ie s  up un til W orld  W ar I. T h e ir  sp ecific ity  d id  no t stem  from  sm a llne ss 

o r  th e  ab sen ce o f  n a tu ra l reso urce s, as m uch as from  an ea rly  specia liz ation  w h ich  they  

m an ag ed  to  m a in ta in  u n til the  tu rn  o f  the  cen tu ry  th ank s to  p a r ticu la r  c ircu m stan ces : 

th e  N e th e r la n d s  in it ia l ly  w as a  co u n try  o f  w ea lth y  m e rc h a n ts ,  sp ec ia lis ts  in  t r a n s i t 

trad e ; w h ile  su ccessiv e  m ilita ry  d efeats red uced  D en m ark  to  being  an  ag ra rian  island ,
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w h ich  co u ld  a ffo rd  to rem a in  so tem p o ra rily  thanks to  the p ro x im ity  and  openness  o f  

th e  B ritish  m a rk e t.8 But the se  w ere p a ssing  excep tio n s ; by  the end  o f  W o rld  W ar I, 

b oth  c o u n trie s  had cau gh t up  in the ind u s tria l f ie ld . C u rren t ex cep tio ns  inc lude  m ost 

d ev e lo p in g  cou n trie s , w hose endow m ent rad ica lly  d iffe rs  from  O E C D  co u n trie s.

G en e ra lly  speak ing , th e re fo re , e con o m ic  and  m ilita ry  com pe titio n  acco u n t fo r the 

likeness in econ om ic m ake-up  am ong  so -ca lled  "F irs t W o rld " co u n trie s  a t a  g iven  po in t 

in  tim e . F ro m  th is likeness, it log ica lly  fo llow s tha t reg im e  con ve rg en ce , w h en ev e r it 

o ccu rs , has the  e ffec t o f  em p ow erin g  s im ila r  c lasses o f  p ro d uce rs .

T h is  lo g ic  can  be seen  a t w o rk  d u r in g  th e  la s t tw o  c e n tu r ie s . A t th e  r is k  o f  

s im p lify in g  th e  reg im e  d ive rsity  tha t ch a rac te riz ed  the  last tw o  cen tu rie s , o n e  can  say 

th a t reg im es  fe ll in to  fo u r  b ro ad  ca te g o rie s ,  d e te rm in e d  by  th e  in te rs ec tio n  o f  tw o  

d ich o to m ies : the d eg ree  o f  dem o cra tiza tio n  (d em o cra tic  v . au toc ra tic ) and  the  scope o f  

p ro d u ce r o rg an iza tio n  (sec to r v . fac to r) . D em o cracy  is defined a s a  reg im e tha t m eets 

th e fo llo w in g  tw o  requ irem en ts: (1) the  g o v e rn m en t is the ex p re ssio n  o f  the  e lec to ra te  

d irec tly  (p re s id en tia l) o r  v ia  a  lo w er ch am b er (p arliam en ta ry  sov e re ig n ty ), and  (2) the 

e le c to ra te  in c lu d e s  m o st o f  th e  d ir e c t ly  ta x a b le  w e a lth —in  th e  19th  c e n tu ry ,  th is  

in c lu d ed  a t  le ast p ro pe rty  ow n ers  and  le a se h o ld e rs .9 T h e  scope o f  p ro d u ce r o rg an iza ­

tion can  e i th e r b e  th e fac to r ( land , lab or, and cap ita l)  o r  th e  sec to r (c ro ps , ind us trie s) .

C ro ss in g  the se  tw o  d im ensions y ie lds fo u r reg im e  types (T ab le  1). T h e  ab so lu tist 

m o n a rch ies  o f  the  19th centu ry  em po w ered  lando w ners, a  c lass o f  p ro d u ce rs  o w n ing  a  

fac to r  o f  p ro d u c tio n ,  a lo n g  w ith  co m m erce  a t th e  ex pen se  o f  the  o th e r  tw o  fac to rs  o f  

p ro d u c tio n —la b o r  and  cap ita l. In co n tra s t,  the  co ns titu tion al m on a rch ie s , w h ich  w ere 

reg u la rly  fo rm ed  in reaction  to  revo lu tio n ary  p ressu re s  th ro u g h o u t the  co n tin en t, w ere  

m ore  in c lu sive . R a th er than being  c la ss -ba sed , con stitu tiona l m on a rch ie s w ere  lo g ro ll ­

in g  a r ra n g e m e n ts  b e tw een  th e  b e s t o rg an iz ed  se c to r s  in  a g r ic u l tu r e  an d  in d u s t ry . 

E x c lu d e d  f ro m  su ch  a r r a n g e m e n ts  w e re  m in o r  c r o p s ,  s m a ll  in d u s t r i a l  s e c to r s ,  

u n o rg a n iz e d  c ra f ts  and  p ro fe s s io n s ,  an d  th e  fac to r  la b o r  a s a  w h o le .  D em o c ra tic
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reg im es , lik e  n o n d e m o cra tic  o nes , a lso  fall in to  tw o ca teg o rie s . L o g ro llin g  d em o cra ­

c ie s em p o w e r a ll o rg an iz ed  in te re s ts , irre sp e c tiv e  o f  th e ir  fa c to r  o f  a l leg ia n c e—m ajo r 

c ro p s , la rg e  in d u s trie s , and  p o w erfu l trad e  un ions . C o m p e titiv e  d em o crac ie s , in  con ­

tra s t , a re  u su a lly  c le f t a lo n g  fac to r line s  ( the  u rb an -ru ral c leav ag e  o f  the 19th cen tu ry  

m o b iliz ed  lan d  ag a in s t c ap ita l and  lab or; the  em ploy e r-em p lo y ee  c leav ag e o f  th e  20 th  

cen tu ry  m o biliz ed  la b o r  ag a in st land  and  cap ita l) . O f n ecess ity , co m p e titiv e  d em o cra ­

c ie s em p o w e r the  m edian  v o te r , w ho  is a lw ays a  m em ber o f  th e  n u m erically  d om inan t 

en fran ch ised  fac to r (cap ita l in  the  f irs t h a lf  o f  the  19th cen tu ry , lan d  in the  second  half, 

labo r in  th e  2 0 th  cen tu ry ).

[ T ab le  1 ]

T h e  fo u r  reg im e  typ es  line up  on  the  co ntinuu m  d efined  b y  th e  ins id e r-to -ou ts id er 

ra tio ,  w ith  ab so lu t is t  m o n a rch y  ex c lu d ing  la b o r and  ca p ita l , co n s titu t io n a l m o n a rch y  

ex c lu d ing  lab o r and  m in o r secto rs an  c rop s, lo g ro lling  d em o cracy  exc lu d in g  m ino r sec ­

to rs  and  c ro p s , and  com p e titive  d em ocracy  in clud in g  all p ro d u ce rs  (G rap h  1).

[ G raph  1 ]

R eg im e C on v e rg en ce  and  T rad e F low s

B ack  to  th e  in it ia l q u es tio n : G iven  any  in it ia l m ix o f  reg im es , w h a t w o u ld  be , 

h o ld in g  ev e ry th in g  e lse  co n s tan t , the  im p a c t o f  reg im e co n v e rg en ce  o n  trade  f lo w s? 

R e g im e  co n v e rg en ce  c re a te s  p o w er p ro file s  id e n tica l a c ross  co u n trie s . C o n s id e r the  

ex am p le  o f  con v e rg en ce  a ro u n d  ab so lu tis t m on archy . A b so lu tist m o na rch ie s  em p ow er 

lan d  a t th e  ex p e n se  o f  c ap ita l and  lab o r. W h e th e r the  re su lt is g oo d  o r  b ad  fo r  trade  

d ep en d s  on  th e  typ e  o f  spec ia liz atio n  sp a rk ed  by  trade : b y  fac to r  en d o w m en ts  o r  by 

p ro d u c ts .  In  a  n u ts h e ll, th e a rg u m e n t o f  th is section  runs as fo llo w s: I f  trad e  cause s 

trad ing  eco no m ies to  sp ec ia liz e  on the bas is o f  fa c to r endo w m ents, th en  in  ab ou t h a lf  o f
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th e m , tr a d e  w ill  b e n e f it  la n d o w n ers ,  w h e rea s  in  th e  o th e r  h a lf , it w ill  h arm  th em . 

H av in g  p o w e r  in  a t  le a s t  o n e  h a lf  o f  th e  trad in g  u n iv e rse  u n d e r  con d itio n s  o f  reg im e 

co n v e rg en c e ,  th e  th u s-th rea ten ed  lan d o w n ers  w ill u se  tha t p o w er to  d isco urage  trade . 

If , in  co n tra s t, trade  tr ig ge rs  p ro du ct spec ia liz a tion , w ith  o n e  ab so lu tist m on archy  spe ­

c ia liz ing  in  lu m b er, an o th e r in  tim ber, still an o th e r in  p ap e r p ro du c ts , and  so  on , then 

all m on a rch ie s w ill b en e fit fro m , and  w elcom e , trade . L et m e dev elop .

E co n o m is ts  h a v e  iso la te d  tw o  v e ry  d if fe re n t r a t io n a le s  fo r trad e . O n  th e  o ne 

h an d, tra d e  m ay b e  caused  by  d iffe ren ces  in fac to r en d o w m en ts—this is the  H ecksche r-  

O hlin  m o de l o f  in te rn a tio n a l trade . F o r  in stance , i f  P ru ss ia  is land  ab u nd an t and  capita l 

p o o r ,  w h e re a s  E n g la n d  is  la n d  p o o r  an d  c a p ita l a b u n d a n t,  th en  c a p ita l- in te n s iv e  

p r o d u c ts  ( m a n u fa c tu re s )  a re  m o re  ch e a p ly  p ro d u ce d  in  E n g la n d  th an  in  P ru ss ia , 

w h erea s  la n d -in ten s iv e  p ro du cts (fo odstu ffs)  a re  m ore  ch eap ly  p ro du ced  in  P russia  than 

in  E n g lan d . In  the  ev en t o f  trad e , P russian  con su m ers  p re f e r  E ng lish  m an ufac tu res  to  

th o se  p ro d u ced  in d ig eno us ly , w hile  E ng lish  co n sum ers  p re f e r  P ru ss ian  to  hom e-g row n  

fo o d stu ffs . T h e  u p sh o t is a  sp ec ia liz a tion  o f  th e  tw o  econom ies  on  the  bas is o f  fac to r 

end o w m en ts—P ru ss ia  p rod uces foo d stu ffs , E n g lan d  p ro d u ces  m anu factu res.

O n th e  o th e r  h an d , trad e  m ay b e  fu e led  by  th e  p re se n ce  o f  inc rea sin g  re tu rn s  to 

scale—d ec rea s in g  u n it co sts a sso cia ted  w ith  lo n g e r p ro d u ctio n  ru ns . T h is second  m odel 

is k n o w n  a s th e  im p e r fec t co m p e titio n  m o de l o f  in te rn a tio n a l t r a d e .10 I f  a  f irm  can  

in c rease  its p ro fi t m a rg in  b y  ex pand ing  the scale o f  p ro d u ctio n , it w ill keep  expand ing  

p rod u c tio n  u n til it se rv ices the  en tire  m ark e t dem and  fo r its  p ro d u c t. T h e  u psho t is  a  

m on o po ly , w h ich  riv a l f irm s  cann o t co n te st b y  en te ring  th e  lin e  o f  p ro d u c t, un less they  

can  im m ed ia te ly  o u t sca le  the  in cum ben t f irm . W h a t r iv a l f irm s  can  d o , ra th e r, is  to  

p ro d u ce  a  d if fe ren t p ro d u c t an d , g iven  that co n sum ers  v alue  p ro d u c t d iv e rs ity , rev eal a  

d em an d fo r  it th rou gh  adv ertising . A s a  resu lt, trad e  indu ces specia liz ation  by  p ro du ct, 

b u t n o t n ecessarily  b y  in du stry , each  co un try  m a in ta in ing  a  p resence in  ev e ry  in du stry . 

In  sum , trad e  o ccu rs  w ith in  in d us trie s (it is u sua lly  re fe rred  to  a s " in tra -in d u s try ” trade ) 

ra th e r  th an  b etw een  in d us trie s (" in te r-ind us try "  trade ) a s in  th e  H eck sche r-O h lin  m odel.

8

©
 T

h
e

 A
u

th
o

r(
s
).

 E
u

ro
p

e
a

n
 U

n
iv

e
rs

it
y
 I

n
s
ti
tu

te
. 

D
ig

it
is

e
d

 v
e

rs
io

n
 p

ro
d

u
c
e

d
 b

y
 t

h
e

 E
U

I 
L

ib
ra

ry
 i
n

 2
0

2
0

. 
A

v
a

ila
b

le
 O

p
e

n
 A

c
c
e

s
s
 o

n
 C

a
d

m
u

s
, 

E
u

ro
p

e
a

n
 U

n
iv

e
rs

it
y
 I

n
s
ti
tu

te
 R

e
s
e

a
rc

h
 R

e
p

o
s
it
o

ry
.



T h e  tw o  types o f  trade  have rad ically  d iffe ren t w ealth  effec ts . A s sa id , w ith  trade  

o f  th e  in te r-in d u s try  ty p e  (H eck sch e r-O h lin ), a  co un try  w ill exp o rt the g oods  that use 

in tens ive ly  its ab u nd an t fac to r and  im p o rt the  go od s that use in tensive ly  its sca rce  fac ­

to r. A n in c rea se  in  the p r ice  o f  any  good  cause s an in c rea se  in the rea l re tu rn  to  the 

fac to r u sed  in tensive ly  in p rod u cing  tha t g oo d , and  a  fall in the  rea l re tu rn s to  all o th e r 

fac to rs . T h e re fo re  trade , by raising  the  p rice  o f  expo rtab les , bene fits  the ab un d an t fac ­

to r  and  h u rts  the scarce  fac to r, w herea s p ro tec tio n , by raising  the p rice s o f  im portab les , 

b en e fits  th e  scarce  fac to r and  hurts th e  ab u nd an t fa c to r.11 T rad e  a lloca te  the  gains and  

losses from  trade  a lon g fac to r ( land , lab or, c ap ita l) , and thus c la ss , lines.

T rad e  g ain s and losses can also  b e  allo ca ted  along in d us try  (o r secto r) line s, as in 

a  v a r ia n t  o f  th e  H ec k sc h e r-O h lin  m o d e l—th e  so -ca lle d  " s p e c i f ic - fa c to r "  m o d e l .12 

R e sp o n s ib le  fo r  c lass red is tr ib u tio n  in the  o rig in a l specifica tion  is the assu m ption  tha t 

fa c to rs  a re  m ob ile  a c ross  in d us trie s. A ll in d u s trie s  are said  to  d raw  ind isc rim in a te ly  

from  th e  sam e fac to r  p o o ls ,  w ith  the  re su lt tha t fa c to r p r ice s  in each  in d u s try  re f le c t 

su p p ly -d em an d  co n d itio n s  in each  fac to r m ark e t  n a tio n w id e . If , in s tead , fa c to rs  a re  

in d us try  sp ec ific , tha t is, a re  im p erfectly  sub stitu tab le  ac ro ss ind us trie s o r  c ann o t b e  as 

g a in fu lly  em plo yed  in a  d iffe ren t in du stry , then  fac to r p rice s  no lo n ge r re fle c t na tio n ­

w id e  su p p ly -d e m a n d  co n d itio n s ,  b u t a re  d e te rm in e d  b y  su p p ly -d em an d  co n d itio n s  

sp e c if ic  to  each  in d u s try .  T h is  v a rian t o f  th e  H ec k sc h e r-O h lin  m o de l a llo ca te s  th e  

g a in s  and  lo sse s  from  trad e  a lo n g  in d u s try  lin e s .  T h e  fa te  o f  f a c to r  o w n e r s  is  n o t 

id e n tif ied  w ith  the  fa te  o f  the ir resp ective  fac to r n ation w ide , b u t w ith  the  fa te  o f  the ir  

re sp e c tiv e  in d us try  o f  em p lo y m en t. T h e  d if fe ren ce  betw een  the se  tw o  specific ation s, 

h o w ev e r im po rtan t it m igh t be for the m o de lling  o f  policy  p ro c e ss e s ,13 should  n o t m ake 

us lo se  fro m  s igh t th e  shared  tra it tha t m akes the se  m odels tw o  in stances o f  the  in te r ­

in d u s t ry - trad e  f a m ily - tra d e  s tr ic tly  deve lops a long  co m p ara tive  adv an tages, red is tr ib u t ­

in g  in co m e  fro m  scarce  fac tors (o r industries em p lo y in g  scarce  fac to rs ) to ab u nd an t fac ­

to rs (o r  ind u s trie s  em p lo ying  abu ndant fac to rs ).
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In  c o n tra s t,  in tra -in d u s try  tr ad e  ( im p e rfe c t-co m p e tit io n  m od el)  d o es  n o t en tail 

red is tr ib u tiv e  e ffec ts o f  such p ro p o rtio n . In that m o de l, trad e d oes not s tric tly  develop  

in  a c c o rd a n c e  w ith  c o m p a ra tiv e  ad v a n ta g e s ,  b u t c an  a l so  o c c u r  b e tw een  s im ila rly  

en do w ed  co u n trie s , w ith  little  o r  no w ealth  e f f e c ts .14 T o  understand  w h y , it is im po r ­

tan t to  keep  in m ind  the  d istinction  betw een  fac to r, ind us try , and p ro d uc t: the  industry  

is a  g ro u p  o f  p ro d u c ts , and  fac to r en do w m en ts  a re  the  sam e fo r all the  p ro du cts w ith in  

a  g iv en  in d u s t ry . T h e  rea llo ca tio n  o f  re so u rce s  in d uced  b y  p ro d u c t- sp e c ia liz a tio n  is 

fa c to r n eu tra l, each  fac to r o f  p roduction  m ov in g  from  a "lost" p ro d u c t to  a  "cap tured" 

p ro d u c t w ith in  the bo u nd aries  o f  a  g iven  in du stry , and  thus in equal p ro p o rtio n , g iven  

th e inv a rian ce  in  fac to r end ow m ents. F a c to r n eu trality  im p lies  zero  d is tr ib u tiv e  effec ts. 

T h a t re a llo ca tio n , fu rth e r, is a lm o st cos tless in com p arison  to  th a t tr ig ge red  by  sector- 

s p e c ia liz a t io n , fa c to rs  b e in g  m o re  m o b ile  w ith in  the  b o u n d a rie s  o f  th e ir  in d us try  o f  

em p lo y m en t than  ac ro ss in d u s tr ie s .15

A c a v e a t is in  o rd e r .  T h e  fac t th a t in tra -in d u s try  tr ad e  has  no  re d is tr ib u tiv e  

e f fe c ts  d o es  n o t  n e c e s s a r ily  im p ly  th a t th e re  a r e  n o  re d is t r ib u t iv e  e f fe c ts .  S cale  

econ om ies h ave a  n eg a tive  s id e -e f fe c t- fr e e  t r a d e 's  lost P are to  e ffic iency . U n d e r scale 

e c o n o m ie s ,  s p e c ia l iz a t io n  d o e s  n o t r e f le c t  f a c to r  e n d o w m e n ts ,  b u t  f i r s t -m o v e r  

ad v a n ta g e s —th e  fi rs t f irm  to  en te r  a  p ro d u c t-n ic h e  lo cks  in . T h is  fea tu re  m akes it 

ra tio n a l fo r  s ta te s  to  f in an c ia lly  help  th e ir  n a tion als  c ap tu re  those n iches. T h is  is  the 

s tra teg ic  d im en s io n  o f  new  trade  th eo ry . A su bs idy  to  a  d o m estic  f irm , by  d ete rring  

inv es tm en t and  p ro d uc tio n  by a  fore ign  firm , can  raise  the p ro fits  o f  the  d om estic  firm  

by  m o re  than  th e  am ou n t o f  the su b s id y .16 S oc ia lly  d es irab le  in th eo ry , trade  p ro m o ­

tion  is in  p rac tic e  like ly  to  be h ijacked  by firm s  in  p resum ed  g row th  sec to rs, seek ing  to 

ex trac t m o re  ren ts than  socially  d es irab le . T h is  is a ll the  m ore p ro b ab le  th a t the  costs 

o f  co l le c tiv e  ac tio n  in cu rred  by  s ing le f irm s  (the  lo bb y in g  un its in im p e rfec t co m pe ti ­

tion) a re  lo w er than  those in cu rred  by  ind ustries o r  fa c to rs  ( the lobby ing  un its  in p e rfec t 

c o m p e ti tio n ) .17
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T h e re fo re ,  in tra -in d u s try  trade  m ay  in d ire c tly  e l ic it  a s m any  w ea lth  e ffec ts  as 

in te r -in d u s try  trade  w o u ld , though  w ith  tw o  im p o rta n t d if fe ren ces  w ith  re sp ec t to  the 

id en tity  o f  the  w in n e rs  and lose rs  and the  im p act on trad e . F ir s t,  ren ts a re  sou gh t by 

firm s  ra th e r  than  ind u strie s , and  by firm s inv olved  in h igh -g row th  ac tiv itie s  ra th e r than  

trad itio n a l sec to rs . C on ve rse ly , the d irec t lose rs are con su m ers , and  taxp ay e rs , tha t is, 

g ro u p s  m u ch  m o re  d if fu se  and  p o litic a lly  in ep t than the  scarce  fac to rs  a n d /o r  im port- 

se n s itiv e  se c to r s  v ic tim ize d  b y  in te r-in d u s try  trade . S eco n d , to  the  ex ten t th a t p ro ­

te c tio n  h e lp s  f irm s  c a p tu r e  sc a le  ec o n o m ie s ,  p ro tec tio n  p ro m o te s  ra th e r  th an  h u rts  

t r a d e .18

It is n ow  p ossib le  to  see how  reg im e co nv e rg en ce  has o p p o s ite  con seq uen ces for 

trad e  p o licy  d epen d ing  on w h ethe r trade  is o f  the  in te r-ind u stry  o r  in tra -in d u s try  type. 

I f  trad e  is  o f  the  in tra -in du s try  type ( to  s ta rt w ith  the s im p ler c a se ), m ain ly  p ro p e lled  by 

scale eco no m ies , then  trade  can on ly  cause  p ro d u c t sp ec ia liz ation , w ith ou t p re ju d ic e  to 

fac to r h o ld e rs ' re la tive  w ealth  and p ow er. S u re ly , taxpay ers and  con su m ers  m ay su ffe r 

from  soc ia lly  u nd es irab le  ren ts  and sub sid ies  accru ing  to  s ing le  m o no po lis tic  f irm s , b u t 

they  d o  no t co n s titu te  an  e ffec tiv e  op po sition . F a c to r ho lde rs  being  d em o b iliz ed , trade  

p o lic y  is in d iffe re n t to  the type o f  the  r e g im e .19 R eg im e  con v e rg en ce  and  d iv e rgen ce  

p e r  se  h ave  no  e ffec t on tr a d e -o th e r  v a riab les  w ill p revail.

In  co n tra s t,  i f  tr ad e  is o f  th e  in te r -in d u s try  typ e , m a in ly  p ro p e lled  b y  re la tiv e  

co m p ara tiv e  ad v an tag es , trade  th rea ten s  to  sp u r a  specia lization  on  the  b a s is  o f  fa c to r 

end o w m en ts . H av in g  p o w er in abou t h a lf  o f  the  trad ing  u n iv e rse  u n d e r co n d itio n s  o f  

re g im e  c o n v e rg e n c e , th e  th u s- th re a te n e d  fac to rs  w ill u se  th a t p o w e r  to  d is c o u ra g e  

trad e . U n d e r  co n d it io n s  o f  in te r-in d u s try  trad e , th e re fo re , re g im e  co n v e rg en ce  w ill 

n e v e r p ro m o te  trad e , b u t m ay ac tua lly  red u ce  it. C o nv e rse ly , reg im e d iv e rg en ce  w ill 

n ev e r red u ce  trad e , b u t m ay actually  p ro m o te  it.

A s im p le  p ro o f  o f  th is las t p ro p o s itio n , w h ile  con tro lling  fo r  fac to r en do w m en t, 

c an  b e  fo un d in  T ab le  2  fo r the  tw o  ex trem e  reg im e  ty p es—a b s o lu t is t m o n a rch y  and
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co m p e titiv e  d em o cracy . A ssum e tw o  facto rs o f  p rod u ctio n , land and  cap ita l, and  tw o 

co u n trie s , L an d-R ich  and C ap ita l-R ich . F u rth e r a ssum e w ith ou t loss o f  gene ra lity  that 

an au to c ra tic  reg im e em pow ers land , w herea s a  d em ocratic  reg im e em pow ers industry . 

T h is  tw o -c o u n try  w o r ld  eco n o m y  d e f in e s  fo u r  p o s s ib le  s ta te s  o f  th e  w o rld : b o th  

c o u n trie s  a re  d e m o c ra tic ,  bo th  a re  au to c ra tic ,  o n e  is d em o cra tic  w h ile  th e  o th e r  is 

a u to c ra t ic , an d  v ice  v e rsa . E ach cell show s trad e  f low s b e tw een  the  tw o  co u n trie s , 

co d ed  as "h ig h ” o r  " lo w ."  T he  tab le also  sh o w s tw o se ts o f  fo u r a r ro w s  each ; solid  

a r ro w s  (n u m b e red  1, 2 , 3 , 4 ) rep re sen t all the p o ss ib le  cases o f  reg im e  con v erg en ce , 

w h e rea s  b rok en  a rro w s (n um b ered  5 , 6 , 7 , 8) rep resen t all the possib le cases o f  reg im e 

d iv e rg ence . In each  se t, tw o  a rrow s (n um b ered  1 and  2 , 5 and  6) le ave  the in itia l trad e 

f lo w s u n c h a n g e d . T h e  la s t tw o  a r ro w s  o f  e ach  se t,  h o w ev e r,  p o in t in  o p p o s i te  

d ir e c t io n s —tw o  co n v e rg e n c e  (s o lid )  a r ro w s  (3 , 4 )  c a u se  a  d e c lin e  in tr a d e  f lo w s, 

w h erea s  tw o  d iv e rgen ce  (broken) a rro w s (7, 8) c au se  an inc rease  in trade  f low s.

[ T ab le  2 h ere  ]

N o  p a rticu la r  p ro o f  is req u ired  that inc ludes the o th e r tw o reg im e  types (constitu ­

t iona l m o na rchy  and  log ro lling  dem o cracy ). A lo gro lling  dem ocracy  is p ro tec tio n is t by 

d e fin itio n , becau se  it em pow ers p ro tec tio n is t sec to rs (am ong  o th e rs ) . A cons titu tiona l 

m o n a rc h y  co u ld  su p p o r t o p en n e ss  in  o n ly  o n e  ca se : i f  bo th  lan d  an d  ca p ita l w e re  

ab u n d a n t fac to rs . T h is  com bin a tio n  cou ld  be trea ted  ana logo usly  to  the  ca se  o f  land- 

ab u nd an t ab so lu tis t m on archy . It has no em p irica l re levance here , h ow eve r, as it does 

no t f ig u re  in o u r  sam ple  o f  co u n trie s .20

H en ce  the  fo llow ing  p rop os itio n : U n de r co nd ition s o f  in te r-ind u stry  trad e reg im e 

co n v e rg en c e  w ill n ev e r p ro m o te  trad e , b u t,  d ep en d in g  on th e  p a rt ic u la rs  o f  th e  case , 

m ay  ac tu a lly  red u ce  it. C o n v e rse ly , reg im e  d iv e rg e n ce  (defined  a s a  m ix o f  th e  tw o 

ex trem e  reg im e  types) w ill n eve r red uce trade , bu t depend ing  on the  ca se  m ay actua lly  

p ro m o te  it.
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T h e  D ete rm in an ts  o f  T rad e  T ype

G iven  the  ro le  p layed  by  trade typ e  in d ete rm in ing  the im pact o f  reg im e ty p e  on 

tra d e  f lo w s, it is im p o rtan t to  iden tify  th e  con d ition s u n de r w h ich  in tra -in d u s try  trade  

w ill em erg e . A ssu m e  fo r the sake o f  s im p lif ica tion  tha t the  re la tiv e  p rop o rtio n  o f  in tra-  

an d  in te r - in d u s try  tr ad e  is the so le  fu n c tio n  o f  sca le  e c o n o m ie s .  S ca le  eco n o m ies  

re f le c t th e  te ch no log y  o f  p ro d u c tio n . T ec h n o lo g y  o f  p ro d u c tio n , w h ich , fo r o u r  p u r ­

p o s e s , m ay  b e  taken  a s  exo gen o u s ly  g iv en , is a  n ecessary  co n d itio n  fo r  th e  d ev e lo p ­

m ent o f  m ass p ro d uc tio n .

Y et, s ince ac tua l inv estm ent in la rg e -sca le  p roduction  is u n like ly  to  o ccu r unless 

th e  p r o d u c t can  b e  so ld  a t a  p ro fi t,  an o th e r n ecessary  co n d itio n  is m ass (w orld w ide ) 

m ark e tin g .21 W o rld w id e  m arke ting , in tu rn , req uires acce ss to  fo reign  m arke ts, w hich  

trad e  re s tr ic tio n s  m igh t im pa ir . T ru e  fo r any  typ e o f  t r a d e - in tr a -  o r  in te r -in d u s try - th is  

p ro p o s itio n  is  m o re  tru e  fo r in tra-in du stry  trad e , w ith  its  la rge  f ix ed -co s t requ irem en ts , 

than  fo r  in te r-in d u s try  trade , w ith  re la tiv e ly  sm a lle r  f ix ed -co s t req u irem en ts .  T h e re ­

fo re , th e  in tr a -in te r -in d u s try  ra t io  is n o t m e re ly  a  p o s itiv e  fu n c tio n  o f  te ch n o lo g ica l 

ad v ance , b u t o f  trad e  open ness a s w e ll.22

I f  trad e  typ e  dep en ds on trade  o penn ess , o n e  m ust ask  w h ethe r it is a  v a riab le  that 

is  e n d o g e n o u s  to  th e  p re se n t m od e l, fo r ,  w e re  it so , o n e  w o u ld  fac e  a  c a se  o f  c ir ­

c u la rity , s ince th e  p resen t m odel derive s trade  openness in p a rt  from  trad e  typ e  (reg im e  

typ e b e ing  the  o th e r  indep end en t v ariab le) . T h e  answ er is in th e  n ega tive . F o llow ing  

th e  g ro u n d b re ak in g  w o rk  o f  Beth and  R o b e rt Y a rb ro u gh , it seem s tha t m e re  openness 

(assu m ing  th e  te chn o lo gy  cond ition  m et) m ay not be su ffic ien t fo r in tra -in d u s try  trade  

to  d ev e lo p .23 O p en ness m ust a lso  be irrev o cab le . W ithou t a  long  h o rizo n , f irm s w ill 

n o t r is k  s in k in g  the  f ix ed  co s ts  o th e rw ise  req u ired  fo r the  ca p tu re  o f  w o rld w id e  scale  

eco no m ies . F irm s  w ill no t invest in fac ilities o f  w hich  the ex p ec ted  v alue  is dependen t 

on  p e rm a n en t a cce ss  to  fo reign  m ark e ts  sh o rt o f  ad equ a te  g u a ran tee s .  G o v e rn m en ts
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can  c red ib ly  co m m it to  keep  access open  th roug h lo ng -term , b ind ing  trade  ag reem en ts. 

W h e th e r th ey  d o  so o r  no t is ex o gen ou s to  the  p o licym ak ing  m odel deve lop ed  here . In 

su m , th e  in tra -in te r -in d u s t ry  trad e  ra tio  re fle c ts  the  s im u lta n eo u s  p lay  o f  th ree  v a r i ­

a b le s ,  am o n g  w h ic h , o n e , free  tr ad e , is en d o g en o u s  to  the  p re s e n t  m o d e l, and  tw o, 

te ch no log ica l ad v an ce  and  the ex istence o f  an in ternatio na l trad ing  reg im e  o f  som e sort, 

a re  ex og eno u s.

H is to rica lly , the  techn olog ica l cond itio n  fo r scale  econ om ies w as po ten tia lly  m et 

abo ut h alf-a -cen tu ry  ea rlie r  than  the  reg im e con ditio n . By the  tu rn  o f  the  cen tu ry , le ad ­

ing  eco n o m ic  secto rs  (stee l, m ach ine ry , re fin ing  and  d istilling ) reco rd ed  techno log ical 

b re a k th ro u g h s , m ak in g  w o rld  sc a le  p ro d u c tio n  a  te c h n o lo g ic a l p o s s ib i l i ty .  M ass 

m a rk e tin g , h o w ev e r, lagg ed  b eh in d , b eing  slow ed  dow n by  n a rro w  d om estic  m arkets 

(U .S . ex c ep ted ),  b ack w ard  im pe ria l m a rk e ts, and  ch ro n ic  un ce rta in ty  abou t access to 

fo reign  m ark e ts, w ith  the  ov era ll resu lt o f  sta lling  the  trend  to w ard  w o rld sca le  p ro d u c ­

tio n . I t is n o t until the  G A T T  that s tab le  access to  fo re ign  m arke ts b ecam e a  rea lity . 

T h e  G A T T  su ccess re flec ted  tw o sim u ltaneo us ch ang es in the in te rna tion a l p o w er struc ­

tu re: U .S . e con o m ic  hegem o n y  a fte r  W orld  W ar II and  the  con so lid a tio n  o f  c ap ita list 

co u n trie s  in to  a  tig h t secu rity  b lo c  d u rin g  th e  C old W arJ4~ tw o  ev en ts  exo g en o u s  to  

reg im e type .

T h e  L ibe ra liz a tio n  o f  T rad e  in the 19th C en tu ry

T h e re  is no t enou gh  v aria tio n  in the trade  type  va riab le  to  enab le  a  system a tic test 

o f  the  p ro p o s itio n s  p resen ted  abo ve . M ore hum b ly , I p lan  to  show  tha t a  p laus ib le  case 

can  b e  m ad e  th a t th e  tw o  m ost im p o rtan t in s tan ces  o f  w o rld  tra d e  lib e ra liz a t io n  in 

m o d em  w o rld  h isto ry  f it the  p resent descrip tio n . F u rth e r, I w ill show  that the  p resen t 

m o de l h e lp s  illu m in a te  h is to ric a l fa c ts  th a t, un til n ow , had rem a in ed  o b sc u re  o r ,  in 

lig h t o f  the  p r e s e n t an a ly s is ,  a re from  now  on p u zz lin g . O ne  o f  th e se  fac ts  is the
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tim in g  o f  trad e  lib e ra liz a t io n  in 1 9 th -cen tu ry  E u ro p e . A n o th e r  is the  ea s in e ss  w ith  

w h ich  O E C D  cou n tries  m anaged  to  p ro m o te  open ness. I s ta rt w ith  the  19th cen tu ry .

T w o  exp lan a tio n s  have been  o ffe red  to  acco u n t fo r the b reako u t o f  free  trade  in 

th e  19th ce n tu ry —h eg em o n ic  s tab ility  and  lib e ra l ideo lo gy . T h e  v ice s  and  v irtu e s  o f  

h eg em o n ic  s tab ility  th eo ry  have been  so  w ell and  so o ften  su ng  e lsew h e re  tha t b rev ity  

is ap ro p o s .25 T he  theo ry  m akes free  trade  a  function  o f  heg em o ny . H o w ev e r, the re  is 

a  d is c re p a n c y  b e tw ee n  B ri tish  d ip lo m a tic  a c tiv is m  (a  b e h a v io r  th a t a  h eg e m o n  is 

exp ected  to  eng ag e in acco rd ing  to the theory) w hich  o ccurred  in the  1820s and  1830s, 

and  the  ad v en t o f  free  trad e , w hich  o ccurred  tw en ty  yea rs la te r , and  w as instigated  by 

F ra n ce , n o t B rita in . A lth oug h B ritish  te ch n o lo g ica l ad v an ce  p lay ed  a  c ru c ia l ro le  in 

sh ap in g  th e  p a tte rn  o f  1 9th -cen tu ry  trad e—ind eed  it d rew  th e  p atte rn  o f  specia liz ation  

a lo ng  w h ich  trade  u nfolded  o n ce  fre ed —it w as in suffic ien t in  p rec ip ita tin g  op en n ess in 

th e f irs t p lace .

T h e  lib e ra l id eo log y  app roach  has rece iv ed  less a tten tion . C h a rle s  K in d leb e rg e r 

a rg u e d  th a t fre e  tra d e  tr iu m p h ed  than k s  to  the  d iffu s io n  th ro u g h o u t th e  co n t in e n t o f  

M a n c h e s te ria n  d o c tr in e —a c re ed  in  the  s u p e rio r ity  o f  f ree  tr a d e .26 A lth o u g h  K in d ­

le b e rg e r d id  no t m ake ex p lic it the  m echan ism  o f  d iffusion  o f  the  free  trad e  idea  on the 

co n t in e n t , it can  b e  reco n s tru c ted  in  an a lo g y  to  h is an a ly sis  o f  its tr iu m p h  in  B rita in . 

T h e  free  trad e  d o ctrin e  sp read , w e are to ld , a lo ng  w ith  the lib e ra l c re ed —a p h ilo so p h i ­

c a l and  p o li t ic a l p ro g ram  w ith  im p lica tio n s  fa r  b ey o nd  trad e . T h e  lib e ra l id eo log y  

en ta iled  th e u p se ttin g  o f  th e o ld  a ris to c ra tic  o rd e r . F ree  trad e  and  the  re fo rm  o f  the 

fran ch ise  w ere  b oth  expected  to  d ilu te  the p o w er o f  the g en try , free  trade  in  the  eco n ­

o m y , the  franch ise  in  p arliam en t. F o r the free  trade  d oc trine  to  sp read  to  th e  con tinen t, 

a  s im ila r  lin k ag e  w ith  th e  r ise  in p o w er o f  lib e ra l m o v em en ts  sho u ld  h a v e  been  a t 

w o rk . T h e  tr iu m p h o f  free  trade  shou ld  have acco m pan ied  th e  tr ium ph  o f  lib era lism . 

In  rea lity ,  th e tw o  w ere  u n re la ted . F ree  trad e  d id  no t b reak  o u t w hen  lib e ra l  m ove ­

m en ts  on  the  co n tinen t w ere on the ascen t in the  1830s and 1840s, b u t w hen  they  w ere
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on  th e  re trea t,  d u rin g  the res to ra tio n  o f  C o n s e rv a tiv e ,  p ro -a g ra rian  ru le  in the  1850s 

and  1860s. It is, I a rg ue , th is g ro w in g  reg im e d iv e rgen ce  betw een  liberal B rita in  and  a 

rea c tio n a ry  co n tinen t that w as a  necessary  co nd ition  fo r the adven t o f  free trade  in the 

m idd le  o f  the  cen tu ry .

T o  sh o w  th is , w e  need  to  c o n s id e r  tw o  v a r ia b le s —th e  d is tr ib u t io n  o f  fac to r  

en d o w m e n ts  and  the  d is tr ib u tio n  o f  reg im es . T h ro u g h o u t m ost o f  the 19th cen tu ry , 

tr ad e  w as o f  th e  in te r -in d u s try  type . T h e  s ta te  o f  te ch no log y  d id  not a llow  for m ass 

p ro d u c tio n . T rad e  essen tially  reflec ted  d iss im ila ritie s  in fac to r en d o w m en ts .27 B rita in  

w as cap ita l ab u nd an t and had an  ed ge in cap ita l- in ten s iv e  indus trie s such as sem i- and 

co a rse  m an u fac tu re s  (ya rn , iro n ). L ag g in g  con tinen ta l E u ro pe  w as capital scarce  and 

m a in ta in ed  an  adv an tag e  in ag r ic u ltu re  (g ra in , tim b e r, w ine) and  sk illed  c ra fts  (s ilk , 

e t c . ) . 28 O n  the  co n tin en t, th ree  n atio n s  w e re  cap ita l ab u n d an t in re la tion  to  the  rest: 

tw o  ea rly  con tin en ta l in d u s t ria liz e rs , S w itze rlan d  and  the  B elg ian  p art o f  the  U n ited  

N e th e rlan d s  (H o lland -B e lg ium ), and  a  la te-in d us tria liz er yet a  nation  o f  m erchan ts w ith  

p len ty  o f  c a sh , the D utch  p art o f  the U nited  N eth e rland s. P russia , the  A ustrian  em p ire , 

I ta ly ,  D e n m a rk , S w e d en , N o rw a y , R u ss ia ,  an d , to  a  le s s e r  ex te n t,  F ra n c e , w e re  

ab u n d an t in land  and  labo r. T h e  U n ited  S tates, C anada , A ustra lia , and  N ew  Z ealand  

w e re  ab u n d an t in land  o n ly .29

R eg im e  d is tribu tion  ch anged  o v e r  tim e, d elinea ting  fo u r sep ara te  p e r io d s - th e  f irs t 

res to ra tio n  (19 15 -2 9); the revo lu tionary  y ea rs  (18 30 -49 ); the  second  resto ration  (1850- 

18 74 ); an d  th e  L on g D ep ress ion  (1 8 7 5 -1 8 9 4 ). T h e  firs t p erio d  w as cha racte rized  by 

th e  co ex is ten ce  o f  tw o  reg im e  ty pes—lan d -based  ab s o lu tis t m o n a rch ies  and  lo g ro llin g  

co n s ti tu t io n a l m o n a rch ie s . A b so lu tism  w as tr iu m p h a n t in P ru ss ia , R uss ia , an d  th e  

A u strian  em p ire , and to a  lesser ex ten t in S cand inav ian  co u n trie s, w hich  w e re ru led  by  

an  o l ig a rch y  o f  b u reau c ra ts  re la ted  to  m e rcan tilis t in te re s ts .30 In co n tra s t, m on archy  

w as co n s titu tio n a l in B rita in  and  its  co lo n ie s , F ra n ce , and  H o lland -B elg ium . A th ird  

ty p e  o f  re g im e , d e m o crac y , w as a lso  p re se n t th o u g h  re s id u a l (S w itz e rlan d  and  th e  

U n ited  S ta tes) .

16

©
 T

h
e

 A
u

th
o

r(
s
).

 E
u

ro
p

e
a

n
 U

n
iv

e
rs

it
y
 I

n
s
ti
tu

te
. 

D
ig

it
is

e
d

 v
e

rs
io

n
 p

ro
d

u
c
e

d
 b

y
 t

h
e

 E
U

I 
L

ib
ra

ry
 i
n

 2
0

2
0

. 
A

v
a

ila
b

le
 O

p
e

n
 A

c
c
e

s
s
 o

n
 C

a
d

m
u

s
, 

E
u

ro
p

e
a

n
 U

n
iv

e
rs

it
y
 I

n
s
ti
tu

te
 R

e
s
e

a
rc

h
 R

e
p

o
s
it
o

ry
.



D u rin g  th is  f irs t p e rio d , d em and s fo r trad e  w ith B rita in  cam e  from  th e  abso lu tist 

m o n a rc h ie s  in  w h ic h  p o lic y m a k in g  w as  c la s s -b a s e d , la n d  w as  a b u n d a n t  (w ith  a 

d o m estic  m ark e t too  n a rro w  to  be se lf-su ffic ien t) , o r  the  m ercan tile  in te re sts w e re con ­

c e n t r a te d  an d  p o w e r fu l .  In c lu d e d  in  th is  c a te g o ry  w e re  P ru s s ia ,  D e n m a rk , and  

P o lan d  (R u ss ia)  on  acco u n t o f  g ra in s ,  S w eden  and  N o rw ay  on acco un t o f  tim b er, and 

S can d in av ian  n a tio n s a t la rge  on  accou n t o f  sh ipp ing . T h e  A ustrian  em p ire  and  R ussia  

w e re  au ta rk ic , on  acco u n t o f  the g igan tic  size o f  th e ir  d o m estic  m arke ts.

In co n tra s t, con stitu tiona l m o na rch ies (B rita in , H o llan d-B e lg ium , F ran ce ) and the 

U n ited  S ta te s  (a  lo g ro llin g  d em o cracy ) in d u lg ed  in p ro tec tio n . In B rita in , the K in g 's  

m in is te r  co n s is ten tly  tr ied  to  ac co m m o d a te  m a n u fa c tu re rs ’ d em an d s  fo r free  trad e by 

r e p e a lin g  a ll p ro h ib it io n s  and  red u c in g  ta r i f f s  on m a n u fac tu red  g o o d s ,  y e t w ith o u t 

u n d e rcu ttin g  th e  lan ded  g en try ’s and  the  m erchan ts ' ren ts g ene ra ted  by  the  C o m  L aw s 

and  th e  N av ig a tio n  L aw s respec tiv e ly . In the  low  co u n trie s , the  K ing  so u g h t to  ra lly  

b eh in d  h is c ro w n b oth  the  D u tch  m erchan ts w ho  w anted  free  trade  and  n av iga tion  law s, 

and  th e  B e lg ian  ind u stria lis ts  w h o  w an ted  p ro tec tio n , th rou gh  a m ix o f  low  ta riffs  and 

d ir e c t  s u b s id ie s  to  m a n u fa c tu r in g  (an  in d ir e c t fo rm  o f  p r o te c t io n ) .31 T h e  B r itish  

co lo n ie s  (m o stly  C anada , s in ce  A u stralia  and  N ew  Z ealand  w ere  b arren  te rrito rie s  still) 

en jo y ed  p r iv ile g ed  access  to  the  B ritish  m a rk e t,  w h ile  lev y in g  ta ri ff s  on  n e ig h b o r 's  

e x p o r ts  ( th e  C a n ad ian  ea s te rn  p ro v in ce s  lev ied  a  ta r i f f  on  U .S . w h ea t) . T a r if f  p ro ­

te ction  w as also  p re sen t in F ran ce , w h ere  the  industria l b o u rg eo is ie  w as a lread y  p a rt o f  

the  ru ling  co a litio n  w hile  a  la rge  co m p o nen t o f  the  landed  g en try , the  o w n ers  o f  la rg e 

w o o d e d  e s ta te s  su p p ly in g  c h a rc o a l to  th e  iro n  in d u s t ry ,  w e re  a l re a d y  v es te d  in  

i n d u s t r y .33 P ro te c t io n is m  tr iu m p h e d  in th e  U n ited  S ta te s  w ith  th e  1824  ta r i f f ,  a  

tex tb o ok  ca se  o f  p o rk -b a rre l p o litic s .33 S w iss ta riff  po licy  w as the  ex c ep tio n , perhaps 

on  ac co u n t o f  th e  lillip u tian  s ize o f  its  c an to n s , w h ich , d u r in g  th e  1815-1848  p eriod , 

con tro lled  th e  p o w er to  ta x .34

In  sum , a ltho u gh  ab so lu tist m o na rch ies  w anted  to ex p o rt th e ir  w hea t and  tim b er, 

the  o n ly  fo re ign  m ark e t fo r these item s, the  B ritish  con stitu tion al m o n a rch y , w as p ro-
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te c ted  b y  ta r i f f s  an d  im p e r ia l p re fe re n c e s .  U n ab le  to  p ro c u re  s te r l in g , ab s o lu tis t 

m o n a rch ies  thus had no incen tive  to lo w er the ir industria l ta riffs .

T h e  lib e ra l rev o lu tio n s  o f  the second  p eriod  m o dified  reg im e  a lig nm en ts . T w o 

su c ce ss iv e  w aves  o f  p o p u la r u n re s t o c c u r re d , th e  f irs t in 1 8 2 9 -1 8 3 4 , the  seco n d  in 

1848. T h ey  a ffec ted  a ll o f  E u ro p e  W est o f  R ussia in c lu d in g  N o rth  A m erica . T h ey  

w e re  th e o ffsp ring  o f  the  incom e-d istr ibu tion  e ffec ts gene ra ted  by  ind us tria liz atio n , and  

m o stly  fe lt in p e rio d s  o f  e con o m ic  d ow n sw in g s  (1 83 0 and  1847), and  o f  a  fa i lu re  in 

18 46  o f  b o th  th e  g ra in  and  p o ta to  c ro p s ,  re sp o n s ib le  fo r the  la s t m a jo r  fam in e  in 

E u ro p e .35 In  re sp o n se  to  the rev o lu tio n a ry  u p heava ls, six  cou n trie s  (B rita in  in 1832, 

B e lg ium  in 1847, C an ad a , F rance , D enm ark , and  the  N ethe rlands  in 1848) es tab lish ed  

p a rl ia m e n ta ry  ru le  and  ex ten d ed  the fran ch ise  to  p ro p e rty -o w n e rs  and  le aseho lde rs  at 

the  le a s t,  ra is in g  to  e ig h t the  n u m b er o f  d em o crac ie s . M o reo v e r,  b o th  o ld  an d  nen 

d em o c rac ie s  w e re  th en  co m p e titiv e ; in re s p o n se  to  the  c r is is , th ey  reg is te re d  reco rd  

m o b iliza tio n  leve ls , and  ev inced  the f irs t m anifes ta tions  o f  p arty  p o litics . A m ong  the 

n o n d em o crac ie s  th a t w ea the red  the s to rm s (P ru ss ia ,  A u s tria , S w ed en -N o rw ay ) , non e 

m anaged to  m a in ta in  p r io r  c lass p u rity , being  fo rced  instead  to  coo p t b o u rgeo isie s and  

tu rn  in to  c o n s ti tu t io n a l  m o n a rc h ie s . O n ly  R u ss ia  w as s p a re d  fro m  d o m e st ic  d is ­

tu rb an ce , and  rem a ined  absolu tist. In su m , the  crisis  reduced  the  p reced ing  reg im e v a ri ­

e ty  to  tw o  ca teg orie s : com pe titive  d em o cracy  and  con situ tional m ona rchy .

D u r in g  th is secon d  p e rio d , the  e s tab lish m en t o f  p a rliam en ta ry  (d em ocra tic)  ru le  

w as g en e ra lly  fav o rab le  to  trade  libe ra liz a tion . T h is  co in c id ence  betw een  reg im e  and  

p o licy  is c e rta in ly  in keep ing  w ith an ideology-based acco un t, as it c am e  abo u t no t only  

in cap ita l-rich  cou n trie s  (B rita in , B elg ium , the N ethe rland s, and  S w itze rland ), b u t a lso  

in  lan d -ab un d an t D enm ark , C anad a, and the  U n ited  S ta te s .36 O nly  th e  F ren ch  Second  

R epu b lic  fa iled  to  m atch  po litica l libe ra lism  w ith  trade  lib e ra l iz a t io n .37 B ut w h ile  the 

g ro w in g  s tren gth  o f  libe ra lism  w as g ene ra lly  favo rab le  to  free  trade  in d em o crac ie s , it 

h ad  o p p o s i te  co n se q u e n ce s  in n o n d em o crac ie s  (P ru ss ia , A u s tr ia -H u n g a ry , S w ed en ).
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E ven  thou gh  the  o p en in g  o f  the  B ritish  m ark et to  g rain  and  tim be r w as a  boon  to  m ost 

co n tin e n ta l ag ra rian s ,  th e p o litic a l in s tab ility  o f  the rev o lu tio n a ry  yea rs w eakened  the  

p o w er o f  land . Ind eed , a ltho ugh  the su rge  in po litica l un res t fo rced  m ona rchs  on both  

side s o f  th e ch an nel to  d ilu te  the  po litica l m o no po ly  o f  land , rev e rse  fac to r endow m ents 

im p lied  re v e rs e  p o licy  co n s eq u e n c es —fre e  tr a d e  fo r  B ri ta in , p ro te c t io n  fo r  the co n ­

tin en t. T h e  po litica l r ise  o f  the b o u rg eo is ie  p u t the g en try  on the d e fen sive  and  m ade it 

u n lik e ly  to  ado p t a  trad e  lib e ra liz a tio n  tha t cou ld  upset new  in d us trie s and  exace rba te  

rev o lu tio n a ry  fe rv o r.38

N o rw ay  w as an ex cep tion  to that trend . A lthough a  n o nd em ocracy , it responded 

to  p o p u la r  u n r e s t by  red u c in g  sev e ra l ta ri ff s  on  m a n u fac tu red  a r tic le s .  P a rt  o f  the  

rea son  is th a t th e  ch a llen g e r g ro u p  in N o rw ay  (as in D enm ark ) w as no t th e  industria l 

b o u rg eo is ie , b u t the  sm all fa rm ers , w h ose  p ro tec tiv e  ta riffs  w e re  spa red  b y  the ta ri ff  

red u c tio n s .39

T h e  tren d  tow ard  free trad e, w hich  w as ch a racte ristic  o f  the  th ird  p e rio d , started  

in  the  1850s, no t in the 1860s as u sua lly  b eliev ed . T he  m id -cen tu ry  trade  libe ra liz ation  

w as n o t a t tr ib u tab le  to th e tr ium ph  o f  libe ra l ideas and in s titu tions  on the  E u rop ean  co n ­

tin e n t.  L ib e ra lis m  o u tl iv e d  th e  seco n d  re s to ra tio n  in a  h an d fu l o f  co u n tr ie s  o n ly : 

B rita in , B e lg iu m , the  N e th e rlan d s , and  S w itze rlan d . In th e se fo u r  co u n trie s , libe ra ls  

a rt ic u la ted  th e  p re fe re n c es  o f  c a p ita l, the  ab u n d a n t fac to r, and  p ressed  fo r  free  trade . 

T h e  re s t o f  th e co n tin en t, h ow ev e r, ex pe rienced  an o th er re sto ra tio n  o f  au to c ra tic  ru le . 

P ro tec tio n is t b o u rgeo isie s in G erm any  p ro g re ssiv e ly  lost the  g ro un d  con q u e red  in 1848 

to  th e  la n d e d  e l i t e s .40 T h e  A u str ia n  e m p ir e  fo llo w e d  th e  sam e  t r a je c to ry . T h e  

s im u ltan eo u s  resto ra tio n  o f  land  ru le  allo w ed  P russia  and the A ustrian  em p ire  to  engage 

in  a  " f re e -t ra d e  w ar"  fo r the  a l leg ia n c e  o f  the  G erm an  s ta te s . A u s tria  low ered  h e r 

d u tie s  w ith  P ru ss ia  and o th e r Z o llv e re in  cou n trie s  in 1851 and  1853 .41 E ven  in D en ­

m a rk , th e  ab so lu tist reaction  o f  1864 w as associa ted  w ith a  repeal o f  the  1863 industria l 

d u tie s ,  ad o p te d  to  fed e ra te  th e  D u ch y  o f  H o ls te in  (ev en tu a lly  se ized  by  P ru ss ia  and
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A u str ia ) .42 In su m , g iven  the p ro tec tio n is t o r ien ta tio n  o f  in d u s tria lis ts  on m ost o f  the 

co n tin en t, it w as the resto ra tio n  o f  land ru le , no t its d ilu tio n , tha t w as key to  the  g row th  

o f  trad e  b etw een  B ritain  and the con tinen t.

T h e  conc lusion  o f  the 1860 A ng lo -F ren ch  ta ri ff  ag reem en t is fu rth e r ev idence o f  

th e  a n t il ib e ra l o r ig in s  o f  free  trad e . F o r  se v e ra l d ecad es , o w n e r s  o f  la rge  w o o ded  

e s ta te s  and  p ro d u ce rs  o f  cha rco a l iron  to g e th e r had  e s tab lish ed  a  lo ck  on  the  F ren ch  

p a r lia m e n t,  e f fec tiv e ly  b lo ck in g  a ll fre e  tr ad e  in it ia t iv e s  e m an a tin g  from  d is p a ra te  

ex p o rt in te re sts such as the B ordeaux  w ine g ro w ers , the  L yon silk  w eave rs, sh ipp ers in 

p o rt  c itie s , and  the  P arisian  cra fts . In 1851, L ou is B on aparte e s tab lish ed  a  d ic tato rsh ip . 

H is  f ree  trad e  o rien ta tio n  reflec ted  th e  p re fe re n ce s  o f  a  sm a ll co te rie  o f  b an k e rs  and 

S ain t S im o nian  ideo log ues , as w ell as his m ilita ry  am b itions . In 1860, p resen ted  w ith  a 

u n iqu e d ip lom a tic  o p p ortu n ity , N apo leo n p lo tted  h is “econ om ic cou p d 'é ta t ,"  open ing  

the  F ren ch  m ark e t to  B rita in  and P russia  in exch an g e  fo r these co u n trie s ' assen t to  his 

an n e x in g  N ice  and  Savoy  a t  the  ex p ense  o f  A u s tr ia .43 F ree  trade  m anaged to  ou tlive  

th e  d e s p o t  in  p a r t  by  d ec im a tin g  u n co m p e ti tiv e  in d u s t rie s ,  and  in  p a r t by ty ing  the 

h an ds  o f  fu tu re  R ep u b lican  ch am bers  to  a  w eb  o f  trea ties.

T h e  trea ty  fo rm u la  w as in tune  w ith  the  reaction ary  p itch  o f  the  tim e. I t no t only  

o f fe red  th e  adv an tag e  o f  b ypassing  p a r liam en ts ,  i f  no t a lto g e th e r, a t le ast th rough  the 

n eg o tia ting  stage , bu t it a lso  took  the  ta ri ff  o f f  the  p arliam en tary  agen da  fo r the  d u ra ­

tion  o f  th e  a g re e m e n ts - te n  years a t a  tim e. T h e  q u as i-ex p ro p ria tio n  o f  leg isla tu re s is 

b eliev ed  to  h ave been essen tial to the passag e o f  trea ties  no t ju s t  in F ran ce , bu t a lso  in 

S w e d e n .44 In  b o th  co u n tr ie s ,  the re tu rn  to  p ro te c tio n  in  th e  n ex t p e rio d  w o u ld  be 

in tim a tely  associa ted  w ith  the  rea ffirm a tio n  o f  p a rliam en ta ry  sov e re ign ty  o v e r  executive  

d isc re tio n .

R u ssia w as no excep tion  to the trend  tow ard  g rea te r  openness. In the w ake o f  the 

C rim ean  d ebac le  (1 8 53 -56 ), the s till-ab so lu tis t C zar abo lished  se rfd om  and redu ced  the 

d u tie s  on  m ach ine ry  and raw  m ateria ls  necessary  to  the b u ild ing  o f  the  ra ilw ay  system ,
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w hich  had  p ro v en  so  w an ting  du ring  the  w ar. T h e  railw ay -b u ild ing  boom  o f  the  1860s 

o pen ed  w este rn  E u ro pean  m ark ets to  g rain  g ro w n  in the d is tan t e astern  p ro v inces. R us ­

sian  h eav y  in d u s try , w hich until then had used  s e r f  labo r, fell by the w ays ide  a fte r  the 

em an c ip a tio n  o f  1861.

W ith  F ra n c e  u n d e r  th e  hee l o f  a  f re e  tr a d e r ,  D e n m a rk , G e rm a n y , an d  th e  

A u strian  em p ire  ex pe rienc ing  a  res to ra tio n  in a risto c ratic  ru le , and R u ssia shedd ing  its 

au ta rk ic  p o s tu re ,  the  con d itio n s  fo r E u ro p ean  free  trade  w e re f ina lly  rea liz ed . T hese  

con d itio n s  w ere  reg im e d iv e rg ence and  c lass-ba sed  (or d ic ta to ria l) r u le - th e  con jun ction  

o f  lib e ra l h eg e m o n y  in  la n d -sc a rc e  co u n trie s  and  the  re s to ra t io n  (o r co n tin u a tio n  in 

R u ss ia )  o f  ab so lu t ism  in la n d -ab u n d an t e co n o m ies , p lu s  a  d ic ta to rsh ip  co m m itted  to 

free  trad e  in F ran ce .

T h e  fo u rth  p e rio d  is m a rked by  the  s im ultaneou s end  o f  reg im e  d iv e rg en ce  and 

trade  o p en ness. T he  m id-cen tu ry  reg im e d iv e rg ence , w ich  w as so b enev o len t to  trade , 

d id  no t la st. T he  o nset o f  the Long D epress io n  o f  1874-1994 w eakened ab so lu tist ru le , 

o b lig in g  m o n a rch s  to  b rin g  p ro tec tio n is t b o u rg eo is  e lem en ts  in to  the  ru lin g  co a litio n  

(G e rm an y , S w ed en , R u ssia) . T he  crisis  a lso  te rm inated  d em ocra tic  co m p e titio n , o b lig ­

ing  b o u rg eo is  and  ag ra rian  p artie s  to  co n triv e  a  p ro tec tio n is t lo g ro l (F ran c e  in  1892, 

S w itze rlan d  in  1902, N o rw ay  in 1896), a lon g w ith  an u nderstan ding  to  r igg  e lec tio n s in 

S pa in  an d  Ita ly .  I t is im p o ss ib le  to  p ro v e , h ow eve r, tha t th e  the  en d  o f  m id -cen tu ry  

reg im e  d iv e rg e n c e  w as th e so le  rea son  fo r the  su rg e in p ro tec tio n . A rea lig n m en t in 

fac to r  e n d o w m e n ts ,  w h ich  o ccu rred  in the  18 6 0s , bu t w as n o t a c tu a lly  fe lt un til the 

1870s, w as also  fav orab le  to  a  system w ide rise  in p ro tec tio n ism . T h e  o pen ing  o f  new  

lands in  th e  U n ited  S tates, C an ada , A ustra lia , and  R ussia , co m b in ed  w ith  th e  dec rease  

in tran s p o r t co sts, n ixed  the com para tiv e  ad van tag e en joy ed  by  ag ricu ltu re  on  th e  E u ro ­

p ean  c o n tin e n t an d  tu rn ed  a g ra ria n s  in to  th e  w illing  p a rtn e rs  o f  ' 'i r o n -a n d - ry e '' p ro ­

te c tio n is t coa litio n s . T h ere  is o ne  case , h ow eve r, in w hich  this sp u rio u s s im u ltane ity  in 

reg im e  and  en d ow m ent change w as a b s e n t- th e  A ustrian  E m p ire . T h e  A ustrian  m ona r-

21

©
 T

h
e
 A

u
th

o
r(

s
).

 E
u
ro

p
e
a
n
 U

n
iv

e
rs

it
y
 I

n
s
ti
tu

te
. 

D
ig

it
is

e
d
 v

e
rs

io
n
 p

ro
d
u
c
e
d
 b

y
 t
h
e
 E

U
I 
L
ib

ra
ry

 i
n
 2

0
2
0
. 

A
v
a
ila

b
le

 O
p
e
n
 A

c
c
e
s
s
 o

n
 C

a
d
m

u
s
, 

E
u
ro

p
e
a
n
 U

n
iv

e
rs

it
y
 I

n
s
ti
tu

te
 R

e
s
e
a
rc

h
 R

e
p
o
s
it
o
ry

.



chy  w as  the  f irs t to  ren ou nce  abso lu tism , tw ice  ac tu a lly , subseq uen t to  m ilitary  defeats. 

T h e  1859 d e fe a t a t  th e  h an ds  o f  the F ren ch  and  P ied m o n te se  cau sed  a  b r ie f  co n s titu ­

t io na l d e to u r  la s tin g  un til 1864, w h ile  the  1866 d efea t a t th e  h an d s  o f  the  P russian s 

en d ed  ab s o lu tism  fo r  g oo d . O n bo th  o cc as io n s , the co op tation  o f  b o u rg eo is  elem ents 

had  th e  exp ected  n eg a tive  trade  effec ts: A ustrian  ind us tria lis ts used th e ir  new ly  gained  

c o n s titu t io n a l  p o w er s  to  b lo c k  th e  s ig n in g  un til 1865 (an d  th e  im p lem en ta tio n  a fte r  

1866) o f  th e  1865 T a r if f  T rea ty  w ith  B rita in , fo rcing  V ienna to  beg  L ondon  to  agree  to 

a  m u ch-w a tered  d ow n  ve rs io n  in 1869 .45

T h e  L ibe ra liz a tio n  o f  T rad e  in the P os tw ar Era

O n ly  a fe r  W o r ld  W a r  II w e re  th e  tw o  c o n d itio n s  fo r  th e  h ea d w ay  o f  in tr a ­

i n d u s t r y  t r a d e —la r g e - s c a l e  p r o d u c t io n  te c h n o lo g y  a n d  w o r ld w id e  m a rk e t in g — 

s im u lta n e o u s ly  m e t. S u re ly , in tra -in d u s try  trad e  had  ex is ted  b e fo re  in th e  fo rm  o f  

rec ip roca l d u m pin g . R ecip rocal du m ping  req u ired  no scale  eco no m ies  beyond  w hat is 

n ec es sa ry  to  h a v e  a  m o n o p o ly  o r  a  c a r te l in  e ach  c o u n t r y .46 S in ce  th e  la te -1 9 th  

cen tu ry , c a rte ls  used  th e  d om estic  m ark et a s a  sp ring bo ard  fo r the  co n qu es t o f  fore ign  

m ark ets th ro u g h  m ean s o f  system a tic d um ping  ab road  b ank ro lled  by  m onop olistic  p ric ­

in g  a t  h o m e . A lth o u g h  th e  b e s t d o c u m e n te d  ca se s  o f  s y s tem a tic  d u m p in g  w e re  

U .S .S te e l  and  th e  G erm an  ca rte ls , ab ou t ev ery  national steel in d us try  w as a  p a rt to  the 

g am e . D u m p in g  w as  co m m o n  p rac tic e  in in d u s tr ie s  b le ssed  w ith  n a t io n w id e  scale 

ec o n o m ie s .47 R ec ip ro ca l du m p in g  w as the  f irs t sign  that ind u s tria l c ap ita lis t cou ntries  

w ere b ecom ing  a lik e  in te rm s o f  re la tive  fac to r en do w m en ts—all w e re cap ita l abundan t. 

H o w ev e r, sca le eco no m ies  had no t reached  the  scope req u ired  to  m ake p ro d u c t specia l ­

ization  a  rea lity  y et. T he  h igh  b a rrie rs  to  trade  that c a rte ls  exacted  checked  th e  fu rthe r 

ad v an ce  o f  sca le eco n o m ies  and  the  p ro d u c t spec ia liz atio n  th a t w o u ld  hav e o the rw ise  

ev o lv e d . R a th e r  th an  sp e c ia liz e ,  f i lm s  in  h ig h -g ro w th  in d u s tr ie s  tr ied  a l te rn a t iv e
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s tra teg ie s  such  a s  w o rld w id e  ca rte l iz a t io n , ho rizo n ta l d iv e rs if ic a t io n , co lo n ia l ex p a n ­

s io n , an d  im p lan ta tio n  in p ro tec ted  m ark e ts. T he 1920s and  1930s saw  no ch an g e  in 

trad e  p a ram e te rs : trade  rem a ined  o f  the in te r-ind u stry  type . A ltho ugh  im pro vem en ts in 

p ro d u c tio n  te chn o lo gy  raised  scale eco n o m ies , W orld  W ar I ab o rted  any  p ro d u c t spe ­

c ia liz a tio n  ach iev ed  in the  1910s (w h ile  the  G reat D ep ress io n  o f  the  1930s con trac ted  

trad e ).

I t is no t until W o rld  W ar II tha t m a rk e ting , and thus p ro d u ctio n , on  a  w orld  scale 

b ecam e v iab le  co rp o ra te  strateg ie s. W estern  nations com m itted  them se lv es  to  d ev e lo p ­

in g  a  m u ltila tera l p ro ce ss  o f  trade  lib e ra liz a tio n , w ith  the  e ffec t o f  secu rin g  long -te rm  

access to  fo reign  m ark ets for dom estic  p ro du ce rs . T h e  p o stw ar trade  reg im e ow ed  a lo t 

o f  its  su ccess to  W o rld  W a r II and  the C old  W ar, w h ich  sup e rim p o sed  secu rity  co n ­

c e rn s  u p on  ec o n o m ic  o nes . T he  d is tinc tio n  betw een  friend s and  en em ies  w as sha rp ly  

d ra w n .  T h e  fo u n d e rs  o f  th e  A tlan tic  C h a rte r ,  th e  G A T T , an d  th e  E u ro p e an  co m ­

m u n itie s  a l l had  c lea r en em ies  in  m ind: G e rm an y  un til 1945, the  S o v ie t  U n ion  a fte r  

1 9 46 . B e tw ee n  O E C D  c o u n tr ie s ,  trad e  w as used  a s a  m ean s  o f  c o n s o lid a tin g  th e  

N A T O  m ilita ry  a l lia n ce ,48 w h ile  w ith in  each  O E C D  co u n try  secu rity  w as  invoked  to 

o v e rco m e  p ro tec tio n is t o p p o s itio n .49

H o w ev e r , th e  secu rity  lo g ic , w h ich  led  to  the a l lia n ce  o f  d em o c rac ie s  ag a in st 

co m m u n is t reg im es , w o rk ed  a t  c ro ss-p u rp o se s  w ith  th e  free - trad e  log ic , w h ich  called  

fo r  the  p re sen ce  o f  d iffe ren t p ro d u ce r g ro up s in position s o f  p o w er. In B rita in , F ran ce , 

th e  U n ite d  S ta te s ,  an d  th e ir  m il ita ry  a l lie s ,  p o lic y m a k in g  w as d e m o c ra tic .  T h e ir  

reg im es  em p o w ered  the nu m ero us f a c to r - la b o r - ir re s p e c t iv e  o f  w h ethe r th e  dem ocracy  

w as o f  th e  lo g ro llin g  o r  co m p e tit iv e  type . In co m p e titiv e  d e m o c ra c ie s  lik e  B rita in , 

G e rm a n y , an d  N ew  Z ea lan d , la b o r  w as em p o w ered  a s  the  m edian  v o te r ,  fo r  w hom  

p a r t ie s  co m p e te d ; in  lo g ro ll in g  d em o c ra c ie s  lik e  F ra n c e , I ta ly ,  S w e d en , N o rw ay , 

D en m n a rk , A ustra lia , and  Jap an , lab or w as em po w ered  as an  in teres t g ro u p , the  trade  

u n ion s o f  lab o r-in ten s iv e  se c to rs .50 A lthough  trade  w as de s irab le  from  a  secu rity  p e r ­

sp ectiv e , it w as un like ly  from  a po litica l pe rspec tive .
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U n ab le  to  end u re  the w ealth  e ffec ts tha t a  r ise  in trade  o f  such m agn itude w ould  

inv a riab ly  en ta il, G A T T  m em b ers  p rom o ted  in tra -ind us try  trade  at the exp ense  o f  in te r ­

in d u s try  trad e . T hey  en gaged  in in tra -in du s try  ta ri ff  cu ts , lim iting  im p ort concessions 

to  th o se  fo re ig n  in d u s trie s  tha t re c ip ro ca ted  w ith  co n cess io n s  on e x p o rts ,  so  th a t the 

ad ju s tm en t co s ts  fo r any  in d u s try  as a  w h o le  w ere lo w .51 T hey  used  im perial p re fe r ­

e n ce s , im p o r t q u o ta s , and  V E R s to  m a in ta in  industria l d ive rs ity . A nd several am ong  

th em  re so r ted  to  su p p ly -s id e  p ro tec tio n  (p lan n in g , in d u s tria l p o licy ), using  subs id ies  

and  o th e r  p ro d u c t-sp ec ific  in s tru m en ts  not co v e red  by the  G A T T , to  secu re  a  national 

p re sen ce  in g ro w th  sectors.

T h e  u psho t o f  th is c a re fu lly  m anaged  libe ra liz a tio n  w as a  m od e ra te  r ise  in trade 

acco m p an ie d  w ith  little  sp ec ia liz a tio n , and  thus few  w ea lth  e f f e c ts .52 H u fb a u e r  and  

C h i la s  c o m p a re d  in te r w a r  w ith  p o s tw a r  d e g re e s  o f  tr a d e  sp e c ia liz a tio n  in e ig h t 

co u n trie s  and  fo un d no  s ig n ific an t in c rea se  in trad e  sp e c ia liz a t io n .53 F u rth e r s tu dies 

reco rd ed  a  r ise  in in tra -in d u s try  trad e  in m ost ind u s tria liz ed  co u n trie s  th ro u g h o u t the 

f ifties  and  s ix tie s .54

T h e  p o s tw a r trend  tow ard a  r ise  in in tra -ind u stry  trade  cou ntenanced  th ree  excep ­

tio n s , w h ich , as a  re su lt o f  b eing  excep tio n s , have p ro m p ted  m any  d ispu te s. A firs t 

excep tio n  co n ce rn s  ag ric u ltu ra l trade . F o r A u stra lia  and N ew  Z ea lan d , tw o  coun tries  

fo r  w h ich  tr ad e  s till m ean t, a f te r  1945, an ex c h an g e  o f  p r im ary  g o od s  fo r  m an u fac ­

tu res , the  g ro w th  in p o s tw a r trade  w as not accou nted  by  a  r ise  in in tra -in d u s try  trad e, 

w h ich  rem a in ed  in fe rio r the  O E C D  a v e rag e .55 A s a resu lt, the se  cou n trie s kep t the ir 

ta riffs  h ig h e r and  lo n ge r than th e ir  trade p artn e rs. A second excep tion  co nce rn s trade 

w ith  N IC s  and  L D C s. G A T T  trade  libe ra liz ation  induced  in te r-ind u stry  trade  w ith  less 

ad van ced  eco no m ies. A ltho ug h, in theory , su pp ly -side  instrum ents cou ld  a lso  b e  used 

to  cu sh ion  trad e -in d u ced  w ealth  effec ts on trad ition al in d us trie s, som e cou n trie s  found 

it p o l it ic a lly  w is e r  to  re im p o se  d e m an d -s id e  re s t r ic tio n s  in th e  fo rm  o f  q u o ta s  and  

V E R s--"m an ag ed  trad e ."  T h e  1962 m u ltif ibe r ag reem en t, fo r  instance, slapped  m ulti-
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la te ra l q u o ta s  on  te x t ile s .56 A th ird  ex cep tio n  is Jap an , the  O E C D  econ om y  w ith  the 

low es t level o f  in tra -in du s try  trade . T h e  a lleged  causes fo r such  a  low  level v ary  from  

high  en e rg e tic  d epen d ence  w ith  o il a cco u n tin g  fo r m ost im p o rts , d iffe ren t co n su m ers ' 

ta ste  d isq u alify in g  fo reign  p rod u ce rs , and  o ld -fa sh io ned  p ro tec tio n ism . T h is  low  level 

o f  in tra -in d u s try  trad e  cau sed  sev ere  fr ic tio ns  w ith  o th e r  O E C D  co u n trie s , th e  U nited  

S ta te s e s p ec ia lly , w h ich  accused  Japan  o f  u n fa ir  co m pe tition  an d  ex tra c ted  v o lu n ta ry  

re s tra in ts . Jap an ese  co m p etition  w as respo n sib le  fo r the h igh  leve ls  o f  p ro tec tio n  found  

in the steel and  au tom o bile  secto rs o f  the  W est.

T h e  p ro m o tio n  o f  in tr a -in d u s try  tr ad e  in  the  p o s tw a r e r a  can  a c co u n t f o r  th e  

s im u ltan eity  in the  p o stw ar e ra  o f  fac ts tha t seem  con trad ic to ry  in  lig h t o f  p rew ar ex p e ­

r ie n c e : th e  g ro w th  o f  tra d e  in sp i te  o f  s im ila r  e n d o w m e n ts , s im ila r  r eg im es , and  

inc rea s in g  sub sid ies and  N T B s.

R ecen t D ev elop m ents

T h e  p o s tw a r tren d  to w ard s in creased  in tra -in d u s try  trad e  tap e red  o f f  in  the  la te  

1 970s f o r  a  ran g e  o f  co u n trie s  and  in d u s t rie s .57 V arious  rea so n s  h ave  b een  a l leg ed . 

O ne  is  a  red uced  co n su m ers ' taste  fo r v a rie ty , com poun ded  by  an  inc rea sed  v a rie ty  in 

co n s u m ers ' ta s te .58 T h e  s lo w er g row th  reg is te red  s ince 1975 m ay  h ave  red uced  co n ­

su m ers ' ta s te  fo r v arie ty  (p resum ed  to  b e  a  fu nc tion  o f  in co m e). S im u ltan eo u s ly , the  

g r e a te r  im p o rtan ce  assum ed  by  A sian  m ark e ts  in w orld  trad e  in th e  last tw en ty  yea rs  

m ay h av e  had  the  o vera ll e ffec t o f  inc reasing  the  variety  in co n su m e rs ’ ta s te s , seg m en t ­

in g  th e  w o r ld  m a rk e t a lo n g  g e o g ra p h ic  r a th e r  th an  p r o d u c t  lin e s .  T h e  Ja p an e se  

g o v e rn m e n t ,  f o r  in s tan c e ,  c la im s  th a t Ja p an  im p o r ts  few  W e s te rn -m a d e  p ro d u c ts  

b ecau se  o f  a  d iss im ila rity  in taste  betw een  A sian and  W estern  co n sum ers  (w h e th e r taste  

d iss im ila rity  re flec ts  a  deep-sea ted  cu ltu ra l d iffe ren ces  o r  is con tin g en t on p ro tec tio n is t 

re ta ilin g  and  m ark eting  p rac tic e s is u nc lea r thoug h).
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A n o th e r rea son  is the  renew a l o f  the  supp ly  s id e  tool k it—the rep lacem en t o f  sub ­

s id ies  b y  d e regu la tio n  and  p riv a tiz a tio n . F o llo w in g  th e  o il shocks and  the subsequen t 

in f la tio n a ry  c ris is , th e w orld  econom y  w ent th roug h a  dep ression  (1 9 79 -83 ), fo llow ed  

by  slow  grow th  since. T h e  crisis tu rned  ex isting  sub sid ies  to  in du stry  (especia lly  trad i ­

tion al) in to  b u dg et b usters. C oa litions o f  taxp aye rs  and  co m pe titiv e  secto rs successfu lly  

revo lted  aga in st sta te  in terven tion  in industry .

T h e  s trateg ic  d im ension  o f  in tra -ind u stry  trade  w as an add itio na l incen tive  for the 

sc rap p ing  o f  sub s id ies . In re sp on se  to  the  c ris is , g o v e rn m en ts  inc rea sed  ex p o rt su b ­

s id ie s  to  p a r ti c u la r  f irm s ,  in  o rd e r  to m a in ta in  m a rk e t sha re  a t the  ex p ense  o f  co m ­

p e tito rs . T h e  co m p e tito rs ' resp ective  g o ve rn m en ts, h o w eve r, re ta lia ted  w ith  equ ivalen t 

su bs id ies . F o r  in s tan ce, in 1986, the U .S . C o ng ress  au tho rized  funds to  bu ild  a  "w ar 

ch est"  fo r ex p o r t c re d it. T o  av oid  a  se lf-d e fea tin g  and  u nsu s ta in ab le  subsidy  esca la ­

t io n , E u ro p e an  g o v e rn m e n ts  p re fe r re d  to  cu t th e ir  lo sse s ; th ey  ag re ed  to  a  g en e ra l 

lim ita tio n  o f  exp o rt c red its  w ith  the U nited  S ta te s .59

F ea r in g  re tr ib u tion  from  both vo te rs  and trade  p a rtn e rs , g ov ern m en ts  looked  fo r 

ch e ap e r and  re ta lia to ry -f ree  su pp ly -side  p o lic ie s . T h ey  phased  ou t p ro du ct subsid ies, 

co m p e n s a tin g  f irm s  w ith  m ea su re s  d e s tin e d  to  re d u c e  th e ir  co s ts  o f  p r o d u c t io n -  

d e regu la tio n  and p riv atiz a tio n . L ow  g row th  and  h igh  un em ploy m en t ra te s  am ong  b lue- 

c o l la r  w o rk e rs ,  w ith  th e ir  c r ip p lin g  e f fec ts  on  tr ad e -u n io n s  m ark e t  p o w er,  en ab led  

firm s  to  cu t w ag e co sts as w ell. T he  g rea te r  g en e ra lity  o f  these new  m easu res low ered  

the  r isk  o f  in te rna tion a l re ta lia tion .

T h e  im p a c t o f  th is p o licy  revo lu tion  w as to slow  d ow n  the tren d  tow ard  in tra ­

in d us try  trad e . W h ile  d eregu la tio n  and p riv atiz a tio n  im p rov ed  the  com p etitiv eness  o f  

f irm s , th e ir  e ffec ts  a re  le ss p a rt ic u la r  than  su b s id ie s , and  thu s less u se fu l in p ro d u c t 

ta rg e tin g . N a tio n a l e co no m ies  s ince the  1980s h ave  a  lo w er like lihoo d to  m ain ta in  a  

s ign ific an t p re sen ce  in all sec to rs o f  in du stry . O v er tim e , the p has ing  o u t o f  subsid ies 

is lik e ly  to  cu t in to  in tra -ind u stry  trade  w hile  raising  trade -indu ced  w ealth  effec ts.
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T h ese  ch an ges  ad u m b ra te  a  re tu rn  to  th e  trade  p o litic s  o f  th e  p re -W o rld -W ar-II  

e ra . A n ea rly  sign  o f  th is  tran sfo rm a tio n  is the  ongo ing  rea lig n m en t a lready  v isib le in 

som e  o f  the  m o st p o litic a lly  com p e titiv e  cap ita l-ab un dan t O E C D  econ om ies: r ig h t and  

left a re  re -p o s itio n in g  th em se lves a lon g the  trade  c leavage , the  r ig h t on  the  s id e  o f  free 

trad e , th e  le ft on that o f  p ro tec tion . T h e  firs t open  m anifesta tion  o f  th is trend  w as the 

1989 C anad ian  d eb a te  on the  N o rth -A m erican  trea ty . T h e  1993 U .S . C o n gress  vo te on 

N A F T A  a lso  w as ab n o rm a lly  p artisan , w ith  m any  ind u s trie s  sh ow ing  an in tern al sp lit 

p ittin g  lab o r u n io n s, op po sed  to  the ag reem en t, against m anagem en t and  sha re -h o ld ers , 

sup p o rtin g  it.

C on clus ion

T h e  g o a l o f  th is  p ap e r has  been  to  o f fe r  an  a rg u m en t su p p o r ted  by p re lim in a ry  

ev id en c e  fo r  tw o  co m p lem en ta ry  c la im s: i f  trad e  is p ro p e lle d  by  fac to r  end ow m en ts , 

s im ila rity  in  p o litica l reg im es , like s im ila rity  in fac to r end o w m en ts , cho kes  trad e; co n ­

v e rse ly , i f  tr a d e  is p ro p e lled  by  sca le  e c o n o m ie s ,  it m ay  d ev e lo p  in co u n trie s  w ith  

s im ila r  fa c to r  en do w m en ts  and  reg im es.

T h e  c la im  that a  d em ocra tic  w orld is like ly  to  be open  d o es  no t h o ld . ' D em ocratic  

c o n v e rg e n c e  im p a c ts  w o rld  tra d e  n e g a tiv e ly  i f  trad e  is o f  th e  in te r - in d u s try  ty p e . 

H en ce , co n tra ry  to  th e  b e lie f  tha t the free  trad e  system  in m id -cen tu ry  reflec ted  a  m ore  

g ene ra l sp read  o f  libe ra l ideas, I a rgued  and  show ed  tha t it rested  instead  on a  p a rt ic u ­

la r m ix  o f  d em ocra tiz a tio n  in B rita in  and  reactio n  on the  co n tin en t. T rad e  w ould  not 

h av e exp an d ed  had con tinen ta l landed a ris to c ra ts  shared  p o w er w ith  r is ing  in du stria lis ts 

a t  th e  sam e p ace  as th e ir  B ritish  cous in s. F re e  trade , a  lib e ra l e co no m ic idea, req u ired  

a  d o se  o f  ab so lu tism , a  n on libe ra l po litica l idea. A bsen t sca le eco n om ies , reg im e  co n ­

v e rg en ce  u n d e rm in ed  trad e . In co n tra s t, th e  p o stw ar d em o cra tic  co n v e rg en c e  am ong  

O E C D  c o u n tr ie s  d id  no t h urt tra d e  b ecau se  s im ila rity  in  end o w m en ts , com b ined  w ith
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th e  p r e s e n ce  o f  sca le  ec o n o m ies , a llow ed  the se  co u n tr ie s  to engage in in tra -in d u s try  

trad e—a form  o f  trade  w ith  few , i f  an y , w ealth  effec ts.

F o l lo w in g  th e  c o l la p s e  o f  th e  S o v ie t  b lo c ,  d e m o c ra c y  is  no w  sp rea d in g  to 

eco no m ies  th a t a re  no t cap ita l ab u nd an t an d , th us , tha t c ann o t ea sily  fend o f f  the  w ealth  

e ffec ts  ind uced  by trade  by pu rsu ing  in tra -ind u stry  trade . It w ould  be a  m istake , th e re ­

fo re , to  p red ic t  tha t the  sp read  o f  d em ocracy  to  E astern  E u ro pe  is good  fo r w orld  trade . 

I f  an y th in g , th e  cu rren t w ave o f  d em ocra tiz a tio n  en dan ge rs  trade . O nly  in the p resence  

o f  sca le  eco no m ies can  d em ocra tic  co n v e rg en ce  sustain  trade.
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4 4 . O n S w ed en , D rachm an n  4 5 ; H o v d e  235 .
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4 6 . F o r  a  fo rm a l m odel o f  rec ip ro ca l d u m p in g , see P. K rugm an and  J . B ran d e r, "A  'R ec ip ro ca l D u m p ­

in g ' M o d e l o f  In te rn a tio n a l T ra d e ,"  in K rugm an  1990, ch . 4.

4 7 . R . H ilf e rd in g ,  F in an ce  C ap ital (L on don : R o u tled g e  and  K eg an , 1981 , f irs t p u b lish ed  in 1910), ch . 
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4 8 . G o w a  1989.

4 9 . V e r d ie r  1994 , ch . 11.

5 0 . F o r  a  m easu re  o f  po litic a l com p e titio n  and  a ran k in g  o f  O E C D  co u n trie s  a lo n g  the sca le  d e fin ed  by 

th a t m easu re , see D anie l V erd ie r , "T he  P o litic s  o f  P u b lic  Aid to  P riv a te  In d u stry : T h e -R o le  o f  P o licy  

N e tw o r k s ,"  C o m p ara tiv e  P o litica l S tud ie s 2 8 . 1 (A pril 1995), 3 -42 .

5 1 . G a ry  C . H u f b a u e r  and  Jo h n  G . C h ila s , "S p ec ia liz a tio n  by In d u s tr ia l C o u n trie s :  E x ten t an d  C o n ­
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(T ü b in g e n :  J .C .B .M o h r ,  1 9 7 4 ),  3 -8 ; J o h n  G . R u g g ie , " In te rn a tio n a l R eg im es , T ra n s a c t io n s , and  
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(1 9 8 2 ),  3 7 9 -4 1 6 ,  p . 4 0 2 . C a rle s  L ip so n , "T h e  T ran s fo rm a tio n  o f  T rad e: T h e  S o u rce s  and  E ffec ts  o f  
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(B e rke ley : U n iv e rs ity  o f  C a lifo rn ia  P re ss , 1985).
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5 8 .  G lo b e rm an  an d D ean .
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T A B L E  1 :  R E G I M E  T Y P E S

D E G R E E  O F  D E M O C R A T IZ A T IO N

A U T O C R A T IC D E M O C R A T IC

SC O P E  O F

O R G A N IZ A T IO N

F A C T O R  abso lu tis t m onarchy co m pe titiv e  d em o cracy

S E C T O R con stitu tio n al m ona rchy log ro lling  d em o cracy
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T A B L E  2: E F F E C T  O F  R E G IM E  C O N V E R G E N C E  O N  T R A D E  F L O W S  

IN  A T W O -C O U N T R Y  W O R L D  E C O N O M Y

K -R IC H

D E M O C R A T IC  A U T O C R A T IC  

(sca rce land  (ab u n d an t capital 

in po w er) in pow er)

L A N D -R IC H 3

7

D E M O C R A T IC  L O W  T R A D E  F L O W S . L O W  T R A D E  F L O W S .

(sca rce  cap ita l re c ip roca l taxation . K -rich  is open  to  L -rich  food stu ffs

in  po w er)

/

bu t c an n o t a ffo rd  any  in the 

ab sence  o f  cu rren cy  earn ing s;

^  , L -rich  taxes K -rich  m anu fac tu re s 

1 ,A -  

2 16 |8 4

' i

N /  ' N /

A U T O C R A T IC  L O W  T R A D E  F L O W S . H IG H  T R A D E  F L O W S

(abu nd an t K -rich  taxes L -rich  foo d- rec ip roca l trad e.

lan d  in  p o w er) stuffs; L -rich  is open to 

K -rich  m anufac tu re s, bu t canno t 

a ffo rd  any  in  the  ab sence  o f  

cu rren cy  ea rn ings .

5

1

N o te: th e so lid  a rro w s (1, 2 ,  3 , 4) rep resen t ca se s o f  reg im e co n v e rg en ce , the  b ro k en  

o n es  (5 , 6 , 7 ,  8) , c ase s o f  reg im e d ive rg ence .
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G R A P H  1 : R E G I M E  T Y P E S  R A N K E D  A C C O R D I N G  T O  I N C L U S I V E N E S S

A bso lu tis t M o n.

0

C on stitu tional M on . L o g ro llin g  D em o . C o m p e titiv e  D em o .

ins iders

1

ins iders  +  o u tsiders

3
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T h e  P u b lic a t io n s  O ff ice r 
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