INTERNATIONAL ECONOMIC
STRUCTURES AND
AMERICAN FOREIGN ECONOMIC
POLICY, 1887-1934

By DAVID A. LAKE*

N the 1890 tariff debate, Representative William McKinley stated,

“This is a domestic bill; it is not a foreign bill.”* Many scholars have
echoed this view of the tariff and American foreign economic policy.
Tom E. Terrill argues that tariff policies in the United States during
the late 19th century resulted from the struggle between the Democratic
and Republican parties to break the political equipoise of the era.> Theo-
dore J. Lowi, drawing upon E. E. Schattschneider, contends that tariff
policy before 1934 was primarily shaped by the distributive nature of
the issue area.3 And nearly every account of the passage of the Reciprocal
Trade Agreements Act of 1934, which overturned America’s century-
old commitment to protectionism, attributes an important role to the
personal beliefs of Secretary of State Cordell Hull.4

Recently, the “theory of hegemonic stability” has been put forth as a
systemic-level explanation of international economic regime change.s
Despite this emergence of a “third image” in international political
economy, comparatively little attention has been devoted to the inter-
national sources of foreign economic policy in individual countries.® This
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is unfortunate. Not only do state policies provide additional cases to
refine and test the theory of hegemonic stability—and this is important
because of the limited number of international economic regimes avail-
able for study—but the central propositions of the theory of hegemonic
stability form the basis for a powerful and parsimonious explanation of
foreign economic policy and policy change in individual countries over
time.

In this article, I examine the international sources of American foreign
economic policy between 1887 and 1934, an era of rapid and dramatic
changes. Immediately after the Civil War, the United States had sought
to insulate itself from the international economys; it adopted protection-
ism at home and a laissez faire policy toward exports. After 1887, the
United States began actively to promote exports through bilateral rec-
iprocity treaties and duty-free raw materials while maintaining the es-
sential structure of protection. Between 1897 and World War I, America’s
recognition that its policies could and did affect the international econ-
omy was primarily reflected in the pursuit of the Open Door abroad.
After 1913, the United States undertook a greater leadership role within
the international economy. It lowered its tariff wall at home and, at the
end of the war, attempted to create and maintain a new and funda-
mentally liberal international economy based on the Open Door prin-
ciple. In the late 1920s, the United States briefly abdicated its position
of international economic leadership and returned to protectionism via
the Smoot-Hawley Tariff Act of 1930, but reversed direction again in
the Reciprocal Trade Agreements Act of 1934.

Between 1887 and 1934, the United States evolved from a highly
protectionist into an internationally liberal country. In this article, I offer
an alternative explanation of this evolution in American foreign eco-
nomic policy from that contained in the several domestic approaches
summarized in the opening paragraph. My central proposition is that
American foreign economic policy, and policy change during the period
1887-1934, was shaped in important ways by the international economic
structure and the position of the United States within it. The source of
American foreign economic policy, in other words, was within the in-
ternational political economy.

The discussion is divided into two principal sections. First, I review
and refine the theory of hegemonic stability, proposing a new category
of international actor which better describes the position of the United
States within the international economic structure. Second, I examine
the theory of hegemonic stability through an analysis of American for-
eign economic policy between 1887 and 1934. In the conclusion, I discuss
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the strengths and weaknesses of an explanation of foreign economic
policy derived from international economic structures, and summarize
the implications of this analysis for the theory of hegemonic stability.

Tue THEORY oF HEGEMONIC STABILITY

There are two variants of the theory of hegemonic stability. The first,
associated with Charles P. Kindleberger’s The World in Depression 1929-
1939, focuses on the provision of the collective good of international
stability, where instability is defined as a condition in which small dis-
ruptions (e.g., the stock market crash of 1929) have large consequences
(the Great Depression). Assuming that markets are inherently unstable—
or nonhomeostatic systems—and tend toward stagnation and fragmen-
tation, Kindleberger argues that the international economy will be stable
only if a single leader is willing to assume responsibility for “(a) main-
taining a relatively open market for distress goods; (b) providing counter-
cyclical long-term lending; and (c) discounting in a crisis.”® He has
subsequently added two additional responsibilities: (d) “managing, in
some degree, the structure of exchange rates,” and (e¢) “providing a
degree of coordination of domestic monetary policies.”

Leadership, for Kindleberger, is altruistic. A stable international econ-
omy is produced only at a net physical cost to the country in exchange
for the amorphous “privilege” of leading.” The ability of a country to
assume responsibility for stabilizing the international economy is pri-
marily determined by its position within the international economic
structure, which Kindleberger defines along the single dimension of
size: “Small countries have no economic power. At the same time they
have no responsibility for the economic system, nor any necessity to
exert leadership.”"* Small states, in other words, are “free riders.” Mid-
dle-sized countries are “big enough to do damage to the system, but
not substantial enough to stabilize it. ...”"* Since they tend to act as if
they were small free riders, middle-sized countries are extremely de-
stabilizing and are the “spoilers” of the system. Only large states have
both the capability and responsibility for leading the international econ-
omy. “The main lesson of the inter-war years,” Kindleberger states, is
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that, “for the world economy to be stabilized, there has to be a stabilizer,
one stabilizer.”:

The second variant, drawn from the works of Robert Gilpin,* differs
from the first in three substantive ways: the phenomenon to be explained,
the nature of leadership, and the definition of the international economic
structure. Gilpin does not address the question of stability directly;
rather, he seeks to explain why regimes—or the rules and norms that
govern international economic relations—emerge and change. In ad-
dressing this question, Gilpin subsumes much of Kindleberger’s argu-
ment and draws heavily upon the collective goods approach.’s Despite
this intellectual debt, Gilpin moves beyond Kindleberger’s conception
of altruism and develops an interest-based explanation of leadership.
While noting that all countries gain from a liberal regime, Gilpin asserts
that the strongest and most advanced countries reap a disproportionate
share of the benefits.”® Britain and the United States, in other words,
constructed and maintained liberal international economic regimes at
their hegemonic zeniths because the benefits outweighed the costs. When
this favorable payoff disappeared, the hegemonic powers stopped lead-
ing.

Gilpin defines the position of a country within the international econ-
omy along two dimensions: political-military power and efficiency.”” In
Gilpin’s conceptualization, political-military power primarily indicates
the quantity of influence a state possesses over the international economic
regime. Efficiency, on the other hand, largely determines the degree to
which a state’s interests are associated with a liberal international eco-
nomic regime. The more efficient the nation, the larger the relative gains
from trade, and the greater the country’s support for a liberal regime.
Within this definition of the international economic structure, Gilpin
identifies three categories of international actors: peripheral states, which
because of their small size are of little consequence for the regime;
“growth nodes,” which emerge as challengers to the liberal regime and,
presumably, are of relatively low efficiency; and hegemonic leaders,
which are extremely large and highly efficient countries. Although “growth
nodes” are a more active threat to a liberal international economy than
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are Kindleberger’s “middle-sized” countries, the two sets of categories
are essentially similar; I refer to them as free riders, spoilers, and heg-
emonic leaders.

These three categories of international actors do not exhaust the logical
possibilities presented within a two-dimensional conception of the in-
ternational economic structure. Nor do they adequately describe the
position of the United States within the international economy between
1887 and 1934. The theory of hegemonic stability, perhaps due to its
focus on the absence or presence of hegemony, has failed to develop the
analytic tools necessary to comprehend adequately the interests and
policies of all countries within the international economy. To accomplish
this task, Gilpin’s two dimensions of political-military power and effi-
ciency must be redefined. Political-military power may be a necessary
condition for economic hegemony, but the relationship between political-
military power and influence over the international economic regime
diminishes once the analysis is extended beyond the category of heg-
emonic leadership. West Germany and Japan, for instance, possess much
greater influence over the international economic regime today than
their political-military strength would indicate. Relative size, operation-
alized by issue area, is a more appropriate indicator of international
economic influence.’® Because the following discussion focuses primarily
on trade policy, relative size is measured here by a country’s proportion
of world trade.

Gilpin’s second dimension suffers less from a problem of theory than
from one of semantics. Strictly defined, efficiency refers to the least
wasteful means of production and is specific ‘to time, place, and the
available mix of the factors of production. Efficiency has little impact
upon the absolute or relative gains from trade. Rather, the concept to
which Gilpin appears to be referring is relative productivity—defined
as relative output per unit of labor input. (See the Appendix for a
discussion of measurement problems inherent in international compar-
isons of productivity.)

The three categories of nations identified by Gilpin and Kindleberger
are defined graphically in Figure 1 within the two dimensions of relative
size and relative productivity. (Empirical referents for the several cat-
egories are discussed in the Appendix.) An important fourth category
of international actor—supporters—has not been examined by either of
these authors.” Supporters are middle-sized countries of high relative

8 For a definition of hegemony related to issue area, see Keohane (fn. s).
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in David A. Lake, “Between Openness and Closure: International Economic Structures and



