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Why Do Countries Use Protection? Recall Effects of Tanffs

= Muodels say that tariffs, quotas, eic. mostly hurt the
couniries that use them

= But almaost all countries do use them, and always have,
even more than teday. Why?

= Many reasons have been gven (I list 24 in my Glossary);
we'll go through some of them.

= Of these, what ususally explains actual protection today is

Protect a Favored Industry

« Why?
- Bemails of proteclion ga to 3 few
— Costs of protection, thaugh 1arger, are BRread ower mary L
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Qutline: Reasons for Protection Un-sensible Reasons for Protection

= Reasane st Do NOT Make Soonomis SeEnss P - "
— Fruper Labar + “Un-sensible™?

= ;:m"m'ﬂ:m — Reaszons that are based on misunderstanding

- Fstallagon of what protection will actually do
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Un-sensible Reasons for Protection

Pauper Labor Argument
—“We hold that the most efficient way of
protecting American labor is to prevent the

importation of foreign pauper labor to compete
with it in the home market..." (Democratic

Party Platform, July 5, 1856)

— Based on belief that trade with poor countries
will drive LIS wages down to the very low
{“pauper”) levels of poor counfries
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Un-sensible Reasons for Protection

* Faimess Argument

— It 5 "unfair” to make workers compete with those who
are either more productive or lower paid.

— Anakogy is to players in 3 game, who want 3 “level
playing field”
* Answer

— Trade i= not @ "zero-sum game". There are benefits
for both countries
= If "Neld k= Sited™ favorng andiher couniry's s (.0, Oy a
subsidy, kw Wages, ﬂrg[IIEE|] cumancy, wﬁuaﬁy I:!-Imﬂ
Tram ihai.
— Also, even those who lose can be compensated by

others in their countries, who gain
T e TR il

IUn-sensible Reasons for Protection

* Pauper Labor Argument — Answer

— See Ricardan Madel: Labor in poor countries earms
low wages because it is less productive than labor in
rich countries. Trade will in fact raise wages in both

— Caveat: Heckscher-Ohlin Model implies Factor Frice
Equalization {FFE)

« Al level abave poor-courny autarnky wage
Sut balaw the rich-country auarky wage
Thue an elemen of inuth fa the pauper [abor angument

« But empincal avidenca Indicalas tachn FE[I'I'EI'EH['.EE
account for much of the wage differance, Braventing FPE

- Thus fich-couniry wages may il due io irade,
but not neary to podr-country levels
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IUn-sensible Reasons for Protection

« Afew years ago, | got an e-mail from
something called Third Way, promoting
harsher treatment of China in trade.

— Their report. “China’'s Trade Barnier Playbook:
Why America Meeds a New Game Plan”

—And their graphic...
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Un-sensible Reasons for Protection

+ Patriotism Argument
— “We should buy from producers ingide our

country, so that the benefit goes to them
inztead of to foreigners.”
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Un-sensible Reasons for Protection

= Patnotism Argument - Answer
— This confuzes costs and benefits: in fact,
buyers benefit from consumgtion, while sellers
incur the cogt of production
— If we import and don't export, then we enjoy
the fruitz of someone elze’s labor

— If we both import and export, then
comparative advantage says that we (and
they) both benefit more
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Qutline: Reasons for Protection

=  Fegsane e 0O Make Soomnomic Sanes, 'i‘I'I:I‘l".:l:I.Ir'iEhﬁ.rgLITETtE
— RevEnuE
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— Mafonal Seoirky
— utune
— Unfsir Trade
— Frobect Favorsd Induestry
— Fefall=ton...

IUn-sensible Reasons for Protection

* Retaliation Argument
— “If others usa tanffs against our exports, then we
should use tanfiz against their exports.”
— This assurnes that their tanffs hurt us {which they do),
and that we gam by fighting back
* Answer

— From the theory, foreign tarnifis are mrelevant to the
effects of cur own tarffs

— If using a tariff would hurt us when others do not
protect, then it will also hurt us when they do

— So retaliation does not help us

Laczrd T REaLanL g

Sensible Reasons for Protection

« “Sensible™?
— Reasons based on effects that protection may
actually have

— These too have counter-arguments
= Why they may not work
= Why another policy would work better
{thatis, protection is "second best™)
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Sensible Reasons for Protection

* Revenue Argument
— Tariffs collect revenue for government

— Tariffs may be the only tax that 3 weak government

can manage

= Tarifts are easler i collec! than oiner taxes, bagawss you
only have 12 monitor he border {not tha whole Insida of the

couniry]
* Counter-argument: Tariff is 2™ best

— If other taxes are feasible, then akmost any other tax
causes less distortion than a tanff

— Reason: A tariff distorts both supply and demand
— Example: Tax consurnption...
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Recall Effects of Tanffs:
small Country
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