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EXECUTIVE SUMMARY

he long-standing bipartisan consensus in
favor of free trade in the United States has
unraveled as the nation’s commitment to the
multilateral trading system is increasingly
subordinated to inward-looking ideological priorities. Like
all forms of market competition, trade can be disruptive for
some companies and workers, and various trade agreements
may require updating to address both an increasingly
authoritarian China and the 21st-century global economy.
Nevertheless, both the seen and unseen economic benefits
that free trade has delivered to countless individuals,
businesses, and communities in America are undeniable and
irreplaceable. Furthermore, the lone alternative to free
trade, protectionism, has repeatedly proven to impose high
costs for minimal benefits. In short, the case for free trade
is an economic no-brainer.
That case is not just grounded in economics. Free trade is a
critical foreign policy tool that promotes peace and coopera-

tion, and it remains a pillar of the liberal international order.

Free trade is also moral: as Adam Smith observed, humans
are “an animal that bargains,” unique in our ability to
prosper through commerce. Government restrictions on
these natural and voluntary transactions—whether across
or within national borders—enrich a privileged few at the
expense of all others, especially the poor. Trade also enriches
and empowers the world’s poorest and most vulnerable
people, especially women and children who once lived in
unspeakable conditions.

Finally, China represents real challenges, but dealing
with it does not warrant abandoning free trade. Instead,
historical and recent evidence demonstrate that China’s
economic threat to the United States has been exaggerated,
that aggressive unilateralism will prove less effective in
influencing the Chinese government’s behavior than
multilateral engagement, and that the United States will
be better positioned to respond to a rising China if it
embraces the openness and confidence that made America

an economic powerhouse.
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INTRODUCTION

Free trade is under greater attack today than it has
been in decades, especially in the United States. Despite
continued public support for foreign trade and globaliza-
tion generally (even during the height of the COVID-19
pandemic), a bipartisan cadre of American politicians,
pundits, and policy wonks are increasingly skeptical of, or
downright hostile to, the long-standing consensus in favor
of trade liberalization.! In fact, the Biden administration’s
reluctance to remove former president Trump’s tariffs or
to pursue new trade agreements has signaled to many that
the era of trade liberalization is “over.”> Once the most
ardent proponent of free trade and the architect of the
multilateral trading system, the United States has subor-
dinated its commitment to these ideals to concerns over
national security and the people and communities “left
behind” by our modern and globalized world.

This paper explains why the current skepticism of free
trade remains misguided—even as some of its justifications
have changed. Like all forms of free-market competition,

international trade inevitably disrupts some American

companies and workers—and, by extension, their surround-

ing communities—that, through government protection,
formerly had the U.S. market to themselves. China’s eco-
nomic model, authoritarian government, and geopolitical
ambitions represent an unprecedented challenge for both
the United States and the global trading system. And com-
plicated, corporatist rules in trade agreements—usually
prompted by special interests during the negotiations—are

indeed worthy of criticism.

“The economic, political, and
moral case for free trade is as
strong today as it was when
Adam Smith penned The Wealth
of Nations almost 250 years ago.”

Yet even accounting for these and other issues, the eco-
nomic, political, and moral case for free trade is as strong
today as it was when Adam Smith penned The Wealth of
Nations almost 250 years ago. The benefits of trade and

globalization are both undeniable and irreplaceable. Just as

importantly, the alternative to free trade—protectionism—
would not only fail to resolve concerns of trade skeptics, but
also impose new political and economic burdens while mak-
ing us all poorer and less safe in the process. And, far from
undermining these conclusions, the events of the last few

years have only reinforced them.

WHY FREE TRADE REMAINS
THE RIGHT POLICY CHOICE

The Economic Case

Contrary to common descriptions of trade as transac-
tions between nations (or even something that one country
does to another), in reality it is millions of daily economic
exchanges voluntarily undertaken by individuals across
national borders. These international exchanges—Ilittle dif-
ferent from ones made between U.S. cities and states—make
us richer in real terms by enabling us to consume more (in
both quantity and variety) and work less, while improving
broader economic growth and innovation in the process.
“Free trade” simply gets the government (i.e., tariffs and
nontariff barriers) out of the way.

The most direct benefit of free trade accrues to consum-
ers who can access goods and services at lower prices and
in greater varieties—gains that come from not only foreign-
made items, but also from similar domestic items that are
now forced to compete with imports on price or quality.
Numerous studies show that trade’s consumer surplus is far
more significant than a few cents on the proverbial cheap
T-shirt. For example, a 1993 United States International
Trade Commission (ITC) report estimated that “significant”
import barriers in 1991, which were substantial because they
preceded most trade agreements, cost American consumers
$11.6 billion ($23.1 billion in 2021 dollars), primarily through
higher prices.? The ITC also has found that consumers saved
$13.5 billion in 2014 ($15.45 billion in 2021 dollars) due to tariff
reductions negotiated in U.S. bilateral trade agreements.*

More recently, economists have found that falling prices
caused by Chinese imports into the United States during the
2000s generated hundreds of thousands of dollars in con-
sumer benefits for each American job potentially displaced
by that import competition—the equivalent of giving every

American “$260 in extra spending per year for the rest of



their lives.”® Similar gains occur outside the United States:
European consumers, for example, save €60 billion per
year from lower tariffs resulting from the European Union’s
entry into the World Trade Organization (WTO).® Studies
also uniformly find that these benefits—again contrary to
the conventional wisdom—tend to most aid the poor and
the middle class, who have tighter budgets and concentrate
their spending on tradable sectors (e.g., food, clothing, foot-
wear, or consumer electronics).’

The consumer gains from trade—our consumer sur-
plus—are a big reason why Americans today work far fewer
hours to own more and better essentials than at any prior
time in U.S. history.® Indeed, Dartmouth economist Bruce
Sacerdote finds that lower-income Americans’ overall
consumption (adjusted for inflation) increased by 62 to
164 percent between 1960 and 2015, not fully accounting for
improvements in quality (which for some items, such as cars
and homes, have been substantial).” In other words, today
poorer Americans can consume about twice as many goods
and services as their 1960 counterparts, and expanded inter-
national trade is undoubtedly a big reason.

Free trade also produces broader benefits for the American
economy. The classic model of comparative advantage teach-
es that all countries, even those that are highly industrialized
and productive, are made better off when their citizens spe-
cialize in the goods and services that they can produce most
efficiently and then trade for the things that they produce less
efficiently.” Thus, and somewhat counterintuitively, national
welfare is maximized when two countries specialize in what
they do best and trade with each other, even when one
country has an absolute advantage over the other in all types
of production. The overarching insights of this model (and
subsequent ones that build off it) are that a country’s removal
of trade barriers will benefit not only its consumers but also
its most productive industries and workers, and that, while
liberalization might disadvantage other domestic parties in
the short term, the nation as a whole and over the longer term
will experience greater gains than under a policy of autarky
(or any policy between these extremes)."

These insights are admittedly theoretical but make
intuitive sense: U.S. companies could produce clothes that
are instead imported from Guatemala and Vietnam, but
doing so would require devoting finite human and material

resources to those lower-productivity enterprises instead

of to more innovative and profitable enterprises like
aerospace manufacturing or software engineering. Thus,
the United States benefits by harnessing its compara-
tive advantages and devoting its resources to producing
advanced, capital-intensive goods or skill-intensive
services and then importing more-basic products at
relatively cheaper prices. We each adopt similar practices
in our own lives, choosing to buy food, clothing, or other
items with money earned from working in a job to which
we are better suited. And just as we avoid making every-

thing ourselves, so should the country.

“International exchanges—
little different from ones made
between U.S. cities and states—
make us richer in real terms by
enabling us to consume more
(in both quantity and variety)
and work less, while improving
broader economic growth and
innovation in the process.”

Of course, reality differs from simple economic models. Pro-
duction is fragmented across multiple countries, and trade in
intermediate inputs is as important as (if not more than) trade
in final goods."* Nontradable services like construction are a
large share of the economy, while other services are increas-
ingly traded—especially in digital form. (Around 35 percent
of U.S. exports in 2019 were services.)”® Nevertheless, com-
parative advantage remains important for understanding the
trade patterns that are discernible throughout the world and,
most importantly, for understanding that countries gain more
by embracing, rather than rejecting, globalization. These gains
occur through several channels.

First, trade benefits a wide range of American compa-
nies, including those in manufacturing. Most obviously,
domestic companies and farmers gain financially from
exporting their products: total exports of goods and
services hit almost $2.5 trillion in 2019 ($2.65 trillion in
2021 dollars)—$1.6 trillion in goods and $876 billion in
services ($1.7 trillion and $928.5 billion in 2021 dollars,



respectively)—and the United States was the world’s
second-largest goods exporter and largest services export-
er that year."

American companies also benefit from imports, either by
moving/selling foreign-made items in the United States or
by using them to produce other things. For instance, total
value-added in wholesale trade, retail trade, and trans-
portation and warehousing was more than $3.1 trillion in
2019 ($3.3 trillion in 2021 dollars)—output that in many
cases (e.g., from Gap or FedEx) wouldn’t exist but for global
trade.” On the latter activity, domestic firms gain from hav-
ing unfettered access to goods and services from around the
world. As the disruption induced by the Trump administra-
tion’s tariffs and the COVID-19 pandemic has made clear,
American companies often rely on imports and global sup-
ply chains.'® When trade restrictions raise the price of steel,
aluminum, semiconductors, machine parts, or other essen-
tial inputs, American firms that use these items—firms that
typically produce more-advanced products (e.g., aircraft or
automobiles) and employ more workers than their upstream
counterparts (e.g., steel or aluminum producers)—must

absorb these costs, raise prices, or seek alternate suppliers."”

Figure 1

Historically, manufacturing inputs—products that boost
American manufacturers’ global competitiveness—
constitute about half of all goods imported into the United
States. As Figure 1 shows, this trend continued to hold in the
last year before the onset of the COVID-19 pandemic.

Furthermore, American companies benefit from foreign
direct investment—dollars that overseas investors acquired
from foreign sales of goods and services to U.S. consumers.
(The flipside of the trade deficit is an equal surplus amount
of foreign capital entering the United States.) Total foreign
direct investment assets (“stocks”) in the U.S. manufactur-
ing sector alone hit $1.8 trillion in 2019 ($1.9 trillion in 2021
dollars), and majority-owned affiliates of all foreign multi-
national companies contributed $1.1 trillion ($1.2 trillion in
2021 dollars) to gross domestic product that same year (the
last year for which data were available).'®

These “corporate” gains from trade inevitably translate
to gains in American employment. For example, a 2020
report found that trade—imports and exports—directly
or indirectly supported approximately 40.6 million jobs in
both goods-producing industries (agriculture, construc-

tion, manufacturing, etc.) or services-producing industries

U.S. imports of goods by end-use category and commodity, 2019

Other 45.80%_

Auto parts/equipment 6.18%

[—

Capital goods (excluding automotive) 27.14%

e

Industrial supplies and materials 20.88%

Source: “U.S. International Trade in Goods and Services, Annual Revision,” Bureau of Economic Analysis, June 4, 2020,
https://www.bea.gov/news/2020/ us-international-trade-goods-and-services-annual-revision.
Note: “Other” includes food, feeds, and beverages; consumer goods; automotive vehicles; and other goods.



(wholesale/retail trade, transportation, professional servic-
es, etc.)."” Imports alone support an estimated 17.3 million
American jobs in transportation, logistics, wholesale and
retail trade, and other services industries, which comprise
more than 10 percent of total employment in the sector.*°
And almost half of all dollars spent on imported goods go
to American workers rather than to the foreigners produc-
ing the goods.” Thus, new research finds that, while only
6 percent of U.S. firms in manufacturing and services are
goods traders, these firms account for half of economy-
wide employment today and supported 60 percent of all
new net jobs created after 2008, primarily through the
establishment of new businesses.*

Meanwhile, foreign direct investment supported approxi-

mately 8 million jobs in 2019.% By contrast, these same

American workers are harmed by protectionism: higher input
costs, for example, typically mean reduced wages or unem-
ployment in the consuming company or industry at issue.**
Second, trade has also enabled American companies
and workers to focus on their comparative advantages in
advanced manufacturing and skilled services. The increased
prominence of these jobs in the American economy has
enabled a transition from manual, inefficient, and even dan-
gerous low-skill jobs to generally safer, more productive, and
better paying jobs. Indeed, the ITC found that trade agree-
ments led to higher real wages for workers across multiple
occupations, with non-college-educated workers experi-
encing slightly larger increases than their college-educated
counterparts. Interestingly, the ITC states that these gains

were driven by “a higher level of domestic investment, as well

Figure 2
U.S. real GDP and real imports of goods, 1994-2021
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. Line: Real GDP (trillions of 2012 U.S. dollars)

. Bars: Real imports of goods (trillions of 2012 U.S. dollars)

Bars: Real nonpetroleum imports of goods (trillions of 2012 U.S. dollars)

Sources: “Real Gross Domestic Product, Chained Dollars,” U.S. Bureau of Economic Analysis, March 30, 2022; and “Seasonally Adjusted: Real Exports,
Imports, and Balance of Goods, Petroleum and Non-petroleum End-Use Commodity Category Totals,” U.S. Census Bureau, March 8, 2022.

Note: Import data presented on a Census basis.



Figure 3

U.S. annual private-sector employment and real imports of goods, 1994-2021
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. Line: Annual private-sector employment (millions of employees)

. Bars: Real imports of goods (trillions of 2012 U.S. dollars)

Bars: Real nonpetroleum imports of goods (trillions of 2012 U.S. dollars)

Sources: “All employees, thousands, total private, not seasonally adjusted,” Bureau of Labor Statistics, March 4, 2022; and “Seasonally Adjusted: Real
Exports, Imports, and Balance of Goods, Petroleum and Non-petroleum End-Use Commodity Category Totals,” U.S. Census Bureau, March 8, 2022.

Note: Import data presented on a Census basis.

as resources being reallocated from manufacturing sectors
to non-tradeable services sectors as a result of U.S. FTAs.”*®
As Figures 2—4 show, in general, increased imports of goods
into the United States have coincided with gains in out-

put, employment, and real wages (up until the onset of the
COVID-19 pandemic in 2020).

Third, trade is a cornerstone of the economy’s “creative
destruction”—that is, the birth, life, and death of firms that
breeds innovation and raises living standards. While much
of this activity is imperceptible, it is doubtlessly driven by
consumers and capital seeking more productive ends in the
global marketplace. International competition, for example,
haslong pushed American companies, such as the Big Three
automakers in the 1980s, to improve their products or go

out of business. And money Americans save by buying cheap

foreign goods is often spent on, or invested in, promising
domestic companies and their higher-skilled workers. The
outcome of these unseen transactions is not just “cheaper
stuff,” but better and once-unimaginable goods, better jobs,
better companies, and better lives.

Quantifying the overall benefits of trade is exceedingly
complicated and uncertain, but economic studies uniformly
show substantial gains. For example, a 2017 Peterson Institute
for International Economics study calculated the payoff to the
United States from expanded trade between 1950 and 2016 to
be $2.1 trillion ($2.4 trillion in 2021 dollars), increasing GDP
per capita and per household by around $7,000 and $18,000
($7,900 and $20,400 in 2021 dollars), respectively. These
benefits, again, accrue disproportionately to households in

the bottom income decile.?® The aforementioned 1993 ITC



Figure 4

U.S. real median weekly usual earnings and real imports of goods, 1994-2021
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. Line: Real median weekly usual earnings (2012 U.S. dollars)

. Bars: Real imports of goods (trillions of 2012 U.S. dollars)

Bars: Real nonpetroleum imports of goods (trillions of 2012 U.S. dollars)

Source: “Employed Full Time: Median Usual Weekly Nominal Earnings (Second Quartile): Wage and Salary Workers: 16 Years and Over,” Federal Reserve
Bank of St. Louis, January 19, 2022, adjusted for constant 2012 dollars using “Personal Consumption Expenditures (Implicit Price Deflator),” Federal
Reserve Bank of St. Louis, March 30, 2022; and “Seasonally Adjusted: Real Exports, Imports, and Balance of Goods, Petroleum and Non-petroleum End-

Use Commodity Category Totals,” U.S. Census Bureau, March 8, 2022.

Note: Import data presented on a Census basis.

report found that liberalization of all import restraints would
generate almost $21 billion ($41.8 billion in 2021 dollars) in
economic benefits on net (i.e., after accounting for employ-
ment and output losses in formerly protected sectors).”” A
more recent ITC study found that U.S. regional and bilat-
eral free trade agreements in force since 1985 have led to a
$98.3 billion ($108.7 billion in 2021 dollars) increase in real
income, a measure that captures both gains to real GDP and
gains realized through changes in international prices.*®
These results also show that restricting the proper func-
tioning of market forces through tariffs, quotas, import
or export restrictions, or any other protectionist policies
results in overall welfare losses for the whole of society, as

the total costs inflicted upon consumers are almost always

greater—and usually by many multiples—than the benefits
conferred to domestic producers and the government.”
Thus, for example, tariffs imposed in 2009 on tires from
China cost Americans $900,000 annually per job saved in
the domestic tire industry ($1.1 million in 2021 dollars)—
money that the consumers could not save, spend, or invest
elsewhere in the economy.*® That’s a terrible deal, not only
for the tens of thousands of people in need of new tires each

year, but also for the nation more broadly.

The Geopolitical Case

The case for free trade is not just grounded in economics, as

trade has long been a pillar of national and global security.



The multilateral trading system arose in the second half of
the 20th century, not only from a desire for global economic
growth or to empower global consumers, but mainly from a
fear that the division of the world into competing economic
blocs could again fuel global military conflict.* Fresh out of
two world wars that began, in part, due to trade conflicts,
founders of the General Agreement on Tariffs and Trade
(GATT) believed that countries that traded with each other,
and furthermore had access to an institutionalized means
for resolving commercial disputes, would be less prone to
engaging in geopolitical competition or armed conflict with
each other. And this system, for all its fits and starts, has met
this aim reasonably well for over seven decades: the GATT
and its successor, the World Trade Organization, have pro-
vided an avenue for the peaceful resolution of trade disputes
and for countries to commit to a series of rules and economic
reforms, mainly as a prerequisite for accession to the orga-
nization, that increase global interdependence and make
bilateral disputes less likely to emerge. Even China signed on
to the rules and undertook reforms (its backsliding post-
accession is more a failure of WTO members’ enforcement

than of the accession commitments themselves).*>

“As countries trade more with each
other or become more exposed to
each other’s growth, they are less
prone to engage in conflict, and
they often form deeper alliances.”

Numerous studies have found that increased trade leads
to fewer armed conflicts among states—a core national
security objective. As countries trade more with each other
or become more exposed to each other’s growth, they are
less prone to engage in conflict, and they often form deeper
alliances.” These national security benefits are driven by
several factors: first, trade makes countries more economi-
cally interdependent; second, trade and bargaining are a
more cost-effective way of resolving disputes and obtaining
foreign resources; third, trade increases material prosper-
ity and promotes mutual tolerance and understanding; and
fourth, trade can limit the power of domestic constituencies

that benefit from armed conflict.>*

While the international security landscape has evolved
since the multilateral trading system was established, this
evolution does not negate trade’s value as a tool for promot-
ing national security.*® As trade demonstrably produces not
only economic growth, but also better opportunities and
improved standards of living, extending these benefits to citi-
zens of less-developed countries through increased trade can
decrease the appeal and perceived benefits of joining terrorist
organizations and networks.*® These benefits are particularly
important for developed countries at risk of bordering states’
poverty or domestic instability spilling over into their territo-

ries through increased migration or refugee flows.

The Moral Case

Finally, removing restrictions on Americans’ consumption
of foreign goods, services, and capital is not only an econom-
ic and geopolitical decision, but also a moral one. As Adam
Smith wrote in The Wealth of Nations, “man is an animal that
bargains,” as humans are unique in their ability to peacefully
exchange goods and services to meet their needs.” On this
basis, we have built communities, cultures, and societies
around the principle of voluntary trade in order to facilitate
individuals’ participation in markets at home and abroad.
When humans trade, moreover, we act as equals—even
though we may be of different ages, genders, nationalities,
races, or religions. When individuals can freely pursue their
self-interest through trade, obtaining value by providing
value, the “invisible hand” yields economic and social out-
comes that benefit society at large.>®

Intended or not, American trade liberalization has
removed many of the political barriers that thwart these
beneficial human interactions—and the many inequities
that prevailed in the previous, more protectionist U.S. sys-
tem. As will be shown in the following section, for example,
protectionism in the United States has long propped up cer-
tain politically powerful workers and industries via hidden
taxes on all other Americans, while generating burdensome
economic and geopolitical conflicts along the way. Yet there
is no moral reason for government to prioritize the protected
groups’ well-being above that of other American companies
and individuals. Protectionism is thus immoral because it
elevates the protected entities’ welfare not merely above

all others’ welfare but at their direct expense—and it does so



only because the beneficiaries are more politically important
than the victims. Those on the left who aim to “get money
out of politics” and those on the right who talk of “draining
the swamp” reveal the weaknesses of such commitments
when they turn a blind eye to the corruption and immorality
directly resulting from the protectionism they support.

The morality of trade doesn’t stop at the water’s edge: the
lowering of U.S. trade barriers, along with American lead-
ership in creating agreements and institutions such as the
WTO, has produced immeasurable benefits for the world’s
poorest people. The International Labour Organization
reports that between 1993 and 2018, the share of working
individuals in low- and middle-income countries living in
extreme poverty (less than $1.90 a day, in purchasing power
parity terms) fell from 41.7 to 9.8 percent—a decline of
about 550 million people.*® The pro-poor effects of trade on
household consumption described in the previous section
have also been observed in developing countries.*® Other
country- and region-specific studies have also confirmed
that trade can contribute to these workers moving from
subsistence and informal activities to formal wage or salary
work.*! And, contrary to popular belief, the job creation in
developing countries did not happen primarily in sweat-
shop manufacturing: the share of manufacturing workers
in low- and middle-income countries remained nearly
unchanged between 1991 and 2018; rather, employment rose
in construction and in market services like retail trade and
transportation, and inflation-adjusted real wages in these
countries nearly tripled between 1999 and 2017.** Child
labor is disappearing too: the overall number of child work-
ers (ages 5 to 17) decreased by approximately 38 percent, or
94 million, between 2000 and 2016.* All of these improve-
ments have also played an important role in empowering
women and girls around the world.** For example, trade has
contributed to the proliferation of labor-saving technolo-
gies, such as dishwashers, that have given women around
the world “greater control over their time, more freedom to
choose their occupations and the earning power to shape
their own lives—all while propelling economic changes that
boosted the overall standard of living.”**

As discussions on development increasingly center around
the issue of climate change, leaders around the globe should
not lose sight of the role that trade can play in promoting

sustainable economic growth. Most obviously, trade makes

developing countries wealthier and thus more able to afford
better environmental quality.*® Furthermore, liberalizing
trade in environmental goods and services, such as solar
panels or wind turbines, would increase access to, and
consumption of, climate-friendly products and technolo-
gies, and in the process would help developing countries
meet Goal 9 of the United Nations Sustainable Development
Goals (“Build resilient infrastructure, promote sustainable

”).*’ Freer trade in

industrialization, and foster innovation.
environmental technologies also would support some of the
most dynamic industries in the modern economy, such as
solar and wind energy generation and electric vehicle (EV)
manufacturing, while avoiding the costs, distortions, and
conflicts that inevitably accompany industrial policy and

other top-down economic planning.*®

PROTECTIONISM: THE
FAILED ALTERNATIVE

Free trade certainly does not produce perfect outcomes
for all people—no policy does. Yet, for all the problems that
international trade is accused of creating, the protection-
ist alternative has repeatedly proven to impose far higher
costs, generate far fewer benefits, and foster far more

political dysfunction.

“Protectionism is immoral because
it elevates protected entities’
welfare not merely above all others’
welfare but at their direct expense—
and it does so only because the
beneficiaries are more politically
important than the victims.”

Avastrepository of economic literature uniformly shows
that protectionist policies—tariffs, quotas, buy-local
mandates, etc.—impose immense costs on American con-
sumers, workers, businesses, and the economy more broadly.
For example, protectionist policies during the mid to late 20th
century have been estimated to cost an average of $620,000
per year ($685,000 in 2021 dollars) for every American job

saved or created in the protected industries atissue.*’ Today,



studies show that American consumers, both companies and
individuals, have borne most of the burden of the Trump
administration’s tariffs on home appliances, steel and
aluminum, and Chinese-origin goods.** Downstream manu-
facturing firms have been forced to pay higher prices for steel
than their global counterparts; exporters (farmers and manu-
facturers) have lost competitiveness due to higher input costs
and foreign retaliation; and investment has suffered due to
uncertainty surrounding American and global trade policy.™
Since protectionism is often sold by politicians as a
policy to benefit workers, the large costs that protectionist
policies inflict on this group warrant emphasis. Workers
in nonprotected industries represent most of the total
U.S. labor force (and far outnumber protected workers).
They are exposed to the harmful effects of protectionism
through three channels. First, workers are also consum-
ers. When protectionism leads to higher prices, without
a commensurate increase in nominal wages, workers
experience a decline in their purchasing power.** Second,
when protectionist measures target upstream manufactur-
ing, such as steel and aluminum, workers in downstream
manufacturing (e.g., nails or automobiles) and in services
connected to downstream manufacturing (retail, marketing,
logistics, etc.) are at risk of losing their jobs if the manu-
facturers absorb the higher input costs or pass them on to
consumers who have other options, such as imported nails
or cars.> Third, when protectionism leads to foreign retali-
ation, workers in exporting industries that are impacted by

these tariffs are also at risk of becoming unemployed.**

“For all the problems that
international trade is accused
of creating, the protectionist
alternative has repeatedly proven
to impose far higher costs, generate
far fewer benefits, and foster far
more political dysfunction.”

Protectionism also routinely fails to achieve its economic
or geopolitical objectives. Historical surveys have found,
for example, that protectionist policies have had minimal

long-term benefits for workers in targeted industries.* This

10

is likely because the decline in employment observable in
these industries stems mainly and overwhelmingly from
broader economic trends, especially technological change

in the form of more automation.*® Moreover, protected

firms lack market incentives to invest in productivity- and
competitiveness-enhancing technologies or in producing
cutting-edge products. They may even be induced to raise
prices, dampening demands for their goods and for the labor
employed for their production. Even in the history books’
protectionist “success” stories, such as Harley-Davidson
motorcycles and the semiconductor industry in the 1980s,
tariffs had, in fact, little to do with—and may have even hin-
dered—the relevant industries’ revival. Similar outcomes are
found today for industries such as steel, lumber, and paper.*’

Perhaps the clearest sign of protectionism’s failed economic
objectives is that beneficiary firms often choose to devote
their windfall profits to executive pay or lobbying, and thus
rarely emerge stronger or more innovative than when their
protection began. As a result, the termination of protectionist
policies often results in new demands for protection. American
steelmakers and shipbuilders, for example, have benefitted
from decades of government assistance, yet they continue
to experience declining output, uncompetitive pricing, and
negative employment trends.’® But because they remain polit-
ically important and their lawyers, executives, and lobbyists
continuously pass through the proverbial “revolving door,”
sometimes even having previously served in Congress, they
are primed for continued special treatment at the expense of
consumers, workers, and other businesses.*’

Tariffs and other trade restrictions also have proven
ineffective at compelling foreign countries to reduce their
trade barriers or enact other policies demanded by the
U.S. government.®® In fact, foreign countries most often
respond to unilateral protectionism by retaliating against
American exports, in turn creating additional costs for the
economy. For example, the U.S. Department of Agriculture
estimates that American farmers lost more than $27 billion
due to retaliation against tariffs imposed in 2018 by the
Trump administration.®'

Finally, protectionism has routinely failed to improve
national security because it can weaken the country’s
economy and manufacturing sector—particularly when, as
in the United States, tariffs are concentrated on intermedi-

ate inputs like steel and aluminum. This weakness makes



the nation less resilient in the face of war or other shocks,
reduces economic growth, and creates distortions that can
divert resources from high-tech, high-productivity sectors
that are essential to national security.®>

Even when protectionist policies have been enacted in the
United States in the name of national security, they have
demonstrably failed: beyond the example of Trump’s 2018
steel tariffs, which hurt domestic manufacturers without
reviving the steel industry or addressing the core issue of
global overcapacity, there’s the case of the Merchant Marine
Act 0f 1920, also known as the Jones Act, which was passed
to ensure adequate domestic shipbuilding capability and a
ready supply of merchant mariners in times of war or other
national emergencies. However, it has only stunted domes-
tic shipping and thereby led to a steady reduction in the

number of Jones Act oceangoing ships.®®

“Protectionist policies, regardless
of their perceived benefits for
certain American workers or
communities, cannot warrant the
immense costs that are inflicted
on the entire economy, or justify
straining relations with trading
partners and allies.”

Recent experience with China reveals the folly of attempts
to use bellicose protectionism to achieve geopolitical objec-
tives. Far from bringing Chinese government planners to heel,
reports suggest that the Trump administration’s “trade war”
actually pushed China to double down on self-sufficiency,
distortive industrial policy, and nationalism more generally.
American hawkishness may have also helped bring China
closer to other authoritarian regimes, such as Russia, and
to traditional U.S. allies, including countries in Asia-Pacific
and the European Union, which led to the completion of
the Regional Comprehensive Economic Partnership agree-
ment and of the China-EU Comprehensive Agreement on
Investment. Beyond trade issues, moreover, China’s hardline
stances on human rights, Hong Kong, the South China Sea,
and other issues have only gotten worse since the U.S. moved

from a policy of engagement to antagonism.®*

These and other protectionist episodes show that the poli-
cies, regardless of their perceived benefits for certain American
workers or communities, cannot warrant the immense costs
that are inflicted on the entire economy. Nor do they justify
straining relations with trading partners and allies in a manner

that undermines the geopolitical case for free trade.®®

CHINA DOES NOT UNDERMINE
THE CASE FOR FREE TRADE

China presents a significant challenge for the United States
and the multilateral trading system but does not warrant a
rejection of free trade and embrace of protectionism.

There is little doubt that China’s size, economy, and loca-
tion make it an influential player in the important Asia-Pacific
region and the global supply chains centered there. There also
are legitimate questions as to whether global trade rules and
classical economics can fully account for China’s state capi-
talist model, its foreign policy bullying and adventurism, or
the emergence of technologies such as artificial intelligence,
surveillance equipment, and digital trade. Finally, a grow-
ing and increasingly authoritarian China has led many U.S.
politicians and pundits to question the benefits of commercial
engagement with not only China but also the world more
broadly. They also use China to justify a shift in policy from
one centered on multilateral engagement to one heavy on
tariffs, subsidies, and unilateralism.

Nevertheless, none of the issues that China raises justi-
fies an abandonment of free trade or engagement generally.
First, a comprehensive economic and historical accounting
of permanent normal trade relations (PNTR), China’s WTO
accession, and the subsequent “China Shock” increase in
imports debunk the hawkish caricature of a naive U.S. gov-
ernment fueling the destruction of the American workforce
in the idealistic hope of Chinese democratization.

Claims that pro-trade elites in the 1990s were wrong
about China’s integration into the global economy, cul-
minating with the United States granting of permanent
normal trade relations to China and China’s formal
accession to the WTO, have been wildly oversold.® For
starters, PNTR did not actually open the United States to
Chinese imports: in every year since 1980, China faced no
greater trade barriers than other most-favored U.S. trad-

ing partners; Chinese imports were already increasing
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substantially before PNTR; and economic, historical, and
anecdotal evidence show the probability of congressional
revocation of China’s trade status to have evaporated by
the late 1990s. At most, PNTR merely accelerated a bilateral
economic integration that was already well underway.®’
(By contrast, China’s WTO accession did open China: aver-
age tariffs dropped from around 40 percent in the early
1990s to less than 9 percent in 2006.)°®

Itis also a myth that the United States rubber-stamped
Chinese WTO accession due to its dreams of Chinese democ-
ratization. Yes, American policymakers did hope that China’s
very real economic liberalization would produce political
liberalization as well, but this hope was not the primary moti-
vation for U.S. policy, nor did it cause Washington to go easy
on Beijing. Instead, China’s WTO accession took more than
15 years and required dozens of intergovernmental meetings,
negotiating texts, and Chinese economic reforms (not just the
aforementioned tariff reductions)—reforms shown to have
been so significant as to have fueled China’s post-WTO export
competitiveness. The United States, meanwhile, was the
final holdout among large industrialized nations to approve
China’s WTO accession via bilateral negotiations, demand-
ing ever more concessions from the Chinese government—
including the right to impose special duties on Chinese
imports—during a contentious 13-year-long negotiation.*’
And key Clinton administration speeches and policy docu-
ments also demonstrate that U.S.-Chinese engagement was
primarily a pragmatic decision to achieve commercial and
foreign policy objectives, not “democratization.””

Indeed, based on the facts at the time, Washington
policymakers had little choice when deciding whether to
pass PNTR. Every other WTO member had done so years
earlier; China was a growing, billion-person nuclear power
reforming economically; annual NTR approvals would have
almost certainly continued; and, even with higher U.S. tar-
iffs, globalization (plus U.S. customs law) would have still
allowed Chinese goods to enter the United States as parts of
“non-Chinese” products. Rejecting PNTR would therefore
have punished American companies, heightened diplomatic
tensions, and denied the U.S. government a new venue to
press for reforms—all while failing to prevent China’s rise.
Thus, the actual alternatives to PNTR—a counterfactual that
critics rarely consider—would have been economically and

geopolitically inferior.
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Furthermore, numerous studies completed since the
seminal article on the China Shock reveal fewer American
jobs lost than the 2.4 million that is often claimed; sig-
nificant consumer benefits in terms of lower prices and
increased variety; substantial employment gains in ser-
vices and export-oriented industries; and net economic
benefits for the U.S. manufacturing sector and the country
as a whole.” Even if one were to treat the China Shock as
economic gospel and pin most job losses on PNTR, more-
over, perspective on this damage is sorely needed: the two
million American jobs destroyed over a 12-year period are
less than the average weekly unemployment filings in April
through June of 2020, and even in normal times, the one
million manufacturing jobs attributable to the China Shock
would constitute less than 20 percent of all such losses
(and less than 5 percent of all job losses) over the same

period.”” Does that demand radical policy changes?

“A comprehensive economic
and historical accounting of
permanent normal trade relations,
China’s WTO accession, and
the subsequent ‘China Shock’
increase in imports debunk the
hawkish caricature of a naive
U.S. government fueling the
destruction of the American
workforce in the idealistic hope of
Chinese democratization.”

Recent analyses also show that low-skill manufacturing
employment and “late stage” industries with routine, stan-
dardized processes likely would have suffered the same fate
in the last two decades, regardless of the China Shock, due to
nontrade issues such as automation and competition from
other developing countries.” In fact, the data show that
manufacturing jobs as a share of the U.S. workforce experi-
enced only a modest change in their downward trend before
and after China entered the WTO, and that Chinese imports
replaced other imports (particularly those from Asia), not

domestic production, between 1990 and 2017.7*



These numbers answer another counterfactual question
that economic nationalists and other PNTR critics rarely ask:
What would have happened without the China Shock? The
data indicate that Chinese import restrictions would not have
saved most of the American manufacturing jobs destroyed
between 1999 and 2011—those jobs would have simply been
lost due to other things, including non-China imports. That is
precisely what officials in the George W. Bush administration
saw in their data at the time, and exactly what happened when
the Obama administration blocked Chinese tire imports under
the special “safeguard” mechanism agreed as part of China’s
WTO accession. Instead of China tariffs boosting domestic
production, imports simply shifted to non-China sources
(while prices, of course, increased).” This trade diversion also
resulted from the hundreds of trade-remedy duties that the
United States has imposed on Chinese imports since 2001.7

Proper accounting of the substantial benefits of
increased trade with China is also necessary. For example,
Chinese import competition has been found to produce
as much as $410,000 in consumer benefits for every job
supposedly lost.”” The benefits of cheaper goods also
disproportionately help the poor and the middle class, as
these consumers most frequently shop at large retailers
that carry these goods.”® The original China Shock authors
also recently acknowledged these benefits in an update
to their original work and found that, once you add in the
consumer side of the Chinese trade ledger, only 6.3 percent
of the U.S. population lived in a place that—according to
their own calculations—experienced a significant negative
net welfare effect due to trade with China.”

Businesses and workers, including in manufacturing, have
also reaped the benefits of trade with China. Cheaper inputs
help manufacturers—and consequently, certain services
providers, including in retail and wholesale trade, transpor-
tation, and warehousing—increase their output, thereby
also benefitting their workers. And then there’s the invisible
mechanisms through which Chinese competition boosts our
economy’s dynamism, as competition incentivizes firms to
innovate and offer higher-quality goods at relatively lower
prices. After taking this pro-competition effect into account,
studies find that the China Shock led to net gains in jobs,
wages, and overall social welfare.®°

Finally, protectionist proposals based on the China

Shock ignore that the policy problem the shock revealed

was not free trade or import competition but—as the
China Shock authors themselves write—a failure of some
American workers to adjust in the years after the shock
arrived. Yet the federal government has repeatedly tried
to retrain workers affected by import competition—most
notably through generous Trade Adjustment Assistance
subsidies—with little success. Indeed, multiple studies
commissioned by the Labor Department have found that
participants were worse off, as measured by future wages
and benefits, than similarly situated jobless individuals
outside the program.®' States have since moved to de-
emphasize the Trade Adjustment Assistance program and
similar ones that have been found to be inefficacious.®
These failures raise concerns but nevertheless rebut claims
that policymakers simply passed PNTR and left workers to
fend for themselves. As already discussed, moreover, past
attempts to save American jobs via protectionism have

repeatedly failed.

“The last three years of U.S.-China
policy reveal the inefficacy of
using protectionism to achieve
national economic or geopolitical
objectives.”

Indeed, many workers and communities affected by
the China Shock did adjust and are today thriving.®* The
contrast between these people and towns and those still
reeling from a trade shock that ended more than a decade
ago shows that policymakers should not ask “Why did
elites normalize trade with China in the 1990s?” but rather
“What did many American towns, companies, and workers
do right in the face of intense import competition, and how
can local, state, and federal policies encourage that impor-
tant, impressive improvement?”

Second, the last three years of U.S.-China policy reveal the
inefficacy of using protectionism to achieve national eco-
nomic or geopolitical objectives. Several rigorous academic
studies have conclusively demonstrated that the tariffs that
the Trump administration imposed on Chinese imports
harmed American consumers and manufacturers; deterred

investment (mainly due to uncertainty); lowered GDP
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growth; and hurt U.S. exporters (especially farmers but also
American manufacturers that used Chinese inputs).3* At
the same time, the tariffs did little to promote the reshoring
of essential industries to the United States because global
supply chains primarily shifted final assembly of covered
goods to other foreign countries, not the United States.® As
Figures 5 and 6 show, even though U.S. trade barriers “suc-
ceeded” in reducing the trade deficit with China between
2016 and 2019, bilateral trade deficits with, for example,
Vietnam, Thailand, Taiwan, the Philippines, Malaysia,
Russia, France, Germany, Ireland, Italy, Switzerland, Mexico,
and Canada increased in that same period. Indeed, the
change in the U.S.-China trade balance was almost equal

in nominal terms to the change in the bilateral balances
between the United States and the countries most likely to
replace China in the global supply chain (i.e., Asian coun-
tries, Mexico, Germany, and Canada).

Despite these supply chain shifts (and China’s self-inflicted
damage in retaliating against U.S. imports), American uni-
lateralism’s overall impact on China’s economy has been
relatively muted. An October 2020 paper found, for example,
that the trade war—covering well more than half of all
Chinese exports to the United States—decreased Chinese
GDP by only 0.29 percent (about $35 billion).?¢ Several factors
drove this outcome, including China’s ability to increase trade
with other countries and exports of nontariffed items to the
United States; Chinese exporters’ ability to pass on tariff costs
to American consumers; and multinational manufacturers’
ability to lawfully skirt U.S. tariffs by using Chinese inputs and
moving only the final assembly to another country.

The trade war also had numerous unintended conse-
quences. For example, overbroad restrictions on exports of
semiconductor equipment to China exacerbated the 2021
chip shortage. The tariffs also limited essential medical sup-
plies in the early days of the pandemic, and helped certain
Chinese companies become even stronger.’” American
hawkishness also likely pushed Chinese students, who pro-
vide substantial economic benefits and generally pose a low
security risk, to other countries instead (including China,
which has previously struggled to retain homegrown human
capital).®® Thus, if the goal of recent U.S.-China trade policy
was countering Chinese economic power and boosting both
American manufacturing and the economy more broadly,

then it should be considered a failure.
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The trade war also has produced few, if any, geopolitical
wins and may have actually made things worse for U.S. for-
eign policy. As already noted, China’s problematic human
rights actions and its foreign adventurism have increased
since the tariffs were first imposed. Meanwhile, the “Phase
One” deal negotiated between the Trump administra-
tion and China alienated U.S. allies (by stealing their
Chinese market share via guaranteed U.S. export targets);
encouraged more Chinese economic interventionism and
American investment (which won new protections); failed
to ensure China’s compliance; and made many U.S. export-
ers more dependent on the Chinese market (and thus
the Chinese government).®” American policy also pushed
Beijing to pursue its “techno-nationalist agenda” more
intensively, and with the increased support of Chinese tech
companies that, in the face of U.S. sanctions, now see their
commercial interests aligned with the government’s goal
of self-reliance.”® As one China expert put it, “by imposing
restrictions on American products, the U.S. government
has inadvertently done more than any party directive to
incentivize private investment in China’s domestic tech-

nology ecosystem.”

“A different approach to Chinais
warranted—one that privileges
engagement both at the WTO and
outside of it, embraces the United
States’ traditional openness and
confidence, and reforms the
domestic policies that undermine
American dynamism and
competitiveness.”

A different approach to China is clearly warranted—one
thatis not premised on unilateral trade sanctions and
protectionism but that instead privileges engagement both
at the WTO and outside of it, embraces the United States’
traditional openness and confidence, and reforms the
numerous domestic policies that inhibit economic dyna-
mism and harm the competitiveness of American companies

and workers. In practice, such an approach would entail



Figure 5
U.S. trade balance with select countries, nominal change, 2016-2019
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Source: “U.S. Trade in Goods by Country,” U.S. Census Bureau, February 8, 2022, https://www.census.gov/foreign-trade/balance/index.html; and
author’s calculations.

Note: As the United States maintains trade deficits with all countries listed above, a positive value indicates that the trade deficit with the respective
partner country shrank, and a negative value indicates that the trade deficit with the respective partner country grew.

Figure 6
U.S. trade balance with select countries, percent change, 2016-2019
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eliminating recent unilateral tariffs and reforming the U.S.
trade laws that allow them to be implemented without
congressional oversight; reconstituting the WTO Appellate
Body and filing more dispute settlement cases and compli-
ance proceedings against China; negotiating trade rules that
can better equip the WTO for addressing China’s economic
model; establishing closer commercial ties with allies and
trading partners—for example, by reentering the Trans-
Pacific Partnership Agreement—to counterbalance China’s
economic and geopolitical gravity; and reforming and
modernizing domestic tax, immigration, licensing, criminal
justice, zoning, worker retraining, and other policies and
programs that currently discourage adjustment, efficiency,
and innovation.” Such an approach would emphasize what
America does best and corrects long-standing U.S. policy
mistakes—including our recent embrace of protectionism

and retreat from the global stage.
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