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Abstract

This paper seeks to debunk the absolute thought process that is commonly associated with protectionism by revealing several ways in which it is beneficial.  It is revealed how protectionism can boost the domestic market by encouraging foreign direct investment, and protects the market from predatory pricing.  Special attention is given to the benefits of protectionist policy in developing nations and how it can allow for infant industry to become globally competitive.

Trade protectionism is an economic practice that in recent times has come under fire.  Especially when examined in relation to the current global economic crisis, protectionism has been highly scrutinized.  Simply read any major global news source such as the New York Times, or Wall Street Journal and you’re sure to find some national leader warning against protectionism.  However, many have pointed towards the benefits of protection.  Developing countries, antiglobalists, as well as neomercantilists all have arguments for why trade protection is a sound policy that can be beneficial.  In order for trade protectionism to be thoroughly examined, one must have a basic understanding of its core theory.  Protectionism can be summed up as “a government’s protection of domestic business through use of trade barriers such as tariffs and quotas”.  There are several ways and circumstances in which trade protectionism is good for a country’s economy, some of which are especially applicable during these times of economic stress.  We are now seeing many major nations instinctively shift towards protectionist measures.  Economist Ha-Joon Chang points out that “trade tariffs and industrial policy in general, have played a vital role in the history of almost every successful economy”
.  Much like the logic behind a fisherman’s thought that “if he doesn’t take the fish out of the water, then somebody else will”, nations are choosing to protect their domestic economies once they see other countries doing so.  In relation to growth, if a nation applies trade protectionist policy at the proper time in that economy’s life cycle, it can be instrumental in that country’s growth and economic expansion.  Many mistakenly evaluate protectionism in absolute terms.  It is viewed as something that is universally bad and should all but be eradicated.  Trade protectionism can provide developing nations, stable economies, as well as countries in economic trouble with numerous benefits such as facilitating domestic market growth, providing a measure of defense against dumping as well as a means to retaliate against unequal market access, and creation of a safe environment for infant industry to grow to the point of global competitiveness.

Trade protectionism can boost domestic market growth as well as defend a citizen’s inherent right to his or her home market.  Through a variety of means a government can enhance domestic production by making it more challenging for outsiders to import while at the same time increasing the incentive for foreign direct investment.  This would protect domestic jobs from outsourcing while also providing the potential for new jobs to be created through capital investment by foreign firms.  Companies would be paying more for labor; however the domestic economy would gain employment, so it can be argued that the loss taken by the company would be worthwhile.  The manner in which protectionist policies boost foreign direct investment is very basic.  Trade barriers put in place by the state make it more desirable for a foreign firm to invest capital domestically.  By doing this the company subverts the barriers, hence the term “tariff jumping”.  Another reason a foreign country might encourage its firms to participate in FDI is “quid pro quo” foreign direct investment
.  “By setting up local production facilities and thereby creating domestic jobs, a foreign industry or nation hopes to defuse the threat of higher all-around trade protection against its exports”
.  This contrasts tariff jumping, which seeks the short term solution of skirting the protection.  Trade protectionism can “increase national welfare through research and development stimulation” and “increase productivity by raising prices and thus cash flow, which in turn enables firms to invest in modern machinery that was otherwise unaffordable”
.  Simply put, when non-tariff barriers to trade rise, foreign direct investment is soon to follow.  

Trade protectionism also serves as a way to prevent predatory dumping.  The highly aggressive practice of predatory dumping is “international price discrimination by an exporter with the intention or result of driving domestic producers in the targeted export market out of business”
.  Anti-dumping measures are put in place by government to protect their domestic markets.  These tariffs are especially common in today’s world.  In fact, some “61 countries have adopted some form of anti-dumping law between 1980 and 2003”
.  This “convenient instrument offers at least some degree of protection to domestic industries affected by import competition”
 and can be found throughout the world in two distinct forms.  The first of the two is highly reactionary, and is generally accepted as a justifiable action.  It is typically a trade barrier or tariff that is put into place as a response to unfair trade practices.  It exists as an attempt to bring the predatory price up to par with that of the domestic competitor.  The second form is enacted with the express purpose of being a “weapon of retaliation against countries who have used predatory pricing in the past”
.  This form is much more aggressive, and will typically result in loss of export markets.  Many would argue that anti-dumping laws are preventing domestic consumers from receiving a certain good at a bargain price, and that it is unfair to the consumer for the government to protect the interests of the domestic producer.  This response fails to take into account the fact that many of those consumers are workers, who without government protection from predatory pricing will be jobless due to unfair competition.  If those workers lose their jobs due to predatory pricing, then their ability to consume is drastically decreased.  It is far better in the long run for consumers to purchase a good for a few more pennies than for several producers to go out of business.  Thanks to anti-dumping law domestic producers retain their ability to compete head-to-head with imports.

Perhaps the strongest argument for government protection against foreign competition is in the case of development of infant industry.  “Just as children need to be nurtured before they can compete in high-productivity jobs, industries in developing countries should be sheltered from superior foreign producers before they ‘grow up’”
.  This “infant industry” theory was the brainchild of the first Secretary of the United States Treasury, Alexander Hamilton.  His thought process is today applied to many economies, both in developed nations and the third world.  In highly developed nations this protection can manifest itself through subsidies to developing industries as well as public funding of research and development.  Without protectionism the attempts of the global south to develop globally integrated industry would fail.  Jason Welker, professor of Economics at the Zurich International School points out that the “loss of competitive advantage offered by protectionism, would force (Third World) “infant industries” to wither and die in the face of global competition”
.  This is especially applicable in the case of sub-Saharan Africa and Latin America.  Infant industry isn’t the only sector that can benefit from protectionism.  “Well-designed and time-bound protection of mature industries can facilitate, rather than hinder, trade adjustment and industrial upgrading”
.  During tough economic times big adjustments are needed within industry, business, and finance.  When these changes need to take place, “temporary protectionism helps to create the breathing space for companies and workers to reinvent themselves”
.  Were it not for trade protectionism, the once fragile Japanese car giant Toyota, along with the entire Japanese auto industry would have been all but destroyed.  Ha-Joon Chang also states that it falls upon the West to push for “asymmetric protectionism between the rich countries and the poor countries, with the latter protecting their markets more and gradually opening up in line with their economic development”.  In the third world studies have unveiled that developing economies might be better off under protectionism.  A huge hindrance to this though is the continued policy of “imposing trade liberalization through NGOs like the International Monetary Fund and the International Bank for Reconstruction and Development or World Bank”
 by wealthy western nations.  “Per capita income in Latin America grew at 3.1 per cent under the “bad old days” protectionist policies of the 1960s and the 1970s. In the "brave new world" of neo-liberalism between 1980 and 2004, it grew merely 0.5 per cent”
.
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“Economic development requires tariffs, regulation of foreign investment, permissive intellectual property laws, and other policies that help their producers accumulate productive capabilities”11.  This unfortunately rarely boils down to the West allowing the third world this opportunity because it’s “the right thing to do”.  On the contrary, more often than not the developed world is seen forcing developing countries to remain wide open for exploitation through cheap labor and fewer regulations.  The irony of this is that it is in the best interests of rich countries to allow developing nations the right to protect themselves.  “Faster economic growth in developing nations would mean more trade and investment opportunities for everyone in the future”11.

Trade protectionism can be incredibly beneficial to the world economy if applied at the right time and in the correct manner.  By using protectionist policy heavily in developing nations, the world can benefit by gaining a greater number of globally competitive firms, which will be encouraged to participate in foreign direct investment to circumvent trade barriers.  Protectionism is also beneficial during tough economic times, and allows companies a safe zone to reset, re-invest, and re-grow.  Without these tools many domestic industries would be smothered out by foreign companies, causing thousands to become unemployed.  While the majority is hunkered down in a firm stance against protectionism, they fail to notice the positive effects that it can, and does have in our increasingly globalized economy.
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