
Protectionism vs. Free Trade .................... ................................ 
Regular readers of the financial pages over the last nine 
years have found “specter of protectionism’’ a constant 
rcfrain. Protectionism is a bad word, something that 
“rears its ugly head“ or “creeps,” as in ”creeping protec- 
tionism.” Like socialism or fascism, protectionism is 
always to be ahhorrcd as illiberal, reactionary, back- 
ward-looking, nationalistic, or self-defeating. 

Despite these schoolmarmish condemnations, from 
time to time quite a few respectable Americans are 
forced to defend protcctionism. Such luminaries of lib- 
eral thought as Michael Blumenthal, former Treasury 
secretary, and Anthony Solomon, now head of the New 
York Federal Reserve, erected a series of trigger prices 
in 1978 that restricted steel imports. More recently, 
Secretary of Transportation Drew Lewis and U.S. trade 
representative Bill Brock have continued the call for 
protcction of the auro industry initiated by their prede- 
cessors, Neil Coldschmidt and Robert‘. Straus. Today 
protectionism is out of the closet and bipartisan, right 
thcrc on the Potomac. 

The general argument against protectionism is that it 
is inefficient and, most of all, unfair to the consumer 
bec;lusc i t  causes higher prices. Manufacturers, we are 
told, arc profit hounds, sccking to use protection for 
their own benefit. Industries requiring protection 
should bc allowed to die because they arc incfficient. 
Worse still, whcncvcr onc industry receives protection, 
other industries clamor for it. Soon creeping protcction- 
ism will engulf us in economic nationalism. 

The argument for free trade rests on three often 
unstated assumptions: first, that we live in or ought to 
live i n  a world whcrc all nations practice free trade: 
second, the global market really reflects the most effi- 
cient utilization of resources; and third, all capital and 
employment lost through free trade will be utilized in 
more efficient industries. I n  fact most imports of manu- 
factured goods are limited in Europe, and obstacles to 
imports are legion i n  Japan and thc whole Third World. 
Moreover, the free trade argument fails to reflect a 
world market where prices of, for cxamplc, oil, alumi- 
num, chocolatc, rubber, tin, and sugar are fixed by buy- 
er or seller cartcls or cven by international agreements. 
The world market docs not exist as the textbooks say it 
should. Finally, the idea that equipment or people 
employed in one area can be freed for use in others is 
simplistic. For evidence one need only visit Pittsburgh, 
Youngstown, Cleveland, or Detroit. 

The trouble with the free trade argument is that it 
confuses “is” with “ought.“ This raises yet another 
aspect of the issue: Free trade is tolerable only if there is 
sufficient peace to make national self-reliance unneces- 
sary. It is ridiculous to permit industries such as air- 
craft, electronics, autos, or shipbuilding to disappear 
from the American Scene on the assumption that peace 
will endure. In a dangerous world no nation can allow 
its industrial base to be coopted by another country that 
might be hostile or inacccssiblc in wartime. 
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Given these realities, why do so many influential 
Americans favor free trade? The fact is that no one, not 
cven those calling for protection in the auto or steel 
industries, sees protectionism as an alternative to the 
free trade ideal. At best it is viewed as a lesser evil, a 
short-term palliative necessary to allow adjustments in 
short-term problems. Protection affords an industry or a 
nation time to make adjustments to real changes in 
world markets. It gives a nation time to test’thc depth of 
peace before sacrificing the self-reliance it would need 
in event of war. As such, protectionism’s presence is a 
corrective, a healthy responsc to purc thcory. 

Perhaps more than any other American industry the 
auto industry is aware that the world economy is not 
free. In testimony before the Senate Finance Commit- 
tee’s Subcommittee on Trade last March, David 
McCammon, vice-president of the Ford Motor Compa- 
ny, noted that Western Europe limits imports of 
Japanese cars to IO per cent of its own market. Were the 
U.S. to follow Europe’s lead, imports of Japanese cars 
would plunge to 1 million from the 1980 level of 1.9 
million. 

Perhaps the strongest case for protectionism k i n g  
made by the industry is the fact that it now is costing 
over $3 billion in benefits to support 200,000 unem- 
ployed auto workers and over a million unemployed in 
ancillary industries. The auto industry maintains that 
by reducing Japanese imports to the 1 million unit lev- 
el, 67,000 auto workers and 178,OOO employees of ancil- 
lary industries would .be returned to work and to the 
tax rolls. It is argued that in five years the auto industry 
would earn enough ($5.6 billion) to offset its 1979 and 
1980 losses. 

While the auto industry undoubtedly needs time, in 
the form of protection, to get itself back on stream, 
there is a fourfold risk in adapting the five-year propos- 
al. The first issue is whether protectionism would serve 
to‘put the industry back on its feet or merely to give 
automakers a chance to soak consumers. The second big 
unknown is how Japan, already closed out of Europe, 
would cope with a 50 per cent loss of its U.S. business. 
Another concern is whether other U.S. industries 
would demand equal protection. And the final worry is 
that U.S. auto protectionism could embolden other 
nations to enact similar protectionist measures. 

In a report issued last January, outgoing Secretary of 
Transportation Neil Coldschmidt pointed out the cru- 
cial role the auto industry plays in the nation’s overall 
industrial basc: “One out of every six jobs in America is 
related to the auto industry ... which uses 21 per cent of 
the nation’s steel output, 60 per cent of its synthetic 
rubber, 11 per cent of the aluminum, 25 per cent of thc 
glass and significant percentages of plastics and elec- 
tronics.” In his cover letter to Carter, Goldschmidt 
asked: “Can we accept a permanent shrinkage of this 
country’s industrial base if the auto industry is 
reduced?” The question is critical. If the U.S. were to 
lose a significant part of its industry, what would 
replace it! It is this reality and the concrete questions 
behind it that free traders often ignore, and it is because 
they have no answers that protectionism is on the 
rise. 
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