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Protectionism ultimately
takes money out of
every American's pocketand costs jobs

Why Free Trade Works
Condensed from THE FREEMAN

THOMAS J. DILoRENZO

D

ISAGREEMENTs among economists are legendary, but not
on the issue of free trade. A
recent survey of prominent economists-both conservative and liberal-concluded that "an economist
who argues for restricting international trade is almost as common
today as a physician who favors
leeching."
Why the consensus? International free trade, economists agree,
makes possible higher standards of
living all over the globe.
The case for free trade rests
largely on this principle: as long as
trade is voluntaly, both partners benefit; otherwise they wouldn't trade.
The buyer of a shirt, for example,
values the shirt more than the money spent, while the seller values the
money more. Both are better off
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because of the sale. Moreover, it
doesn't matter whether the shirt
salesman is from the United States
or Hong Kong (or anywhere else).
The vast majority of American
manufacturers face international
competition. This competition forces
companies to improve quality and
cut costs. By contrast, protectionism
encourages monopoly, lower quality and higher prices.
Americans pay an enormous price
for protectionism-over $60 billion
a year, or $1000 for a family offour.
Thanks to protectionism, for example, American consumers pay twice
the world price for sugar.
Free trade also makes the world
economy more efficient, by allowing nations to capitalize on their
strengths. The United States has an
advantage in food production, for
instance, while Saudi Arabia has an
advantage in oil. The Saudis could
undertake massive irrigation to be-
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come self-sufficient in food, but it is
more economical for them to sell oil
and purchase food from us. Similarly, we could become self-sufficient in petroleum by squeezing
more out of oil shale. But it is much
less costly to buy some of our oil
from Saudi Arabia. Trade between
our two countries improves the
standard of living in both.
Protectionism is both wasteful
and unjust. It taxes most heavily the
people who can least afford it. Thus,
tariffs that raise the price of shoes
burden the poor more than the rich.
Despite the powerful case for
free trade, the United States and
the rest of the world have al ways
been protection ist to some degree.
This is because free trade benefits
the general public, while protectionism benefits special-interest
groups, which are better organized,
better financed and more informed. To make matters worse,
much of what we hear on this issue
is misinformation spread by the
special interests themselves. Here
are some of their well-crafted myths:
Myth No.1: Imports (and trade
deficits) are bad; exports (and trade
surpluses) are good.
In recent years, Congress has
used our foreign-trade deficit as
justification for protection. But importing more than we export is not
necessarily bad. During the past
decade, the U.S. economy grew
faster than that of almost any other
country. This means that American
purchasing power also grew comparatively faster. It is not surpris-

ing, therefore, that imports have
surpassed exports. Another factor
to consider is that more than half of
all these imports are capital goodsmachinery and equipment. It is a
sign of economic expansion that
the United States is increasing its
purchases at home and abroad,
even though this adds to the trade
deficit. The balance-of-trade argument is just another weak excuse for special-interest trade
restrictions.
Myth No.2: Being a ''debtor nation" is economically harmful,
That foreigners invest more in
the United States than we invest
abroad can, in fact, be beneficial to
us. The new Nissan plant built by
the Japanese in Tennessee, for example, provides jobs, makes the
U.S. auto industry more competitive
and stimulates economic growth.
Indeed, the United States has
been a debtor nation throughout
much of its history, including from
1787 to 1920, when we experienced
the most rapid economic growth in
world history.
Alarm over becoming a debtor
nation is illogical. Protectionists
complain that too much money is
leaving the country (since we're
importing more than we're exporting); but then, when the same money returns to the United States as
foreign investment, they complain
that too much money is coming in.
They can't have it both ways.
Myth No.3: Imports are destroying
American jobs.
This myth has a grain of truth in
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it. Buying Japanese cars may
threaten jobs in the American auto
industry. But in our economy as a
whole, free trade creates jobs by
reducing prices and leaving more
money in the pockets of consumers.
Increased consumer spending, in
turn, stimulates production and
employment throughout the economy. By contrast, higher prices in a
protected industry cause consumers
to cut back on their purchases,
which will lower employment in
that ind ustry.
While protectionism may temporarily save jobs in one industry, it
usually destroys even more jobs elsewhere. Because of protectionism in
the steel industry, the price of that
commodity has risen faster here than
abroad, hurting U.S. companies that
must buy American steel. Thus, protecting steel creates unemployment
in steel-using industries.
It is particularly telling that as
our trade deficit has grown, so has
employment. Between December
1982 and October 1988, the unemployment rate dropped from IO.5
percent to 5.3 percent. By contrast,
under the trade surpluses of the
1970s, unemployment rose.
Myth No.4: As a result of intemational competition, U.S. manufacturing is declining.
Manufacturing output today is
24 percent of our gross national
product, compared with 25 percent
in 1950. Moreover, manufacturing
output and employment are at their
highest ever. The composition of
employment and output has

changed, as it always does in a
dynamic economy. But overall, the
United States is not "de-industrializing." This is a hoax fostered by
special interests.
Myth No.5: Many newly created
American jobs are low-paying and
menial.
The U.S. Department of Labor
recently examined this claim and
found that it was not accurate. In
fact, of the 2.35 million additional
jobs created between October 1987
and October 1988, some 55 percent
were classified as "managerial and
professional," the department's
highest classification.
Myth No.6: Cheap foreign labor IS
an unfair advantage.
It is often said that if, say, textile
workers in Singapore are paid under $2 an hour, the American textile industry, which pays nearly $9
per hour, cannot survive without
protection. But labor costs aren't
the only factor in international
trade. If they were, the United
States would export almost nothing, since U.S. wages overall are
among the world's highest. Higher
productivity-resulting from improved technology and trainingcan make up for higher wages. So
can cheaper raw materials, superior
design and many other factors.
Finally, why is it unfair for
American consumers to enjoy lowerpriced goods produced in low-wage
countries?
Myth No.7: Protection is necessalY
to counteract dumping.
Numerous laws prohibit foreign
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manufacturers from dumping
products in the United States at
prices below cost. But temporary
underpricing is a common business
practice, Pizza parlors, for example, typically offer two-for-one specials to develop a clientele. We
seldom accuse the local pizza parlor
owner of dumping-probably because we recognize the benefits of
such competition,
Foreign governments are often
said to subsidize their manufacturers so they can underprice U.S.
firms. But that is no reason to
punish American consumers. Such
subsidies constitute a gift to us from
foreign taxpayers. Moreover, the extent of these subsidies has been exaggerated, In Japan, for instance, while
the government does subsidize
some business investments, this assistance amounts to a tiny fraction
of gross domestic investment, and
most of it goes to agriculture.
Protectionists also claim that
dumpers mean to monopolize
American industries by driving out
the competition with low prices.
There have been no documented
examples of such monopolization,
however-and for good reason.
Any manufacturer who charged
monopolistic prices would soon attract fierce international (and domestic) competition. Companies that
accuse competitors of dumping are
simply. unwilling to lower their
own pnces,
Myth No.8: Temporary protection
is needed to "buy time" and adjust to
competition,

Temporary trade relief is like
being a little bit pregnant. The
textile industry was given "temporary" trade relief 25 years ago and is
still being "relieved." In the long
run, such relief can actually stifle
innovation. Why invest in technology when it's cheaper to lobby for
more protection?
The Congressional Budget Office
studied protectionism in the textile,
steel, footwear and auto industries,
and concluded that "protection has
not improved the ability of domestic
firms to compete with foreign producers." Indeed, investment often
declined under protection, causing
the industries to fall even further
behind the competition.
Such evidence also gives the lie
to the "military might" argument.
Supposedly, if an industry is important to national defense, it should
be protected from international
competition. But since protection
discourages innovation, in the long
run it will weaken national defense
by weakening industries that the
military relies upon.
Myth No.9: We should restore a
"level playing field" by erecting trade
ban'iers against countries that have
barriers againsi us.
Japan, for example, vigorously
protects its rice-production industry, which is small and inefficient.
Consequently, the Japanese have to
pay as much as ten times more for
domestic rice than if they were able
to buy it on the world market. For
us to protect inefficient U,S. industries in this manner would be cut-
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ting off our nose to spite our face.
Just because other governments
harm their citizens by erecting
trade barriers is no reason why
American consumers should be
similarly penalized.
Furthermore, such retaliation
would be hypocritical, since American restrictions on foreign imports
are often already greater than foreign restrictions on U.S. imports.
The American auto-parts industry
is currently lobbying for elimination of inequitable trading practices giving Japanese suppliers an
unfair advantage. In fact, Japan
has not imposed government quotas or tariffs on American auto
parts, even though Japanese producers are subject to our tariffs
when exporting to the United
States,
What the Japanese auto makers
have done, however, is impose high
standards of quality on all their
parts suppliers, and this has drawn
complaints of unfairness from
those U.S. suppliers who cannot, or
do not wish to, compete. The U.S.
parts suppliers who are prospering
in the Japanese market are not in
favor of protectionism.
Trade retaliation is also a dangerous game, The 1930 SmootHawley Tariff Act spawned an international trade war that helped

precipitate the Great Depression,
Dozens of countries responded to
the tariff by erecting trade barriers
to American goods. The value of
trade imports in the 75 most active
trading countries plummeted, driving the world economy deeper into
economic misery,
Myth No, 10: Protectionism benefits union members.
This is probably true in the
short run. Because of protectionism, unions have at times prospered
from high wages and featherbedding rules. But when international
competition finally seeped in, as it
usually does, American industries
found themselves at a severe disadvantage. They lost market share,
laid off thousands-and union
membership declined dramatically.
It is no coincidence that some of
America's most lethargic unionized industries-steel, footwear,
rubber, textiles-are also among the
most heavily protected.
may provide shortterm benefits to special interests,
but at much greater costs to the rest
of society. Trade barriers only postpone the necessary adaptations to
economic change. Because they are
inefficient, inequitable and counterproductive, they should not be
imposed,
PROTECTIONISM
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