The state and American trade strategy in the
pre-hegemonic era David A. Lake

Trade policy is commonly seen as a product of domestic interest group
politics. Despite the obvious economic distortions introduced by trade bar-
riers, protectionism recurs, we are often told, because producers organize
more readily than consumers and dominate the political process. In this
““‘demand side’’ explanation of protection, the state is seen as the empty
receptacle of societal bargaining with no independent voice or role.

This article seeks to challenge the analytic primacy accorded to domestic
interest groups, and to develop the preferences and role of the state in the
formulation of trade policy. I focus on trade strategy, where strategy is used
in its game theoretic sense to indicate contingent or interdependent decision-
making among self-seeking nation-states.! All trade policy is strategic, at the
most basic level: every import is someone else’s export. Every change in
policy, including both increases in protection and free trade, affects the utility
of others. Trade strategy, in the narrower sense I use, however, refers to
policies contingent upon the actions of other nation-states or explicitly in-
tended to manipulate the preferences and policies of others.

Interest-group explanations typically overlook this strategic dimension of
trade policy. When focusing on Congress and the domestic political bargains
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inherent in the legislative process, tariff-making often appears as anything
but rational and sensitive to strategic concerns. This article, on the other
hand, makes two general analytic claims that dispute this received wisdom.
First, even in the late nineteenth and early twentieth centuries, when inter-
est groups clearly dominated the congressional tariff-making process, an
important strategic component nonetheless existed. Second, state leaders
within the executive branch most clearly recognized and acted upon strate-
gic trade concerns. In developing these arguments, I examine two important
policy innovations: the ‘‘internationalization’’ of the tariff between 1887 and
1894, when the tariff was reconceptualized from an instrument of domestic
protection into a lever to further open the markets of Latin America for
United States exports; and the fight for, and eventual triumph of, ‘‘freer
trade’’ in 1913.

American trade policy in the late nineteenth and early twentieth centuries
is a least likely crucial case study for both of the arguments I develop. Given
the generally acknowledged importance of interest groups, Congress’ domi-
nation of the policy process, the weak executive,? and the distributive nature
of the trade issue-area, trade policy is not likely to be strategic, and to the
extent that it is, the executive is likely to be rather inconsequential. In the
cases below, however, both these expectations are overturned.

This article is divided into three major sections. The first develops a
simplified model of the roles and interests of society and the state in the
trade policymaking process. Sections 2 and 3 examine the McKinley Tariff
of 1890 and Wilson—Gorman Tariff of 1894, and the Payne—Aldrich Tariff of
1909 and Underwood Tariff of 1913, respectively. The conclusion sum-
marizes the issues raised in the cases and examines their implications.

The state, private interests, and trade policy

Trade policy is typically perceived, at least in the United States, as the
essence of domestic politics. E. E. Schattschneider and his followers gener-
alized his case study of tariff-making in 1930 into a theory of interest group
politics.® Likewise, Theodore Lowi used trade policy as the springboard for
his typology of public policy.* Within this perspective, trade policy is domi-
nated by private, societal interests while the government—often equated
with the legislature—is passive. As Frank W. Taussig, author of the classic

2. In the historiography of American trade policy, the critical role played by Woodrow
Wilson in the passage of the Underwood Tariff of 1913, which I shall discuss, is often treated as
an anomaly. While Wilson’s case is perhaps more self-evident than others, I argue that Wilson’s
actions were merely part of a larger history of important executive intervention in the process of
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study of American tariffs, wrote in discussing the Payne—~Aldrich Tariff of
1909, ‘‘“There was the same pressure from persons engaged in industries
subject to foreign competition, the same willingness to accede to their de-
mands without critical scanning.””> As Taussig implies, ‘‘society-centered’’
approaches to trade policy explain protection from the demand side. Private
interests demand; the government then willingly supplies.

The society-centered or demand side explanation of protection is most
clearly developed in endogenous tariff theory.® Assuming that individuals
are rational utility maximizers, and recognizing that a tariff approximates a
“‘public good’’ benefiting all producers of a protected item whether or not
they participate in efforts to obtain it, this approach explains the structure of
protection across industries as a result of two factors: the costs of organizing
for collective action and the intensity of desire, related to the comparative
disadvantage of the industry. As the cost of protection (that is, higher inter-
mediate and final goods prices) are dispersed while the benefits (that is,
higher producer profits) are concentrated, endogenous tariff theorists con-
clude that a small number of homogeneous and geographically concentrated
producers facing significant import competition are most likely to organize
and articulate their demands to the legislature. In this framework, articula-
tion is akin to success. As Timothy McKeown writes, ‘“The arguments are
predictive only under ‘normal’ conditions—i.e., when the government is
responsive to these societal demands.’”’

Recent quantitative tests of endogenous tariff theory have found, how-
ever, that interest-group pressures, while important, do not alone explain
the pattern of protection. The cases examined below suggest a similar con-
clusion. Real P. Lavergne and Robert E. Baldwin both argue that we must
also examine the ‘‘principled behavior’’ of the state to provide a more com-
plete explanation.® Yet the origin and nature of this principled behavior, and
the role and interests of the state, remain theoretically underdeveloped.

Although society-centered explanations focus on demands, state-centered
approaches concentrate on the ‘‘supply side.’’ State-centered approaches do
not ignore the demands placed upon the government by society, but they do
assert that the state is at least relatively autonomous and an active partici-
pant in the policymaking or supply process. The government, therefore,
does not simply respond to societal demands. Rather, the state possesses
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interests and makes choices that are central to understanding policy. In this
perspective, analyzing the demand for and supply of protection is necessary
to provide a complete explanation of trade policy.

In the analysis of trade policy, the state can be usefully disaggregated into
two principal components.® The representative element of the state includes
the legislature, which serves as the principal link of the state to society, and
the “‘constituent’’ agencies, such as the Departments of Agriculture, Com-
merce, and Labor in the United States. Following the endogenous tariff
theories already discussed, I assume that legislators are primarily
motivated by the desire for re-election and are therefore responsive to
societal demands. !° Thus, individual members of the legislature, in one form
or another, represent constituencies organized on a geographic basis. Where
the legislature is organized into substantive committees, these subunits also
serve to represent functional societal interests. Constituent agencies are of
lesser importance, but serve a similar function as the legislature. Possessing
narrow institutional mandates, these agencies are easily ‘‘captured’ by the
interests they are designed to serve.!! Capture can occur directly, through
the appointment of interested personnel, or indirectly, as decision-makers
come to identify their own career interests and success with the well-being
of their constituents. As the principal link between state and society, the
representative elements are the least autonomous parts of the state. Indeed,
they can be understood as merely reflecting the interests of society.

The foreign policy executive constitutes a second component of the
state.!? Defined as the high-ranking bureaucrats and elected executive

9. The conception of the state I develop reintroduces a degree of bureaucratic and *‘intra-
branch’’ politics into the study of the state. On the former, see Graham T. Allison, Essence of
Decision (Boston: Little, Brown, 1971); and Morton H. Halperin, Bureaucratic Politics and
Foreign Policy (Washington, D.C.: Brookings Institution, 1974). For the latter, see Robert A.
Pastor, Congress and the Politics of U.S. Foreign Economic Policy, 1929-1976 (Berkeley:
University of California Press, 1980).

Another important element of the state may be the economic agencies, such as the Treasury
Department, Office of Management and Budget, and the Federal Reserve Bank in the United
States. Compared to the constituent agencies, the economic agencies possess broad, society-
wide institutional mandates. Most of these agencies are primarily concerned with the mac-
roeconomy, and specifically growth, employment, and inflation, or, before the Keynesian
revolution, the stability of the government budget and money supply. Other economic agencies,
however, such as the Japanese Ministry of International Trade and Industry, are also concerned
with the long-term economic development of the country. Whether focusing on the mac-
roeconomy or economic development, these broader mandates allow the economic agencies to
avoid capture by particularistic interests, rendering the agencies at least relatively autonomous.

10. This assumption is central to Anthony Downs, An Economic Theory of Democracy
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12. This distinction between the executive and legislature is hardly novel. See Baldwin, The
Political Economy of U.S. Import Policy, and Pastor. But the argument I present departs from
the existing literature and gives form and content to executive preferences by deducing them
from the constraints and opportunities of the international economic structure.



