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1 Introduction

It is commonplace both in the academiaand in the public discourse to emphasize aradica novelty of
our times: the growing influence of international factors on domestic economic outcomes. Thisin short what
many understand as the “globalization” phenomenon’. A huge and growing bulk of literature in sociology,
political science and economics has become to deal with the consequences of this process for domestic
societies, politica systems and economies’. My am is not to investigate further what are these domestic
conseguences of the acceleration of the internationalization process. Rather, my intention is to focus in the
opposite direction of causality, namey, how domestic considerations have affected the way in which national
economies have become more internationdized. In other words, |1 do not take internationaization as an
exogenous variable (Frieden and Rogowski, 1996). Thus my research question is, smply put, why have
governments opted for more open economies in recent times and what variables explain the variation in that
process.

2 Theory

If, as usualy assumed, nationa political economies have undertaken a radica mutation as a
consequence of the easing of barriers to the entrance and exit of factors of production, one may wonder what
have been the position of governments on this process. More precisdy, | am interested in the governmental
decisions that have made capital more mobile across countries. Focusing on capital controls rather than on
decisions to relax trade barriers —the other “big dimension” of globaization”- have two advantages from a
research perspective. First, gathering data on change in levels of trade protection can be an extraordinary
difficult task, since governments use not only tariffs, but also very different instruments —as production
regulations- which are amost impossible to measure, to fulfill the same protection objective. Second, and
more substantively, very few studies using a political-economy approach have studied domestic factors
influencing levels of financial liberalization.

So the question is why and how governments have accepted this change and in many ways actually
prompted it. Two things may justify the relevance of the project. First, we should be able to understand why
liberalization® has tri umphed in recent times, in contrast with previous periods of less openness. This is a
puzzle that the political economy literature has not solved in a convincing and comprehensive way yet*. And
two, by the knowledge of the politica underpinnings of the internationaization process, we would aso be
better equipped to foresee future tendencies of this process.

Many may feel skeptical about the originality of the proposal. By no means this would be the first
investigation focused on the governmenta policies towards the level of openness of the economy. However, |
believe my proposd is origina and can fill an existing gap of this literature. Opening up a national economy
has two main dimensions: freedom of movements of capital and easing of trade barriers. Whereas the first has
been quite widely studied, the first one has been more neglected in the political economy literature. Besides,
there is some work done on the combined consequences of the two factors (Garrett 1996, 1998a, 1998b are
the clearer examples), but they are studied as independent variables.

A lot of work has been done, however, on the causes of trade liberaization and some on the origins
of financial openness’. Regarding financial openness, there is aso no convincing comparative study of how

! Hereafter, | will avoid to refer to thisterm given the different connotations —civilizational change, cultural convergence,... - that may
lead to confusion. Instead, | will use “economic internationalization” defined Smply as an easing of barriersto transnational movements
of the factors of production.

2 See for instance Cerny (1999), Kitschelt et al. (1999), Garrett (1998a, 1998b), Huber and Stephens (1998).

3 By thisterm | refer exclusively to the easing of international barriers. Its opposite is economic protectionism.

4 Milner (1999) reviews the different arguments, although she focuses on international trade.

5 Regarding trade, agreat bulk of research has been devoted to the study of internal factorsinfluencing US trade policy. Two main
arguments come out of this research. Firgt, the protectionist bias of the commercial policy isexplained in terms of collective action
problems. In short, the costs of import-competing groups are concentrated whereas the benefits of liberalization are dispersed along the



domestic variables may help to explain outcomes in terms of variation in capital controls. The little work that
has been done (Quinn 1997 and Quinn and Inclan 1997) is poorly theoretically elaborated. There are richer
contributions, but again they are focused in just some set of cases and end up being a little more that a
detailed description of national phenomena of liberdization (Haggard and Maxfiedd 1996, Helleiner 1994,
Underhill 1991).

Hence | believe there is a gap to be filled. A comparative analysis of the domestic dynamics
prompting or hindering economic openness has not been done. My proposal would be origina because
financial openness has not been studied as a dependent variable from a palitical-science perspective.

As | advanced, | am interested in giving a politico-economic account of the process of financid
liberadization. There are three type of explanations that | am interested in. One first way of thinking about the
reasons prompting governments to liberalize international capital flows is to turn upside down the classica
argument in the political economy literature (Cameron 1978, Katzenstein 1985, Rodrik 1997a) that links more
economic openness with a large role for the public sector in the economy through the “compensation
mechanism”. My argument here is that domestic characteristics that make compensation to those who are
likely too be “worse-off” because of the increased financid liberdization more (or less) feasible affects the
governments propensities to adopt such liberalizing policies.

A second causal mechanism does not redly lie in national specificities. | would like to test
empiricaly the impact of “diffusion effects’, that is, how decisions made by other governments affect the
costs and benefits of international closure and openness for a national government. Although thisisavariable
“externd” to domestic dynamics, an interesting question is how this exogenous forces are filtered by different
national politico-economic configurations.

A third element that has to be taken into account when referring to the palitica incentives and
congtraints that governments face when liberalizing movements of capital with other economies is the
“macroeconomic constraint”. As the well-known Mundell and Fleming's trilemma shows, it isimpossible at
the same time to have internationa capital mobility, autonomous monetary policy and a fixed exchange rate.
Following this argument, the costs and benefits of relaxing capital controls may vary a lot depending on the
existence of afixed rate regime. As Goodman and Pauly (1993) suggest, the decisions that governments make
under this circumstances are likely to depend on political reasons.

3 Methodology

How to operationalize the dependent variable? Thisis atask that | have not done yet, and | guessthis
is where | have to work in the following. Nonetheless, let me make some points on what are my intentions.
First, as long as my interest lie in governmenta decisions to open or close | need indicators of what these
decisions actualy are. Regarding capita controls, the IMF publishes every year an annual report on exchange
restrictions implemented by governments. Fortunately, Quinn (1997) has aready done the work of indexing
the IMF evauation on two scales. However, his time-sensitive database do not cover &l countriesin which |
am interested —and, | suppose, where the research would be more fruitful-, so afirst step to initiate this

I would like to have data for the more countries and time points as possible, since my intention isto
build a “high N” database that alows me to do statistical analyses in order to test the hypotheses | will
develop. Perhaps once the statistical work is done, by looking at the data | find some specific case that are
worth looking in more detail. Only after this first “macroview”, | intend to make a more case-study like
anaysis.

consumer popul ation. Departing from thisidea, a cons derable amount of work has devel oped the “endogenous tariff” literature. And
secondly, the research agenda focused on the American trade policy has also found some answersin the role of institutions and the
different way in which they aggregate interests. The main point here (Lohmann and O’ Halloran 1994) is that by all ocating the decis on-
making authority in the presidency, overall welfare considerations gained leverage, and state-based protectionist interest found much
more difficult to impose their preferred policy. In fact, the massive liberalization of US commercial policy took place after the delegation
towards the presidency. The problem with thisliterature isthat istoo focused in just one case, and it is only comparative acrosstime. To
my knowledge, no attempt has been made to trand ate some of these insights into a cross-national research of trade policies.
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