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INTRODUCTION

President Donald Trump condemned the interdependence of
the United States with other countries in a speech on March
24th, 2020 saying, "This crisis has underscored just how
critical it is to have strong borders and a robust manufacturing
sector. - "... Our goal for the future must be to have American
medicine for American patients, American supplies for
American hospitals, and American equipment for our great
American heroes.” [1] The United States has also been part of
the ongoing US-China trade war, with both sides imposing
numerous tariffs on each other's imports. These actions speak
to the protectionist economic policies of the Trump
administration.

Protectionism

Protectionism refers to an economic policy in which a country
seeks to safeguard its domestic industries from the external
competition through tariff and trade barriers that cause
foreign goods to become more expensive and therefore
undesirable compared to domestic products. On the face of it,
this seems like an effective way to safeguard domestic
industries however there is alot more toit.

David Ricardo's Theory of Comparative Advantage

David Ricardo's Theory of Comparative Advantage explains
why countries should take part in international trade and
directly opposes protectionism. The theory argues that
countries can benefit from international trade by specializing
in the production of goods for which they have a relatively
lower opportunity cost in production i.e. a comparative
advantage. For example, if English workers can produce cloth
at a low cost and Portuguese workers can produce wine at a
low cost, then Ricardo recommends they would exchange
these goods they made at a lower cost for ones that they could
only make at a higher cost. It follows that the wealth of both
countries would increase as labor and capital would be
optimally employed and directed to the sectors in which native
skill and opportunity were at their greatest. [2]

However free trade continues to remain a politically
controversial topic even though it is supported by economists.
Dan Ciuriak and Jingliang Xiao (The Canadian Council of
Chief Executive) undertook a 2014 study in which theorize that
even though the Canadian government would lose roughly
about $4 billion in revenue by removing all tariffs, it would
save over $75 million budgeted for collection of border taxes
and management of free trade agreements. This paper also
projects output gains of over $20 billion annually due to
additional economic activities because of lower costs for firms
engaged in trading. These benefits would surpass those from
mutual tariff elimination under any of the major preferential
trade agreements that Canada has been pursuing. [3]

When comparing estimated gains from unilateral
liberalization to preferential liberalization through trade
agreements, not only do the gains from the unilateral route
come without the distortions associated with FTAs, they are
more certain to be realized as the question of utilization of
preference wouldn't enter into the equation. [3] Thus,
unilateral free trade policies deserve serious consideration.

Case Studies

An analysis of three countries that have adopted policies of
unilateral free trade -Mexico, Australia, and China the clearly
demonstrates the practical benefits that these policies have
had ontheir national economies.

1) Mexico

Let us begin with Mexico which offers a great example of
unilateral trade liberalization. Between 2008 and 2010,
Mexico unilaterally reduced its average industrial tariffs from
10.4% to 5.3% as a key feature of its “National Agenda for
Competitiveness” was to decrease and simplify tariffs and
imports more competitively. These changes led to Mexico
moving from 74 to number 22 in the World Economic Forum
rankings for market access. On the export side, the
government removed many requirements and established an
electronic window to promote easy access to required filings.
In addition, the government adopted procedures to accelerate
business registrations based on an electronic application.
12,000 internal regulations and over 1300 bureaucratic steps
for businesses were eliminated. These regulatory
improvements are projected to save Mexican businesses and
citizens $ 3.9 billion over a six-year period. [4]
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2) Australia

After the Second World War, Australia followed a policy of
import replacement to boost its domestic industries. Rising
commodity prices and the loss of traditional British markets
revealed the negative impact of protectionism on Australian
productivity and economy. Trade liberalization began with
removing import licensing in 1960, unilaterally cutting tariffs
by 25% in 1973, and further tariff reductions thereatfter.
Between 1970 and 2000, total effective rates of assistance fell
from 35% to 5% according to theWorld Trade Organisation. [5]
Trade liberalization was a major factor in strengthening the
Australian economy which has grown for nearly 3 decades
and didn't experience a recession for 27 years according to a
2019 report. [6]

3) China

China's experience presents an interesting model of
liberalization. Before the late 1970s, China's commodity trade
was almost entirely determined by the State Planning
Commission's import plan which covered more than 90% of all
imports. At this time, a significant share of China's exports
consisted of goods for which it did not enjoy a comparative
advantage in production, and producers had no incentive to
expand their international sales. This limited China's ability to
finance imports embodying advanced technology that could
have contributed to productivity growth and economic
expansion. In 1977, China was the 30th largest trading
country, and its share of world trade was 0.6%. [7]

This system was gradually dismantled in the 1980s and
largely abandoned by the end of the 1990s. China unilaterally
dismantled its strict control over foreign trade with average
tariffs declining from 56% in 1982 to 7.5% by 2015. The
coverage of licensing requirements fell from around half of
imports and two-thirds of exports to less than 4% and 8%
respectively. As a result, imports expanded from just 2.5% of
the Chinese economy to over a quarter, [7] while growth
accelerated as China took advantage of cheap labor to
ultimately become the world's largest exporter. It has
remained so since 2009. [8]

Mexico, Australia, and China display a similar pattern of
development. Protectionist economic policies cause
commodity prices to rise while unilateral liberalization leads
to consumers enjoying lower prices and an increase in quality
and choice of goods. As economies liberalize unilaterally
they also modernize. There is an influx of trade and capital
investment and free trade boost economic welfare by fostering
specialization, choice, competition, productivity, and
spreading best practices.

Arguments for Protectionism

Despite high commodity prices, complacent economies,
weakening of industries over the long term, stagnation in
quality, innovation, efficiency, and its other ill-effects,
protectionism remains popular among politicians and among
people.

Common arguments in favor of protectionism are is that
lowering trade barriers may cause domestic producers to face
greater competition for outside producers. However, economic
theory and hard evidence demonstrate that protectionism is
an extremely ineffective way to sustain and empower
domesticindustries and jobs in the long run.

In fact, introducing new tariffs to protect domestic producers
tends to harm the citizens of a country. This can be illustrated
by the effect one of the tariffs on Chinese goods by the U.S.A
had on American citizens.

In 2018 President Trump imposed a tariff on imported washing
machines. Not only did this lead to washing machines in the
USA becoming more expensive, but it also increased the cost
of complementary goods like dryers by nearly 12%. The price

increase attributable to the tariffs was $86 and $92
respectively. Nearly all major domestic and foreign brands
increased prices following the safeguard tariffs. This measure
motivated companies to shift more manufacturing of the
U.S.A, foreign producers advertised new jobs on the order of
1,600 following new production plans in the United States. The
tariffs resulted in an increase of consumer costs by $ 1.542
billion and bought in approximately $ 82 million. These
figures reveal a consumer cost of roughly $820,000 per job. [9]

In practical use, lowering import barriers has led to increased
economic activity, saved households a considerable amount
of money, and allowed producers from all over the world to tap
into international markets and grow their businesses and
economy. It also leads to capital investment in local
businesses and has turned many small regional businesses
into huge companies that provide massive economic value to
the state.

Unilaterally free trade and liberalization have, on the whole,
turned developing countries into developed countries with
modern economies.

Another common argument against unilateral economic
liberalization is that it compromises a country's negotiating
power. It is considered that trade agreements work best when
they are reciprocal.

However, the benefits of unilateral free trade experienced by
local consumers and businesses would likely garner support.
As consumers of other countries become aware of the benefits
of unilateral free trade, their governments may come under
pressure to lower import barriers themselves. Moreover,
economists have argued that the reciprocation of other
countries in lowering trade barriers isn't a condition for the
success of unilateral free trade policies in growing a nation's
economy. In his book Capitalism and Freedom, famous
economist Milton Friedman argues that it would be beneficial
for a country to abolish its import tariffs even if other countries
don't reciprocate. He proclaims that unilateral free trade is the
fastest path to economic prosperity and that reciprocal
negotiation of tariff reductions is slow and displays tariffs in a
positive light. [10]

Drawbacks of Unilateral Free Trade

The major drawback of unilateral free trade policies is that
they harm unspecialized industries that don't have a
comparative advantage in a country. These industries
produce goods at much higher prices compared to foreign
competitors that can produce goods at a cheaper rate. It is
these industries that are the most vulnerable and prone to
decline when a nation establishes a policy of unilateral free
trade. An interesting example is a repeal of the Corn Laws in
19 th century Britain.

Corn Laws were trade restrictions on imported food and
grains which were in effect in Britain from 1815 to 1846. They
blocked the import of cheap grains into Britain and increased
the power of landowners and raised food prices and cost of
living for British citizens. The first two years of the Great
Famine of Ireland of 1845 forced a resolution due to the urgent
need for food supplies and led to the repeal of the Corn Laws.
[11]

Although this move came with the benefits of free trade, it
caused a massive setback to British agriculture in the
following decades. In 1877, the cost of British-grown wheat
was around 56 shillings. By 1886 this price had reduced to 31
shillings. Wheat-growing land declined by a million acres.
Britain's dependence on imported grains grew from 2% in the
1830s to 45% in the 1880s. The 1881 census recorded a decline
of 92,250 agricultural laborers since 1971. Agriculture's
contribution to the national income dropped from 17% in 1871
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to 7% in 1911. Farmers with mediocre skills and marginal
lands were at a disadvantage. Many moved to the cities, and
unprecedented numbers emigrated. Many emigrants were
small under-capitalized grain farmers who had been
squeezed out by low prices and the inability to increase
production. [11]

This can be mitigated by liberalizing the economy in phases.
The primary phases should include opening up sectors of an
economy in which domestic production is specialized. Only
after this, the unspecialized sectors of the economy should be
opened up to foreign producers. This gives domestic
producers time to either adapt and specialize or minimize
their estimated losses. The benefits of an open economy can
only bear fruit if steps are taken to mitigate the downside.
Governments must enable everyone in the economy to find
their natural strengths. This can be done by investing heavily
in education and measures that maximize social mobility.

CONCLUSION

Intellectually, unilateral free trade wins the argument. In the
long term, an economic policy of protectionism is an inefficient
way to safeguard domestic industries. It leaves citizens with
less money.

On the other hand, unilateral free trade policies increase
competition which leads to goods being cheaper to buy for the
average consumer. It doesn't allow an economy to become
complacent; instead, it forces producers to be responsive and
become more efficient. It leaves citizens with more money and
makes an economy specialized and competitive, thus serving
the economic interests of the country.
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