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ABSTRACT
Garrett Workman: Economic Nationalism -
Transatlantic Responses to the Financial Crisis in Comparative Perspective
(Under the direction of Gary Marks)

As during financial crises of the past, the current economic recession has
witnessed a dramatic increase in government intervention in the economy, couplad wit
tremendous decrease in global trade flows. By examining the contemporany rise
economic nationalism as well as the political sources calling for prarectia historical
context, this thesis highlights the potential dangers of closing bordersignfgoeds
and services. Through a comparative analysis of both the American and French
responses to the financial crisis, this essay argues that while gomeinteevention is
frequently necessary and worthwhile, several protectionist actions includea wit
stimulus packages have actually served to deepen the recession. Ultithetglstper
concludes that while the tendency towards protectionism demonstrated in recent months
is discouraging, the world’s trading system has fortunately not coflaps#erneath the

combined pressures of politics and economic nationalism.
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CHAPTER 1

INTRODUCTION

This thesis seeks to explore and explain the tendencies of the American a
French governments to protect their domestic industries, ostensibly teityptoahe
detriment of their commitments to global trade liberalization and continued emonom
growth through openness to trade. France and the United States were chosen as cas
studies due to their standings as preeminent economic powers, and also because of thei
widely divergent state responses to the financial crisis. The level of govdgrnme
intervention in the United States has far exceeded the role of the Freeadthstatically
as well as in terms of stimulus dollars appropriated, both in real terms and per capi
Interestingly, this reaction is at odds with the national tradition both in ldegebez-
faire America andlirigiste France.

First, the current economic crisis is placed in a comparative perspedtivinev
many informative historical parallels that can be drawn with respeloe tGreat
Depression. Through a demonstration of the disastrous effects of protectionisgn dur
the 1930s, the fears of modern economists are more easily justified. Ansanalysi
legislation and political responses to the financial crisis which began i2daie
including the controversial “Buy American” provisions of the American Recoaedy
Reinvestment Act of 2009 as well as French protectionist rhetoric in receriiswaiit

then serve as an introduction to the reemerging issue of economic nationalism.



Additionally, this essay will attempt to rationalize the varying respaiadesn by the
French and American governments to the financial crisis through a study of ¢ spe
groups and economic interests calling for trade protection in each case. With
governments expending ever-larger sums of public money attempting to mitigate t
effects of the recession, an analysis of the effectiveness of thesaistpaakages is

both informative and necessary.



CHAPTER 2

HISTORICAL BACKGROUND

Back in October of 1929, the world bore witness to what is widely considered the
worst stock market crash in the history of market capitalism. Over the cowalseutfa
week, the New York Stock Exchange lost over a quarter of its value, sending the
industrialized world into the worst economic crisis in history—the Great Bsipre
One of the principal causes of this panic on Wall Street was the rumor that ésaeRt
Hoover would not veto the extremely protectionist Hawley-Smoot Tariff Att tha
Congress was considering at the time. Understanding the consequences offaosing t
nation’s borders to trade better than any Congressman ever could, the stock beokers w
thrown into a frenzy in an attempt to sell their shares before their values pednamg
further. Quickly, the economic crisis spread beyond the shores of the United States
creating a climate across the entire globe where citizenssuddenly thrown into
unemployment and demanding protections from their governments. As the
interdependent world economies were suddenly closing themselves off froratkag
the crisis worsened and the world was soon entangled in the deadliest war in human
history.

Signed into law by President Hoover in June 1930, the Hawley-Smoot Tariff Act
increased duties on imports into the United States by a factor of up to 52% on average

In an attempt to protect and aid American industry, as well as prevent a tigthease



in global product values, the U.S. Congress passed this law in an ill-fategtatiestem
the downward tide of the global economy. However, international trade represented a
very small percentage of the American economy in 1930, and any increasksn tari
would ultimately have an extremely limited effect in stimulating t@emy. However,
the retaliatory measures that the rest of the world inevitably enactespionse
eventually combined to make the situation infinitely worse. Suddenly, the Americ
stopped investing their capital abroad because of the stock market crashes, awd the ne
Tariff act ensured that the American economy was also essentiallpna#f4o the
exported goods from other nation-states. Foreign governments could onlyanéfify t
increases of their own to attempt to make up the loss of incdtngé$ a la fois du
débouché et des crédits américains, les pays qui ne disposent pas de réserves de change
ou qui sont endettés ne peuvent financier leur déficit commercial et doivent a leur tour
fermer leur march&(Bénichi 2008 : 113). In a vain attempt to shelter the United States
from the outside world, the government had unknowingly started a protectionist wave of
trade barriers which combined to create the worst ever collapse of capitalism

Similarly, the failure of the world’s governments to coordinate and takeative
economic actions together ensured that the Great Depression would lastyssarnsral
longer than the natural progression of capitalism would have otherwise dictatguteDe
the tremendous decline in the German GDP, for example, many nations continued to
demand their financial reparations from the Treaty of Versailles. Sates sntervened
heavily in the economy—nationalizing countless banks and creating the widegangi
systems of social protection that we recognize today as the foundations of tlire mode

welfare state. Other more liberal decision-makers blamed exacteyKlegmesian



interventions in the economy for extending the recession. Despite the fabetkaktt
Depression had wide-ranging impacts across the globe, paradoxicalliizgitba
seemed to stop as international trade slowed to a crawl and the world’s gausrnme
failed to cooperate and coordinate their corrective responses.

Following the conclusion of World War Il, the Allied leaders eventually
understood that their protectionist legislation had created an economic envirdinatent
had inevitably led to a war for resources. Therefore the GATT (the predetessor
today’s World Trade Organization) was created with the simple task of mutually
lowering tariff barriers to global commerce (Teulon 2008: 66). Leadingdean
nations as well as the political leaders of the United States, Canada, andvetieansl|
aware that the financial struggles of Italy and Germany had led to ¢hef fdazism and
fascism, as well as the fact that Japanese resource dependency lgdtditkeet
bombings of Pearl Harbor. Therefore, the international organizations credted at t
Bretton Woods Conference were charged with ensuring that the nations of the world
would never again be able to close themselves off from one another. Theoretically,
collective actions taken by the world’s developed nations would help to mitigate
negative consequences of future economic crises.

Unfortunately, human experience dictates that those who fail to study amd lear
from the mistakes of history are doomed to repeat them. Though the current financial
crisis came about far less suddenly than Black Thursday and the subsequent stetk ma
crashes, many of the same economic indicators should have led us to believe that a
recession was imminent. Similar to the rampant financial speculation of taeirig

Twenties”, the construction and housing industries were operating at unsustkanelsle



on both sides of the Atlantic. Additionally, many governments continue to run massive
levels of public debt in order to supply extraordinary spending levels on such things as
national defense and social security programs. Consumers themselvesaldersh
much of the blame for their accrual of unmanageable levels of debt, financed ipderge
by banks and investors willing to take on increasingly risky applications.

Exactly the wrong response to this current financial and credit crisisybowe
would be to repeat the gross historical error of closing off national maokieteign
goods. The percentage of the American and European Union economies which are
directly dependent on foreign direct investment as well as the sale ofezkgodds have
never ceased to increase since the conclusion of World War Il. Therefooggtipnist
response to the current recession would in fact have exponentially moreodisastults
than the already horrendous consequences of Hawley-Smoot and the retaliasomemea
it provoked during the 1930s.

Interestingly, global leaders have once again taken a wide rangecoéaliff
approaches to dealing with the present financial crisis, often at strikinguittidthe
political history of their respective countries. For example, despitdirilyeste traditions
of heavy-handed interventions in the French economy, it is readily appatethietha
French government has reacted with considerably more fiscal restrthetface of
today’s economic conditions. Meanwhile, the American government has ¢kdatya
leading role in responding to the financial crisis through President Obamsss/ea
stimulus package, the nationalization of several banks and notable corporations including
General Motors, and the expansion of government involvement into new economic

sectors. In both the French and American cases, foreign governments bave oft



justifiably complained about conditions imposed by states and their stimukegpac

that force government funds to be spent on domestic goods and services. If the example
and historical suffering of the Great Depression has not already taugltushebd

dangers of shutting nations off from one another, this worrying trend towarddexb-cal
economic nationalism risks to once again throw the world economy deeper into

recession.



CHAPTER 3

ECONOMIC NATIONALISM — DEFINING THE ISSUE

Before investigating the protectionist nature of many national resptuntes
financial crisis, it is first necessary to define the concept of econonimabgm, and to
explain the inherent risks and consequences of protectionism. While not a payticular
easy term to define, economic nationalism certainly goes against tha idea and fair
competition that is at the heart of the European Union’s competition policy and its
endeavor to achieve a fully integrated single markieé concept est contraire a l'idée
de concurrence libre et non faussée prénée, notamment, par la Commission européenne.
On peut l'analyser comme l'intention de la part du consommateur, d’entreprises ou
d’Etats, de favoriser les entreprises et les productions au sein de leur’nation
(Euractiv.com — “Le patriotisme économique envabhit-il 'Europe ?” 200@tionalistic
preferences are also against at least the rhetoric of U.S. economic polidy hasifor
decades emphasized the role and the ability of the free market to adjustidattreg
itself. Essentially, economic nationalism boils down to the preferentaiiest given to
domestic producers and corporations by governments and local consumers. Through
their purchasing practices and via subsidies favoring so-called “nationgbicimasi
governments distort markets in favor of their own national industries—much to the

chagrin of economists and analysts promoting free and open international trade.



Especially during times of crisis, it becomes easy to politicize econdnfiecand
justify government investment and preference for domestic corporations filorrce
keep investments local and retain key jobs (and therefore votes). The problem is that
today, the economy is more globalized than many local and national politicians would
like to admit. It becomes incredibly difficult to reasonably and economicalgndef
stopping trade and government transfers at national borders in a world where truly
national production and consumption has certainly slowed and practically ceasetl to exis
Even back in 2005, Frédéric Lemaitre, an economic analist libndenoted that,

Dans une économie mondialisée, il serait logique que le rdle [de protection des

entreprises] soit défini au niveau mondial. Ce n’est pas le cas. Seul le commerce

fait I'objet des régles internationales et toute aide publique peut étre désavouée

au nom de la sacro-sainte concurrence. Faute d’une véritable entente

internationale sur ce sujet, le patriotisme économique risque de tourner a une
véritable guerre économiqué.emaitre 2005)

While not necessarily sparking international trade wars, national postesttactions
have the potential for inciting retaliatory measures to be taken across tdemach as
seen during the height of the Great Depression. Despite any logic thdtegiobamic
governance in terms of the protection of jobs and key strategic industries mighatav
too often national politics intervene. Particularly during an economicsieceis which
voters and citizens are especially vulnerable—and therefore incrgdsiaty to support
government intervention—protectionist interests often win the political debatedie
the free market and preferential treatments for domestic producers.

Of course, it would be incorrect to state that the state has no role in the economy,
or that the markets are in fact fully capable of self-regulation. Theredemed many
situations in which protectionist measures, when taken in reasonable limits and for

determined periods of time, are incredibly efficient ways of stimulatingegheomy of a



given state. As during the Great Depression, the current financial cesissitated the
involvement of the U.S. government to prevent large banks from filing for bankruptcy.
Clearly, in times of economic recession, loans are needed to trigger iewéesima
reinvigorate consumer spending. Thus, without the role of government money
supporting the troubled banks, the problem could have become even worse. Another
typical example of justifiable economic nationalism lies within themezlnational

defense. In such a strategic and vital sector, it would make little sensedroei®bs

and technologies to potential global competitors (Euractiv.com — “Le patriotisme
économique envahit-il 'Europe?” 2008). Many economists and government spokesmen
have also used just this sort of argument to justify government subsidies both in the U.S.
and the European Union to benefit Boeing and Airbus, for example.

Still, the world must tread carefully when deciding which national industrees a
truly vital and therefore worthy of defense from the open world market. Cgrtainl
politicians are feeling the pressures from their constituencies to ehatithdir now-
limited tax revenues are spent and reinvested at home. Yet, governments anust als
ensure that their borders remain open to international trade and investmeret tloe els
real risks of retaliation might resurface and trigger an even greater ecalfmamturn.

“The argument [in favor of economic nationalism] that protectionism will notgst
far—is dangerously complacent. True everybody sensible scoffs at Reed $ohoot a
Willis Hawley, the lawmakers who in 1930 exacerbated the Depression mgraisi
American tariffs. But reasonable people opposed them at the time, and failed to stop
them: 1,028 economists petitioned against their bilig Economist “The Return of

Economic Nationalism” 2009). Once governments start passing legisldtioh eveates
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powerful constituencies in their favor, such as the defense of a large locabtiorpat
becomes easy to justify further interventions. The problems arise when foagign tr
partners start defending their own local industries as well, all to thendat of world
consumers who are suddenly subjected to higher commodity prices. States loke to pic
out certain industries and proclaim these national champions as worthy of defdnse
government investment during economic booms and busts. However, economic realities
dictate that state subsidies to financially insolvent companies everualbyt and the
world economy is worse off after the inevitable retaliation takes place.

Clearly, policies promoting national protection are having an effect on the
international marketplace. For the first time in decades, globalization appday
slowing, and trade in goods and services across international bordersigslath in
terms of product value and sheer quantity of commodities. World Bank statistics
strikingly demonstrate the historic drop-off in trade values since dnteastthe financial
crisis: “Monthly US imports and exports of goods declined by atweithird(emphasis
in original)in value terms from peaks of $195 bn and $121 bn, respectively in July 2008,
to $122 bn and $85 bn respectively, in February 2009” (Borchert and Mattoo 2009: 4).
Additionally, due to the difficult economic climate, foreign direct investment balbef
both private companies as well as governments has plumniétedonomist “The
Return of Economic Nationalism” 2009). Not since the oil shocks of the 1970s have
global trade levels retreated, yet last year, global trade receatedts$ all-time high due
to the political pressures across the developed world to protect domestic @sdubtri
2008, world trade declined for the first time since 1982. And, despite their pledges,

seventeen G-20 members have adopted significant trade restrictions’k(Pa0®).
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While gathered for the G-20 meetings in London earlier this year, each of tteediea
state signed a promise not to erect barriers to trade, however their actierehed
their words.

One needs to look no further than the World Trade Organization’s own internal
statistics to realize the extent of the damage caused by the finarsigalipon global
trade flows. On March 25 WTO analysts predicted that: “The collapse in global
demand brought on by the biggest economic downturn in decades will drive exports
down by roughly 9% in volume terms in 2009, the biggest such contraction since the
Second World War” ("WTO sees 9% global trade decline in 2009as recessiori strikes
2009). Things look certain to get worse before they get better, as global outputigrowth
terms of world GDP shrank from 3.5% in 2007 to 1.7% in 2008. Economic growth is
actually expected to turn negative on a global scale in 2009, by a factor of betarekn 1
2%. Unfortunately, by closing their markets off from the outside world, polleealers
across the globe are perhaps exacerbating an already dismal ecsitigatiian.

Despite their claims to understand the key role played by trade in genemating a
economic recovery, the vast majority of major industrialized economic powess hav
instituted some forms of protectionism in response to the crisis. Using Franteand t
United States as case studies, an analysis of the political prefesuyBestectionism, as
well as the governments’ respective responses, combine to highlight thieenegpact

of the politicization of trade policy on the world’s economy.
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CHAPTER 4

THE AMERICAN CASE

Protectionist Responses to the Crisis — “Buy American” and Intervention

Regardless of the factors which ignited the crisis, what matterg gmivard is
how governments react, especially the U.S. government acting as the waédisent
economic power. Predictably, as is the case during any sizeable ecopo#sgion,
interest groups clamoring for domestic protection and economic nationalism have been
active politically and are making an impact in Washington. Most notably, during
negotiations in both the House of Representatives and the Senate, the Democrat-
controlled Congress added stipulations in the administration’s massive economic
stimulus package requiring money to be spent on infrastructure projects to be spent on
American-produced goods and services. According to the version of the federal
economic stimulus plan signed into law by President Obama: “None of the funds
appropriated or otherwise made available by this Act may be used for a projgdess
all of the iron, steel, and manufactured goods used in the project are produced in the
United States” (American Recovery and Reinvestment Act 2009 81605 (a)). every f
exceptions to this requirement—including the lack of suitable American-made gsods,
well as a stipulation that if the purchase of American products will increageite of a
project by at least 25%—are listed as suitable excuses for the purchapedéd

commodities. Only after the press got a hold of the final versions of the proposed



legislation and foreign powers began pressing the United States to repekdatiis
protectionist and trade-distorting requirement to “buy American” did Congresb@dd t
last-minute stipulation that the requirements to use American products bexlappy:

“in a manner consistent with United States obligations under internationafresgrisé
(American Recovery and Reinvestment Act 2009 81605 (d)). One finds it difficult to
imagine, however, a scenario in which the federal government pursues legal action
against any state or local agency failing to comply with American oldigatinder
bilateral and World Trade Organization trade laws. Moreover, it is highlyaiylhat

the state and local authorities applying for and spending the stimulus moneyhave a
adequate knowledge of specific requirements of international trade agteemnéch the
United States are bound by.

In the short term, the requirement to invest the vast amount of stimulus money on
American goods and construction work may seem like a politically advantageous
decision taken by the administration. However, President Obama signedutiorsl
the recent G20 meetings in London against giving into the temptations of protectionism
and economic nationalism in recognition of free trade’s positive influence olotia g
economy. His signature of the stimulus package which still includes protsttioni
provisions promoting the sale and use of solely American steel and manufgctodsd
seems to indicate a break of that promise. Before signing the stimulus pactkdge/]
he even came out publicly against the “Buy American” provisions that the House and
Senate had added to the bithé Economist “The Return of Economic Nationalism”).
While the opposition of the administration did convince the conference committee

version of the bill to add in the condition that American international trade obligatiens
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to be met, the clearly nationalistic legislation is sure to inspireatigjimeasures
among U.S. trading partners.

Where then, did the pressure for the Buy American provisions come from?
Principally, pressures from American manufacturing lobbies, including therpdw
United Steelworkers Union—which conveniently happens to be strongly based in
politically significant parts of Michigan, Pennsylvania and Ohio—arguedftdhgdor
their inclusion into the stimulus package. Along with other labor unions, the
steelworkers were strong advocates for Obama’s presidential candigang the 2008
elections, and thus their opinions count on Capitol Hill. During the Congressional
negotiations, the steel and iron workers’ representatives claimed that yhveaynio
ensure that the money spent on stimulating the economy effectively wasrtadlys
give American producers a 25% price cushion in manufactured gboddNashington
Post— “Buy American Rider Sparks Trade Debate” 2009). This is far from the first i
that the U.S. steel industry has agitated for protection. Memorably, in 2002, Rreside
Bush unilaterally raised American steel tariffs in order to win suppothétrade
promotion authority (“fast track” negotiation responsibility) necessamympsgtart Doha
Round trade talks. The approval of Congress to give in to these protectionist pressures
certainly seems politically useful in times of economic recession, aadairdy would
have been difficult for any serious political debate in opposition to such a patiotic
as “Buy American” to have succeeded.

However, the results of the stimulus spending restrictions have been mixed, at
best, in terms of protecting and creating jobs in the United States. Sinceltak gl

economy has become increasingly interconnected, it is difficult for congpeomnepeting
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for federal stimulus dollars to ensure that the industrial products being usedulus
construction projects are truly of American origin. Companies based in the $v&ll a

as foreign companies with American affiliates are all scrambdirioppd sources of

American products so that they too can be eligible for government funding. Ns\the

York Timesstated on June 3, “Foreign and domestic companies that employ hundreds of
workers in this country cannot bid for government projects because they cannot guarantee
the American provenance of all the steel, iron, and manufactured goods in their supply
chain, as the provision requires. Others are scrambling to figure out whethecakmer
made alternatives exist to replace their foreign inpiNgW( York Times “The Peril of

‘Buy American’ 2009). Paradoxically, American companies, as well asrisam

employees working for foreign firms are being harmed in both the short and fongyte

the necessity imposed by Washington to buy American products.

In fact, if any jobs at all are created by the provisions included in the stimulus
package, their numbers are far outweighed by the costs of both foreign retaliatory
measures, as well as the impossibility of procuring enough American goodspgieisom
the many infrastructural projects. In an analysis performed byeti@es®n Institute of
International Economics, the Buy American provisions of the stimulus could create or
protect approximately 9000 American jobs. However, in a labor market of over 140
million workers, 9000 appears to be little more than a mathematical error,thethemy
sort of significant political or strategic gain (Hufbauer and Schott 2009: 1).
Contrastingly, the number of American jobs that are strictly tied to fogogernment
procurement spending is well over 650,08@\W York Times “The Peril of ‘Buy

American™ 2009). Imagine the consequences on the U.S. job market if and when
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America’s trade partners enact the inevitable retaliatory meastirels would limit their

own spending to exclude American manufactured goods. Specifically, thel Sretes

is at considerable risk to retaliation from countries such as Argentina,,Bnaml, and

China whose tariffs against American goods are well below their WTiQlated levels.
Additionally, these states are also not signatories of the WTO’s GoverRrenirement
Agreement that obliges the United States, Canada, the EU and others to include each
other’s goods in government spending projects. Any temporary job increasg®base
swell in demand for U.S. iron, steel, and other goods will soon by far outweighed by the
prospective negative impacts the legislation will have on the openness of U.S. export
markets.

Fortunately for the American worker and economy, a prominent effort by local
and provincial governments in Canada has delayed its October 5, 2009 deadline on
excluding American products from Canada’s own stimulus package spe@@agNews
— CanaddBuy American Exemption Deal in the Works” 2009). This is due to the
ongoing talks between Washington and Ottawa to exempt one another from their limit
on imports bought using stimulus money. As our largest trading partner, the Canadian
reaction to the Buy American program is an important one, as clearly the trade
relationship with our neighbors to the North is one that needs to be maintained and
expanded rather than contracted.

Even worse than the potential loss of American jobs in retaliation for the Buy
American provisions, are the potential negative effects of the passagseof the
protectionist measures on the reputation of the United States. While it is teynple

normal and politically salient to focus primarily on domestic constituenci@sgdimes
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of economic crisis, the U.S. stands to lose much of its credibility as a glatbalactor as

a result of its protectionism during the current financial disaster. SuddealyS will

seem completely hypocritical when imploring other nations to open their borders to
American goods and services, as it simultaneously shuts the door on the entrigof fore
products into government projects: “In a stroke, the United States would forfeibtiaé

high ground when it comes to slowing the protectionist juggernaut that now threatens the
world economy. Enacting Buy American requirements would open the door for countries
worldwide to walk away from their trade obligations” (Hufbauer and Schott 2009: 7)
Representatives from the European Commission, China, Canada, and other governments
have all responded that they will not take the Buy America provisions lighthgrand

likely to revisit their own commitments to both free trade generally dsawébd

American imports more specifically. Suddenly the world might be again subjecie

wave of protectionism such as what followed the passage of the Smoot-Hawiey Tar

Act in the 1930s. Since the economic stimulus package represents one of the first major
policy proposals and achievements of the new Obama administration, it is imperative

the President shows leadership in promoting free trade, rather than leadiraylthe w

down the dangerous path of economic nationalism.

Of course, the requirements listed in the financial stimulus package that fiyms bu
and use American goods with the federal money are far from the only changes
Washington has made in its efforts to solve the country’s economic difficulties
massive amounts of government spending included in the package have raised the
amount of government spending as a percentage of GDP (28.1%) to levels nateeen si

World War Il. Included in the over $787 billion American Recovery and Reinvestment
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act, are provisions which favor certain sectors of the American economy—including
banks and the automotive industry—in order to restart economic growth. Since state
intervention in the economy has arisen to such a degree so quickly, companies are
hurriedly investing more and more money into lobbying to ensure they receive any
possible economic benefits from the newly activist federal government. “T¢wmv@ma
intervention has shifted the way companies do business in a host of ways—not all of
them intended by the government. Increasingly, companies big and smalirgretiong

on the basis of their ability to tap government mondyig( Wall Street Journal “U.S.
Government intervention pits ‘gets’ against ‘get-nots™ 2009). Evidently,uhed
appropriated to these prioritized sectors are going to American firms witbrfpbw
lobbying capabilities, thus handicapping the ability of foreign affgiases well as smaller
American companies, to comparably benefit from the state’s investments.

While an active role in directing economic recovery can be expected toigenim
the immediate damage caused by the financial crisis, over the longateeavy-handed
state will diminish prospects for growth. Administration heavyweigtdisiding Federal
Reserve Chairman Ben Bernanke as well as President Obama himself lagtesnpted
to assuage the fears of economists and business leaders that the stabéesreieeaill
linger after the crisis has been averted. Yet, industry represesataéive failed to see
how the state can quickly remove itself from the many commitments it has made i
response to the recession. As a reéall Street Journapoll found: “only 16% [of
economists] believed the federal government would be able to meet its goal of ending
rescue programs without fundamentally altering the competitive |gmeleddahe private

sector” The Wall Street Journat “U.S. Government intervention pits ‘gets’ against ‘get-
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nots™ 2009). Many of these same economists expressed their fear that rextivedi
state’s role in the economy could have serious negative repercussions yrgystai
unprofitable corporations selected for government aid, as well as burdenirgg futur
generations with spiraling national debt and inflation. By acting to spaityfiprotect
certain strategic domestic industries, the government has intervened to suckeandég
seen since the end of the Great Depression. Ultimately, the couttitiista fully
recover after the crisis is over will be hampered if the state fails fitsepromise of

dramatically reducing its role in the economy.

A Case Study in Nationalist Protectionism - the Automotive Industry

Along with the housing market, perhaps the hardest hit sector of the global
economy has been the automotive industry. Without a lot of expendable income, fewer
and fewer people are able to afford to invest in a new car, and thus the industry has been
hammered by the current financial crisis. Unfortunately, the timing cmildave been
worse for Detroit’s “Big Three” auto manufacturers: General Motors, Feord Chrysler,
who were already struggling to remain afloat under increasing competaiorféreign
automakers on the American market. Judged to be an essential piece of thadmeric
economy, and as being “too big to fail” both culturally and politically, Washington has
stepped in to either bailout the companies financially or directly run them iopeibt

Perhaps the most directly protectionist and trade-distorting measureliakdart
by the federal government has been the decision to let GM fall into Chapter 11
bankruptcy and to then take over a 60% share in the corporation. While the company had
been open to international competition, it had seen its market share both in the United

States and on the global market continue to diminish as it stubbornly refused to produce

20



economical and environmentally-friendly cars, preferring instead to conamreduce
mostly Sport Utility Vehicles and trucks. Yet despite the failure of Géhdotors to

adapt to the desires of the modern auto buyer, Washington decided that the
nationalization of the industrial giant was necessary to bolster confidereetiotbled
American economy, as well as to ensure the employment of hundreds of thousands of
manufactured workers across the politically-sensitive Midwest.

During bankruptcy proceedings on May 1, 2009, the United States raised its
investment share in GM to $50 billion to assume a majority stake in the corporation, and
giving the federal government unprecedented control of one of the nation’s largest
manufacturers. According to President Obama, the purchase of General Mators wa
necessary, “for the simple and compelling reason that their survival and teessatc
our overall economy depends on it” (quoted\ashington Post “U.S. Bets Billions on
GM'’s Resurgence” 2009). However, the increased government involvement in the
automotive industry is in fact being criticized across the political spedtr the United
States. While Congressional Republicans question the underlying principles of
intervention and the handpicking of specific companies and industries to bail out, even
Obama’s own Democratic Party is angry over the fact that despite belag un
government control, the bailouts will require massive job cuts in efforts toe&shis
competitiveness. Current plans stipulate that GM will be forced to close downt47 of
44 plants, and also will be firing over 25,000 American workers in an effort to regain
profitability. Massive government investment coupled with massive empitdyme

reductions should not sound appealing to any reasonable politician. In essence, all of the
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problems of Buy American provisions are resurfacing yet again with therelutstiy
bailout.

While announcing the government’s restructuring plans for Chrysler and Genera
Motors, President Obama implored to U.S. consumers that, “If you are considering
buying a car, | hope that it will be an American car” (quoted/all Street Journat
“What is an ‘American’ Car?” 2009). As was the case with supposedly “American”
steel, iron and manufactured goods prioritized in the financial stimulus package, it i
difficult to determine what exactly makes a car American. Is a \eeAicierican if it is
produced by a corporation whose headquarters is on American soil, or should a car
instead be considered American if it is actually produced using American igatbes
United States?

Administration officials continue to emphasize that if German and Japanese auto
manufacturers can continue to make profits even given current global economic
recession, American firms should be able to adapt as well. This simply is nedardge
true thanks to the logic of comparative advantage. U.S. manufacturers may simply not be
capable or well suited to producing every kind of good, and that fact is not ndgessari
bad for the economic well being of the United States. As Matthew Slaughter of the
Council on Foreign Relations and Council of Economic Advisors put it:

The broad goal of American economic policy should be to help all companies

operating in the U.S. create and maintain good jobs at good wages. Translating

this goal into sound public policy means rethinking recent [Presidential] sound

bites, however. It means that the U.S. is not going to be great at everything. |

means that U.S.-based companies need to be expanding abroad. And it means that

some of the best companies in America are foreign-owned insourcing companies
(quoted inWall Street Journat “What is an ‘American’ Car?” 2009)

Essentially, US economic policy should not pick and choose specific companies to bail

out based primarily on which country they happen to call home. Every year, foreign
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automakers, to give just one example, continue to expand their presence in the United
States and employ millions of American workers in competitively-wagedqusit By
virtue of its purchase of General Motors, amongst countless other protectspishses

to the current economic situation, the United States has gone againsttitsiahtiee-
tradelaissez-faireeconomic traditions, and opened the floodgates for other world

economic powers to follow suit.

Recent Developments

In an effort to jumpstart the economy to the benefit of the struggling automotive
industry, as well as to reduce car emissions by improving gas mileageSthe
government initiated the Car Allowance Rebate System better known as “Cash for
Clunkers” in the summer of 2009. Essentially the program sought to renew customer
spending on automobiles by providing a voucher for $3500-4500 towards the purchase of
a new vehicle with significantly higher fuel economy than the vehicle beidgdrin.
Customers received a reduced price when purchasing a vehicle, and automdtginge dea
were later compensated by the federal government for the differermgndincredibly
popular, the initial budget of $1 billion turned out to be wholly inadequate to keep pace
with demand. Eventually, the government extended the promotion and added an
additional $2 billion appropriation. Ironically, despite the limited fiscal costsedol
with the Cash for Clunkers program, the customer spending it provoked has had an
exponentially larger effect on the recovery of the American economy.

Trade experts have been impressed with the program’s odd characterization as
one of the few government subsidies that has hadeliactoeffect of actually

promoting imports over domestic goods. “The program doesn’t advertise thatltwe wi
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pay you $4,500 if you trade in your domestic gas-guzzler and buy a fuel-effaieign
one.’ But in practice that appears to be the result” (Alford 2009). Over 70% ofdke tra
ins were domestic models, while almost 60% of the new purchases were forsign car

That the Cash for Clunkers program had no restrictions whatsoever on the origins
of the vehicles being traded in or purchased cannot be understated. Actuallytlaenong
top ten cars sold under the program, eight were import models. This can be seen as a
victory for not only the Japanese automakers, but also their strategies &séncre
production in the United States. Further complicating the question of determining what
exactly makes an American car is the fact that the two most populapitheses
designed in Japan and made in America: the Toyota Corolla and the Honda Civic. All
told, almost 700,000 vehicles were traded in and sold under the auspices of Cash for
Clunkers. According to the U.S. Department of Transportation these summer auto sales
will provide a direct economic boost of 0.3-0.4% to the American economy. (U.S.
Department of Transportation Press Release — August 2009). Additionally, both foreig
and domestic automakers are expected to increase their production of new vehicles i
order to replenish depleted inventories, which the government claims will sawate cr
over 40,000 jobs during the latter half of 2009. During a year of protectionist posturing,
the Cash for Clunkers programs seems to have been an effective measure ofgavernm
intervention that actually promoted international trade.

On the other end of the spectrum however, President Obama’s decision to apply
tariffs against the import of Chinese tires in late September has proven thatith&as
not yet escaped the threat of economic nationalism during this recession. Pr@mpting

swift reaction by the Chinese, the episode has proven that even a small trade disput
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between the world’s two largest economies has the potential to serietasty global
economic recovery.

When analyzing the specifics of the Chinese tire issue, it is important to
understand the particular legislation that President Obama was @gtingvhen
enacting this tariff. During China’s bid to join the World Trade Organization in 2001, the
Chinese faced significant political opposition, particularly in the UnitegStadngress.
As such, the so-called China-safeguard provisions allow the President to ianifbse t
barriers against Chinese imports if recommended to do so by the Internatextal T
Commission. Recognizing the dangers implicit in taking such actions atie@ngorld’'s
second largest economy which happens to be a particularly important trading partner,
President Bush declined to raise ITC-recommended tariffs four times dhising
presidency. However, when the United Steelworkers accused the Chinese of ftheding
American market with tires below their market value, the Internatioalelr
Commission recommended a 55% tariff increase—and President Obama agreed to levy
the import duty at the rate of 35%. While the Chinese are aware of the legality of
President Obama’s actions, they are nonetheless justifiably incenbedPaesident’s
decision: “The Chinese know the decision is a matter of presidential discnatilike the
antidumping and countervailing duty laws, which are on statutory autopilot and don’t
require the president’s attention. Accordingly, the tire restrictiomshar edict of the
American president, and thus carry more profound meaning for the Chinese” (Ikeson
2009). The decision to apply these tariffs came directly from the White House, under

heavy pressure from the labor unions that make up a significant part of his plodisea
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There are essentially two ways of looking at the issue. Either thedire is
vastly overblown because bilateral trade in tires makes up an infinitgssnall
percentage of American-Chinese exchanges, or the tire issue is onlydhthgépceberg
since President Obama has sent a dangerously protectionist message fivghtighly-
publicized trade decision. One argument on beharhef Economisand others who are
predicting that this is only the beginning is the fact that the Chinese aedqguovisions
allow all other WTO members to apply matching tariffs once any other mdraber
imposed them—whether or not their own economies have been affected (Bown 2009).
However, the larger issue at play is the precedent set by President Olzgreeing to
impose these tariffs. Now that the Steelworkers have successfully gattemitfs
passed, dozens of other industries and labor unions are currently waiting for theg hea
at the International Trade Commission hoping the President will protect theellas
Defenders of President Obama’s decision, on the contrary, rightfully claira that
minor protectionist measure is often sacrificed for the ultimate goal & trad
liberalization. For example, in 2002, President Bush initiated highly-controveaesél s
tariffs that were clearly illegal under the United States’ WTO obbgatas a political
favor to constituencies in West Virginia and Pennsylvania. This happened to coincide
with Congress’ consideration with the proposed Free Trade Area of the Aneeyicaed!
as the President’s proposed Trade Promotion Authority which would strip much of the
legislature’s ability to influence the President’s trade agreemehisidtely the WTO
struck down the tariffs as illegal, and Bush won his negotiation authority byle gotg
in the House of Representatives. Writing Ttie New RepublidNoam Scheiber

concludes that President Obama is making a similar concession to an important
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constituency and fulfilling a campaign promise to ensure that Amerieas ¢ partners
obey the rules of international trade in defense of both American business and labor
interests (Scheiber 2009). Especially since the goods in question are ofsumimiec
insignificance, and given the legality of the tire tariffs under rules&agreed to when
negotiating its entry into the WTO, therefore, perhaps the issue has been gzednal

and overstated after all.
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CHAPTER S

ACROSS THE ATLANTIC- THE FRENCH CASE

Motivations and Justifications for Protection

Though further removed from the initial wave of economic downturn associated
with the current financial crisis both in terms of distance and severity, theqreTsees
of the global recession were eventually felt across the ocean in lamadl. While
France has been spared the worst of the crisis as evidenced by the housing and
construction collapses in Spain and Great Britain, as well as the enormoustmonth
the German economy which is extraordinarily dependent on exports, Paridlwas st
forced to react given the size and breadth of this financial catastrophe.o8s the rest
of the world, the actions of the French government would directly impact not only their
own domestic economy, but also the ability of the rest of the globalized marketplac
regain its confidence and rebound quickly.

In the unique position of the European Union Council presidency in the latter half
of 2008, President Nicolas Sarkozy and his government were well placed to lead a
coordinated European response to the financial crisis emanating from the Waie=d S
Clearly, in view of the single market that links together European Union memtes;sta
and fiscal rules and regulations directed by the European Central Bank whiehguid
Euro-zone countries, the EU economies are linked together more closely yr@hem

collection of sovereign states in the world. One of the first collective Europgansa



was the call for the extenuating circumstances to exceptionally repheveember-

states of their obligations under the Growth and Stability Pact. Notably, during a
conference of the four European G8 members, the heads of state requested the
requirement that each European state not be allowed to assume a national detarof grea
than 3% of its GDP be temporarily ignoréetgnce 2— “Pas de plan de relance européen
2008). President Sarkozy took the lead in calling on the European Commission and
Central Bank to realize that the crisis required intensive action on the plagt redtion-
states, and that restoring economic growth requires flexibility in Eunogiesctives.
Recognizing that a common EU reaction to the financial crisis would be infimtzie
effective, President Sarkozy and his European allies attempted to presemhan front

at the many EU and international summits related to the recession in the wake of the
financial crisis.

At the same time, however, the leaders of the European Union states were unable
to agree on specific collective responses, preferring instead to retéinlover stimulus
packages at the national level. Especially given the strongly-held positiommée
Chancellor Angela Merkel in favor of tailoring specific economic packemgaational
circumstances, Sarkozy faced a difficult task of unifying the EU behind emoom
position. While Merkel was insistent on the fact that national plans should not be
detrimental to European cooperation or international competition laws, her ddsaept
stimulus money within her own borders was cleAndela Merkel a souhaité pour sa
part que les initiatives des pays membres de I'UE en faveur de leurs systamesifs
respectifs ne soient pas mises en ceuvre au détriment de leurs partenaires. Ellé a ajout

gue ‘chaque pays doit prendre ses responsabilités au niveau national’ concernant la
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crise financiéré (France 2— “Pas de plan de relance européen 2008”). While
recognizing the necessity of reinvesting in the marketplace, spdyificalational banks,
to restore investor confidence and the availability of liquidity, ultilgdtee Europeans
were unable to reach an accord on the supranational level to coordinate thetivespe
plans.

In the absence of an overarching collective response, the French government took
it upon itself to restore faith in a worsening economy which combined steadibadexy
industrial economic output with steadily climbing unemployment. While strugythin
reach the same proportions as the American’s $787 billion stimulus package;d-rance
own €26 billion investment plan was specifically tailored to aid the most directly
impacted sectors of the economy. Combining direct state aid to infrastrucjeetgpr
including high-speed TGV trains and low-income housing projects, with rebatermpsogra
designed to increase consumer spending, France’s economic bailout has been described
by government officials as an investment in the future as well as a respdms@tesent
crisis. Specific measures include rebates towards buying newer enentatiyrfriendly
vehicles, as well as tax incentives for research and the development gifesew
technologies\(Vashington Post “France Plans $33 Billion in Economic Stimulus”).

While contradicting his own campaign promises to limit government spendingjd?rtes
Sarkozy called upon the rest of the European Union member-states to invest in their own
economies as well to prevent further economic slowdown. Emphasizing the temporary
nature of the measures which are designed to stimulate immediate ecgnowih,

Sarkozy noted that, “We do not have a choice. Doing nothing would cost us a lot more”

(quoted inWashington Post “France Plans $33 Billion in Economic Stimulus”).
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Clearly the lack of a response to a crisis of such magnitude would be unacceptable
economically as well as politically.

One specific aspect of the French economic rejuvenation package has received
infinitely more attention than any other both within Europe and internationalitsfo
nationalistic overtones and its potential to distort global trade—the goversrp&nts to
aid its own ailing automotive industry. In February, President Sarkozy annouaoed pl
to give both Peugeot-Citroén and Renault loans of up to €3 billion each in order to keep
factories open and workers employed in Frafaedgctiv.com- “French auto bail-out
plan raises EU protectionism fears”). Responding to a tremendous decline in both
automotive production and sales in France as well as across Europe, Sarkozy and his
government made the loans available in order to protect these icons of French
manufacturing, much like the American intervention in favor of General Motors and
Chrysler. Not only are these companies highly visible symbols of French economi
prowess, they are also a highly unionized and active industry in French domests. pol
Given the dire situation facing the automotive industry, in addition to the aid given to
their American competitors in Detroit, the government needed to act degisivel

However, the original French plan went one step further than the American bail-
outs, as the loans were conditionally available only if the corporations pledged not to
shutter any of their factories in France nor dismiss any French emploeedictably,
this caused an immediate outcry across Europe and indeed the world for its blatant
protectionism. Heads of State from the Czech Republic to Sweden called ounitie Fre
plan as going directly against founding EU principles of free and fair competitiossacr

the single market. Given that both Renault and Peugeot-Citroén operate seterms
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and employ thousands of Eastern Europeans, fears were understandably raiséd by s
leaders as Czech Prime Minister Mirek Topolanek that the loans would require the
companies to fire lower-wage employees in their countries in order to kéeprtmises
to retain French workers. In preparation for their own turn at the EU’sngt@buncil
presidency, representatives of the Swedish government also heavilyextitite French
automotive plan. Swedish Prime Minister Fredrik Reinfeldt said that he wag “ve
worried’ about the growing tide of protectionist economic measures in Eur¢grad].In
a thinly-veiled criticism of France, Reinfeldt said ‘If everyone sewitg to protect their
own economy, then Europe will only become poorer and fall further behind in this
economic crisis’ (quoted iEuractiv.com- “French auto bail-out plan raises EU
protectionism fears”). An emergency meeting of EU leaders wasl ¢alfeebruary in
order to combat this worrying trend towards protectionism. Finally, the European
Commission assured the other member-states that it would ensure Fralfied ftdfi
responsibilities to abide by European competition regulations.

Ultimately, France was forced to back down from the most controversial aspects
of its much maligned automotive bail-out plan in the face of such concerted opposition.
Specifically, the conditionality clauses of the loan agreements to car actumefs that
would have required Renault and Peugeot-Citroén not to close any factories within
France for the duration of the loan were removed. Thanks to the combined efforts of
Commission completion officials and the well-publicized efforts of other Earope
leaders to dissuade the emerging protectionist threat, Sarkozy’s gevemnltimately
backed downEuractiv.com “French U-Turn on car rescue plan”). Paris’ change of

heart was also welcomed by the European Union’s Directorate GeneCalrfipetition

32



which emphasized the fact that national recovery plans are to be discusséx with t
Commission and approved by Brussels before being implemented. While insiatiitg
would remain vigilant in its monitoring of France’s implementation of the automaker
loans, EU Competition Commissioner Neelie Kroes added that, “It's importaiefor t
commission to remove all ambiguity in this case, as Europe must avoid a return to
protectionism and its negative consequences for employment in Europe” (quoted in
France 24— “French auto bailout satisfies Brussels before summit”). With their
economies integrated to such a degree, the members of the European Union simply
cannot afford to react individually to this financial crisis. Worst of all arb sutright
examples of protectionism and economic nationalism as the (thankfully short-lived)
French plan to set aside funds for its auto manufacturers only on the condition that their

investments were to be spent and kept within the borders of France alone.
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CHAPTER 6

CONCLUSIONS: REFLECTIONS AND FUTURE OUTLOOKS

As during economic crises of the past, many nations of both the developed and
developing world are enacting dangerous protectionist measures that paakyglbxirm
prospects for economic recovery of their own economies, as well as gloGalhsider
the Buy American legislation signed in to law by President Obama forpdearti
companies can only compete for federal money by promising to invest in American
products which are necessarily more expensive due to a finite resource sugply, the
companies inevitably must pass on their added costs to consumers. While a few thousand
jobs may or may not be temporarily “saved”, the entire economy bears thesenadiditi
transaction costs. The enormous negative impact is only compounded after America
trading partners inevitably retaliate, effectively closing offéRport market to American
producers. Ideally, the world would be better served by coordinating its respamse to t
current crisis—surely including temporary measures investing goverriumels in their
local economies to boost investor confidence and restarting consumer spending.
However, if nations begin closing their markets off from the rest of the glotabety
to which they are so inextricably tied, the world may yet again bearssitoea wave of
protectionism turning the current economic recession into a depression.

While the world is better prepared to respond to the challenges posed by the rising

influence of economic nationalism thanks to the framework of international agreseme



and organizations which promote trade liberalization, governments should remain
vigilant in the fight against protectionism. For example, the recent praitersaf the

G-20 speaking out against protectionism would hold more sway if the signatory nations
had not repeatedly broken their promises. Timing the release of their notewpdtty re

on the impact of the financial crisis to coincide with the recent G-20 Summit in
Pittsburgh, the independent watchdog agency Global Trade Alert noted tha2the G
nations have proposed and enacted over 120 protectionist measures since their original
pledge to fight protectionism last November (Evenett, Global Trade Al6&)2 In fact,

not a single G-20 member state has resisted the political temptation td psdtexal
economy since the first convening of the G-20 in Washington last fall. Interahti
pressures to resist protectionism would clearly be more effectiveyifwere enforced by
these nations which collectively represent 85% of global commerce. Jointestédeby
political leaders at such high-profile meetings as the G-20 summit in London a
European Union Council meetings are a start; however more must be done to avoid
escalating protectionism.

In stark contrast to the world of the 1930s and the Great Depression, today’s
global economy has many rules-based institutional barriers in defense ajlibktgide
system. Risks of protectionism again becoming the rule rather than the exeepti
therefore limited, but they are not absent. Despite the enormous benefits Edesot
consumers in the form of lower prices and wider commodity availability, it isitecpbl
reality that industry interests in favor of protectionism are infinitelyds organized than
these same consumers. These industries and their labor unions have been victorious in

numerous political battles during the course of the current financial crisisef
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unchecked, the damage to international trade done by these protectionist measdres ¢
well extenuate and worsen the economic downturn.

Though the chances of a nation-state actually removing itself from the World
Trade Organization, NAFTA, EU, or any other international organization which
encourages free trade, are essentially nonexistent, there are still aynthat member
countries of these groups could enact barriers to trade while still fulfilieig
membership requirements. A primary risk is that the major trading poadid raise
their tariffs on imported goods from their current “applied” rates to much higbend”
rates which would be completely in line with their obligations to the WTO. Amstyiki
example of this change includes the fact that India could increase its aeitigate
from 14% all the way up to 50%, and still be a member in good standing! Estimates by
policy analysts judge that moves to bound tariff rates would decrease ioteghabde
flows by at least an additional 7.7% per year (Drezner 2009). Additionally, there is
widespread evidence of the developed nations enacting ever-higher non-taafshar
trade in the forms of environmental regulations as well as stimulus requisefoe
domestic investment. Both of these moves have sparked a dramatic rise in theafumber
cases at the WTO'’s Dispute Settlement Body (Drezner 2009). However, evemlfer
states are held to their obligations by the Geneva organization, the faxzdba
generally last up to 18 months allows nations to enact temporary protectiorssiresea
without penalty. So, again, the probability of a return to 1930’s era protectionism is
lessened thanks to the wide-ranging international framework protectae tr
liberalization, however the chances of such a vicious cycle of economic natioaadis

not zero.
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In conclusion, political leaders will be held accountable for the results of this
economic nationalism. While the current state of affairs is discouragmgsitbe said
that even during the best economic climates, the benefits of free traalbanksell
politically. Public opinion polls in the United States, for example, have never
demonstrated a clear majority in favor of free-trade agreements. Awib2809, for
example, only 44% of those polled thought such measures were good for the country, and
over a third (35%) disagreed. Even these modest figures are actually aldecide
improvement over 2008, where a plurality actually viewed free trade negatively
(“Support for Free Trade Recovers Despite Recession” 2009). President Clinton, for
example, famously remarked that one of his biggest regrets as president wdsliis ina
to convince the American public of the advantages of globalization and international
trade. This was during an unparalleled expansion of the American economy.

Especially during a recession, clauses stipulating that stimulus motligs va
domestic industries and will protect national workers over their foreign cdorngedre
incredibly popular politically. Therefore, it must be said that the currentdével
protectionism has been far less than could be imagined. Tariffs against Gineseaad
proclamations defending French factory workers to the detriment of théarias
European compatriots are more political posturing than actual rejectioaslef tr
liberalization. Ultimately, they are understandable during times of edorstrifie while
citizens are seeking actions from their elected leaders in defetiss@rdivelihoods.

While not ideal and certainly counterproductive to the prospects of immediate economi
recovery, policies of economic nationalism have largely been held in check both in

principle and in practice during the crisis. Heads of states will have tmgernib balance
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these political pressures from domestic constituencies who desire protegaiost
international demands for further liberalization. How they respond will ultlyndézide

their own political fates as well as determine the eventual outcome of theiéiherisis.
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