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t is important for Americans everywhere to take a little time to think
about trade issues, because trade affects
every aspect of our economic lives - from
our daily choices ofgoods and the prices we
pay, to our individual and national net
worth. We certainly should make the
effort to understand, so that we can fairly
judge the barrage of criticisms and claims
being made in the name of either "free
trade" or protectionism. I hope to add to
your perception of this topic.
For most nations since the beginning of
history, trade has been a necessity. For all
nations trade permits people to become
more productive through specialization
and to buy a wider variety ofgoodsatlower
prices.
Nations which have tried to be too selfsufficient have had to settle for lower
standards of living for their people. Trade
often forms a bridge between countries in
different political worlds, for example,
between capitalist and communist
countries, and between countries of
different economic status-such as
developed and developing countries.
The issue today is how the United States,
or any country, can enjoy the benefits of
world trade-jobs for exporters and
importers and lower prices for consumerswhile maintaining a degree of legitimate

protection for vital industries and
providing viable alternatives for workers
displaced by imports. That's what I want to
explore with you today.

Protectionist laws invite retaliation.
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he United States is the world 's largest
trading nation. Because of the relatively huge size of the U.S. economy,
however, foreign trade is a smaller fraction
of total production and consumption in
the United States than it is for any other
non-Communist country. The relative
importance of foreign trade to the United
States has been increasingdramatically and
this growing interdependence with the rest
of the world results from several factors:

percent of total private sector employment
is directly or indirectly export-related. For
every job directly involved in producing
items for export, almost one more job is
involved indirectly.
Our high level of exports is made
possible in large part by our imports. If the
rest of the world could not sell to the
United States, most countries would be
hard pressed to find alternative markets for
their goods, and their foreign earnings
would be reduced. Their ability to import
from the United States would fall, and our
export industries would suffer. Many
imports, particularly of raw materials, are
absolutely essential to American Industry.
The 1973 oil embargo made clear to all
Americans the importance of imports to
the American economy.
At this point let me give you scenarios of
both points of view.

Protectionism'
in the Free
Trader's Eyes:
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1. -Our dependence on foreign
sources for our petroleum needs has
skyrocketed.
2. -The rapid growth of western
Europe and Japan has created
competition for many U.S. products, but also provided additional markets for our goods, particularly high-technology items.
In terms of employment, about 8

hen an economy gets sick, it wants
to withdraw from the world. A
protectionist psychosis sets in. The invalid
retreats into the house and locks the doors
and windows and pulls the shades.
Hypochondriac, jittery, paranoid, the
economic system settles down to feed
upon its own inadequacies. It sits in its
slippers by the cold furnace and thinks
about how well it used to make things, long
ago. It disconsolately guzzles Old SmootHawley, far into the night. Then it passes
out. Another economy gone, as defunct as
a Mayan civilization.

The logic of protectionism is degenerative. It pitches economics
toward a medieval and even tribal
fragmentation.

The
Protectionist's
Happy Dream:

T

he prospering American family gathers
at its bright windows to peer outside.
There, in the dusk, the streets are clogged
with trade-crazed foreigners, Brazilians
burdened down with shoes, Koreans with
shirts, Japanese revving their Hondas. The
foreigners wail and gnash their teeth as they
hurl their inventories against the
impenetrable American trade barriers.
The American economy waves smugly to
the rest of the world, then settles in to savor
a bit of roast beef and full employment.
Both visions are fantasies, but the first is
closer to the truth. Unfortunately, the
months of recession and traumatic
unemployment have begun to attract many
Americans to the second vision, the protectionist illusion.

We have no mission ofmediocrity.
The impulse to protect American products by tariffs and other means begins to
seem irresistible. Politics comes lumbering
along.
The famous Smoot-Hawley Tariff Act
of 1930 set up the highest general tariffrate
structure that the U.S. had ever had. One
nation after another retaliated. The tariffs
helped deepen the Great Depression
worldwide and thus at least indirectly
brought on World War II. Protectionists
say that was an extreme case. No one wants
to go back to Smoot-Hawley. No-but
protectionists today want subtler, more
modulated laws.
Free trade is a theoretical ideal. All
trading nations protect themselves, more
or less. West Germany is the nation that is
most open, closely followed by the U.S.
France is more protectionist than the U.S.
Almost everyone except the Japanese
regards the Japanese as the most
protectionist, given to such elaborate nontariff barriers as the superzealous customs
check and a cohesive, even collusive,
partnership between business and
government.
The real question, a hard and unsettling
one, is whether the U.S. will yield to
political temptation and become much
more deeply protectionist than it is now. If
it does, the U.S., and the world economy,
could be devastated. The principles offree
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trade remain essentially valid; the logic of
rotectionist laws can indeed give
protectionism remains beguiling and
short-term relief to some targeted inessentially self-destructive.
dustries. But protectionism amounts to a
The lineup at the protective window gets subsidy that is financed by the U.S.
longer and longer! Autos, lumber, cement, consumer and other U.S. industries.
roses, textiles, steel (and on and on). The Furthermore, Newton's third law of
American machine-tool industry recently motion (the one about every action having
joined the lineup of those seeking an equal and opposite reaction) applies in
protection from foreign competition. The international trade. Protectionist laws
industry has been seriously hurt by the invite retaliation. The logic of protectionrecession and by imports of cheaper or ism is degenerative. It pitches economics
better machine tools from]apan and other toward a medieval and even tribal
countries. Since machine tools are fragmentation.
essential to a growing U.S. economy and to
its defense, the toolmakers argue, import '1apan-bashing" has reached the
restrictions must be imposed so that the end
its useful life.
domestic industry can survive and supply
other U.S. manufacturers with the
We must encourage innovation in our
equipment to modernize and expand.
industries. The dollar is overvalued, which
It is a seductive but wrongheaded hurts the American cause. ~U.S.
argument. Import restrictions on cheaper strategy should continue to be the bri~
or better tools would mean that the down of foreign barriers that unfairly
domestic industry would no longer be hinder exports. It is a delicate game. The
forced to match foreign competition. This threat ofnew protectionist measures by the
would mean the U.S. manufacturers who U.S. can sometimes be used to induce other
buy machine tools would have to make do nations to drop their barriers, which are
with more expensive, less sophisticated or often insufferably high. Yet the enactment
less efficient American machine tools. of those measures could be ruinous.
The terms themselves-free trade and
Inevitably, those American manufacturers
would produce more expensive, or less protectionism-have become inert and
modern, products. Their competitiveness somewhat pointless. The best approach is
would suffer. They would lose sales both in one of subtle, intelligent and infinitely
the U.S. and abroad. Then those imaginative flexibility. The U.S. has its
manufacturers would also be traveling to responsibilities as the economic power of
Capitol Hill to demand protection against the world. But it can still negotiate and
"unfair" foreign competition.
persuade and improvise in the cause of its
enlightened, aggressive self-interest.
In dealing with our economy, more
We have no mission of mediocrity. We
is in question than just prosperity. can and must improve the well-being ofour
are people. We must stand up for principles of
Ultimately, peace and
trade expansion through freer markets and
at stake.
greater competition among nations.
In dealing with our economy, more is in
Moreover, there's a growing conviction
here that U.S. machine-rool makers' question than just prosperity. Ultimately,
biggest problem may be not the Japanese peace and freedom are at stake. The United
but themselves. A Commerce Department States took the lead after World War II in
study last year showed the U.S. industry creating an international trading and
too fragmented and disorganized to financial system that limited government's
compete effective! y against foreign ability ro disrupt trade. We did this
producers. The study also found that because history has taught us the freer the
American manufacturers have failed ro flow of trade across borders, the greaterrhe
make the investments needed to move world economic progress and the greater
strongly into computer-controlled the impetus for world peace. But the
machine rools, in which Japan is the leader. deterioration of the free world and U.S.
Indeed, many American machine-rool economies in the 1970s led to the decline
users contend thatJapanesemanufacturers of Western security and the confidence of
simply make better products and market the people of the free world.
them more aggressively than the U.S.
companies do.

of

freedom

However, too many otherwise free
nations have adopted policies of
government intervention in the marketplace. Many people began thinking that
equity was incompatible with growth. And
they argued for no-growth societies, for
policies that undermined free markets and
comprised our collective security.
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Ow, I do not mean to minimize the
problems that we face. For a quarter
of a century after the second World War,
we exported more goods each year to the
rest of the world than we imported. We
accumulated a surplus of funds which was
invested at home and abroad, and which
created jobs and increased economic
prosperity. But during the past decade, we
began importing more than we were
exporting. Since 1976, imports have
exceeded exports every year. And our
trade deficit is expected to rise sharply in
this year.

90 percent of American manufacturers do not export at all.
Wealth, however, is created, in the
hearts and minds of entrepreneurs across
Main Street America. We have to outplan, out-produce, and out-sell this
nation's competitors.
We need jobs. Yes! Well, one ofthe best
job programs wecan have is a great national
drive to expand exports.
The potential for growth is enormous.
We have barely seen the tip ofthat iceberg.
Four out of five new manufacturing jobs
created in the last five years were in exportrelated industries. And yet 90 percent of
American manufacturers do not export at
all. Tens of thousands of U.S. producers
offer products and services which can be
competitive abroad. Many of these are
small- and medium-sized firms.
We must enhance the ability of U.S.
producers and industries to compete on a
fair and equal basis in the international
marketplace; work with our trading
partners to resolve outstanding problems
of market access, and to chart new
directions for free and fair trade in the
products of the future.
There isagreathueandcryfor us to bend
to protectionist pressures. When we did
that once before in this century, something
called Smoot-Hawley, we lived through a
nightmare. World trade fell by 60 percent,
contributing to the Great Depression and

to the political turmoil that led to World
War II. We and ourtrading partners are in
the same boat. If one partner shoots a hole
in the bottom of the boat, does it make
sense for the other partner to shoot
another hole in the boat? There are those
who say yes and call it getting tough. Better
to refer to it as getting wet-all over.

Free trade can only survive if all
parties play by the same rules.
We must plug the holes in the boat of
open markets and free trade and set sail
again in the direction of prosperity. No
one, no one should mistake our
determination to use our full power and
influence to prevent anyone from
destroying the boat and sinking us all.
There's a fundamental difference between
positive support of legitimate American
interests and rights in world trade and the
negative actions of protectionists. Free
trade can only survive if all parties play by
the same rules. We must ensure equity in
our markets, defending workers in
industries from unfair and predatory trade
practices. That's not protectionism. It's
legitimate action under U.S. and
international law.
What the proponents of this bunker
mentality never point out is that the costs
of protectionism for one group of workers
are always passed on to another group
down the line. And once such legislation is
passed, we are the target for foreign
retaliation. We would buy less from our
partners. They'd buy less from us. The
world economic pie would shrink.
Chances for political turmoil would
increase dramatically.
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xpanding trade is also the answer
to our most pressing international
financial problem-the mounting debt of
many developing countries. Without the
opportunity to export debt-troubled
countries will have difficulty servicing,and
eventually reducing, their large debts, of
which our banks hold much.

Shouldn't 4 year-olds, like
auto purchasers, be forced to buy
American?
The great economic strength of this
country still lies in invention and
innovation, in allowing American
consumers to have the widest possible

range of goods and prices, in helping the
developing nations to become our own
good customers. It does not lie in the longterm protection of fossilized techniques
and inefficient industries. Free trade is a
difficult principle to uphold in the midst of
a recession, but it will be even more
difficult - if not impossible - to return to
prosperity without it.
Once in a while, (fortunately, or
unfortunately - depending on the point of
view) members of the Congress have to
decide whether they are ambassadors from
their regions or representatives of the
nation, and trade policies are now putting
this hard dilemma before every member of
the House of Representatives and the
Senate. "Japan-bashing" has reached the
end of its useful life.

What the proponents of this
bunker mentality never point out
is that the costs of protectionism
for one group of'WOrkers are always
passed on to another group do'Wl1.
the line.
Now allow me to finish with a
hypothetical tongue-in-cheek situation
involving Smurfs! You know Smurfs.
Smurfs are foreign. They are the invention
of Pierre Culliford, a 54-year-old Belgian
cartoonist. Their success has obviously
cost American cartoon creators some
sales - and in an industry traditionally
dominated by Americans. The obvious
remedy is a variation on the local-eontent
law sought for the auto industry by the
United Auto Workers. Smurf and other
foreign-designed cartoons and products
should be required to include certain
percentages of American characters and
symbols. This will tend to increasejobsand
royalties for American toy workers and
cartoonists. Perhaps it will even prevent
things like the layoffs of Star Wars
workers.
Some will call this protectionism. Some
will say that other nations will retaliate to
the detriment of the nation that has
produced Mickey Mouse, Snoopy and
Strawberry Shortcake. Should we listen to
these counsels of fear? Shall we let
foreigners sell products in this country that
American consumers want to buy?
Shouldn't 4 year-olds, like auto
purchasers, be forced to buy American?

