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It is one thing to recount develop
ments that arguably are evidence of a 
growing US trade protectionism. It is 
quite another thing, however, to explain 
protectionism. In the following pages 
we shall summarize the main explana
tions that have been advanced, and at
tempt to weigh their significance. For 
the purpose of simplicity, these will be 
grouped under two main headings: mac
roeconomic explanations, and political 
ones. In our concluding paragraphs, we 
shall survey some additional systemic 
considerations. 

Macroeconomic causes 
No single macroeconomic factor can be 
isolated in explaining the rise of the 
new protectionism in the United States; 
rather, there are a number of interre
lated factors that collectively account 
for this phenomenon. These factors we 
analyze separately, although we think it 
important to stress their interrelated
ness. 

Perhaps the most direct explanation 
has been the soaring US trade deficits of 
the 1980s. The United States experienced 
continuous trade surpluses from 1894 to 
1970. Since 1970, however, deficits have 
become the norm,1 and they became wor
risome in the late 1970s, when the deficit 
hit $30 billion (GUSD) a year.2 Even then 
the United States continued to enjoy a 
surplus in manufactured goods, although 
a hefty oil-import bill caused the mer
chandise-trade account to slip into defi
cit.3 The trade deficit - including manu
factured goods - was growing at alarming 
rates by the mid-1980s, reflecting both a 
stagnation in exports and a surge in im
ports. Total US exports fell slightly in the 
period from 1980 to 1985 from 224.3 
GUSD to 214.4 GUSD, whereas imports 
shot up in the same period from $249.8 to 
338.9 GUSD.4

The importance of the trade deficit as 
a generator of protectionism cannot be 
overstated, for its sheer enormity has 
alerted the US public and politicians to 
the importance of trade policy, fostering a 

climate within which protectionist senti
ment could not help but flourish. The 
trade deficit has now become a barometer 
of US economic prowess in the minds of 
many Americans, with implications ex
tending far beyond the sphere of political 
economy.5 Until it falls to a politically ac
ceptable (if necessarily imprecise) level, 
the pressure for protectionism can be ex
pected to remain strong. 

What accounts for this trade deficit? In 
part, the answer lies in the fact that the 
US economy has become significantly 
more integrated into the world economy. 
The most dramatic evidence of this can 
be seen in the figures for exports and im
ports as a share of GNP at the beginning 
of each of the past four decades. Exports 
as a percentage share of GNP were 6.3 in 
1950, 7.7 in 1960, 9.2 in 1970, and 19.7 
in 1970. The comparable percentage 
shares for imports were even more dra
matic: 5.6, 5.8, 8.7, and 21.7.6 In other 
words, the importance of trade has more 
than doubled since the start of the 1970s. 

Further evidence of the international
ization of the US economy can be 
gleaned from figures showing that 40 per
cent of farmland is now devoted to ex
ports, that one-sixth of all jobs in manu
facturing are tied to exports, that between 
25 and 33 percent of the profits of US 
corporations come from their interna
tional activities, and that imports account 
for more than half of US needs in 24 of 
the 42 most critical primary products.7 

The importance of these figures de
rives from the fact that US goods are now 
facing increasingly strong competition 
from imports; according to one estimate, 
70 percent of all US goods production 
now face foreign competition.8 Thus, the 
potential for protectionism has grown be
cause the number of industries affected 
by foreign trade has increased at the same 
time that international competition has 
become fiercer and macroeconomic 
forces have put pressure on the US econ
omy. 
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A dramatic stimulus to protectionism 
was supplied by the overvalued US dollar 
during the first half of the 1980s. Be
tween 1980 and February 1985, the trade
weighted dollar rose by an incredible 70.2 
percent, reaching a level that put the dol
lar 40 per cent above the value where US 
products could be deemed broadly com
petitive.9 The cause of this inheres chiefly 
in the US budget deficit, which has neces
sitated high domestic interest rates that in 
turn have attracted large capital inflows 
and driven up the currency's value. There 
were other factors to consider as well. For 
instance, as the dollar was rising in value 
during the early Reagan administration no 
attempt was made by the White House to 
intervene in international currency mar
kets to stabilize its value. The West Ger
mans and the Japanese did intervene, but 
their efforts proved ineffective without 
complementary US actions.10 Moreover, 
the nervousness of many investors re
garding the LDC debt crisis, coupled with 
the obvious pro-business orientation of 
the new Reagan admistration made the 
dollar seem a safe haven indeed for in
vestment at the start of the 1980s. 

The overvaluation of the dollar had 
powerful effects that contributed greatly 
to the rise of protectionism within the 
United States. US exports became over
priced and incompetitive, and imports be
came cheaper and more attractive. In ad
dition, competition from imports reduced 
domestic investment, and the return on 
foreign investments fell. Coupled with 
this is what some economists see as a link 
between the overvalued dollar and the 
growth of unemployment: Deaudorff and 
Stem, for example, suggest that for every 
percentage point drop in US price-com
petitiveness, the trade deficit rises by 3 
GUSD and 70 000 people become un
employed.11 Together, these factors can 
be seen to have contributed to the rise in 
protectionism by increasing the trade def
icit and, with it, the pressure on import
competing industries. 

There is another consideration to bear 
in mind when discussing the rise in pro-
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tectionism resulting from the overvalued 
dollar: the "ratchet effect" This holds that 
whenever a currency becomes overvalued 
for a prolonged period there will be an 
increase in the level of protectionism; 
however, when the currency returns to 
equilibrium or becomes undervalued, the 
protectionism does not disappear. Instead, 
the level of protectionism "ratchets" up
wards every time a currency gets overval
ued.12 

The importance of the overvalued dol
lar in the rise of US protectionism is sug
gested when one seeks to explain why the 
trade deficit would not immediately im
prove once the dollar began to fall. The 
reason can be found in an economic con
cept called the J-curve, which is associ
ated with the argument that over the short 
term (18 months to two years) the effect 
of a devaluation will be to worsen a trade 
imbalance.13 The J-curve, although not
actually "keeping" the US trade deficit 
higher than it otherwise would have been 
after the dollar began to fall in September 
1985, might nevertheless be said to have 
made an indirect contribution to the rise 
in protectionism. 

A macroeconomic factor that deserves 
to be singled out for discussion in this 
context is high interest rates. The United 
States has been forced to raise interest 
rates in order to restrain inflation and fi
nance its 200 GUSD budget- ary deficit. 
The effect of this rise has been accentu
ated by Japanese economic policies. In 
the 1980s Japan has been following a re
verse economic policy mix from that of 
the United States, one characterized by 
tight fiscal but loose monetary policy, and 
low interest rates. This resulted in a 
wider-than-normal differential between 
the two countries' interest rates; hence 
capital flowed into the United States 
faster than it otherwise might have. 

High US interest rates contributed to 
the rise of protectionism in two main 
ways. First, they made it very attractive 
for international investors and currency 
traders to purchase dollar-denominated 
assets. With the US economy drawing in 

foreign capital, the dollar's value was 
forced upward, in turn increasing the 
pressure for protectionism. Secondly, the 
rise in interest rates increased the debt
servicing costs of those countries that 
owed money to US banks. This meant 
that many heavily indebted Third World 
countries, particularly those in Latin 
America, were forced to restrict imports 
severely to prevent a worsening of their 
balance of payments. In 1982, for exam
ple, Mexico, Chile, and Argentina all 
halved their imports, and the LDCs as a 
whole cut their trade deficits by 14 
GUSD.14 The effect of this on US exports
to Latin America was disastrous: in only 
two years (1981 to 1983) the US trade 
balance with Latin America shifted from 
a 7.5 GUSD surplus to a 14 GUSD defi
cit.15 Thus, high interest rates contributed 
to making it more difficult for the United 
States to export to the heavily indebted 
Latin American countries. 

Parenthetically, interest rates have also 
contributed to the rise in US protection
ism in the period during which the dollar 
began to fall. The reason for this is that 
falling interest rates and the huge budget 
deficit encouraged domestic consumption 
and thus the demand for imports, which 
normally should have fallen along with 
the dollar.16

No analysis of the rise of protection
ism in the United States can overlook the 
increasingly strong international competi
tion facing US companies in a range of 
products. This competitive problem is not 
unique to the United States, but rather is 
part of a widespread change that has been 
occurring in the international trading sys
tem. In the 1960s and 1970s Japan and 
the NICs experienced spectacular growth 
in their manufacturing sectors, combined 
with an even more rapid growth in their 
share of world trade. Collectively, the 
NI Cs' share of world trade grew from 6 
percent in 1970 to 11.4 percent in 1983, 
with South Korea, for example, experi
encing 28.8 percent annual growth of ex
ports from 1960 to 1977.17 The NICs'
success in particular sectors was even 
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Centre for Resource Studies 

• 
The Centre for Resource Studies (CRS) 

was established in 1973, under the 
sponsorship of Queen's University, the 
federal Department of Energy, Mines 
and Resources, and The Mining Asso
ciation of Canada, to carry out a pro
gram of research and publication on 
mineral policy issues. 

The Centre provides opportunities 
for multidisciplinary research in re
source studies at Canadian universit
ies, furnishes reliable information on 
matters related to mineral resource 
policy, and promotes closer liaison be
tween government, industry and other 
concerned groups. The research pro
gram is carried out both at the Centre 
and by means of contracts with quali
fied investigators, usually at Canadian 
universities. Small exploratory studies 
are also funded, through a system of 
grants-in-aid of research. CRS Policy 
Discussion Seminars involve represen
tatives from governments, industry, 
universities, labour, and other inter
ested groups in working sessions on is
sues of current concern. Through this 
program of research and seminars, and 
the resulting publications, the Centre 
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contributes to informed discussions 
and a better understanding of signifi
cant issues. 

The Centre is governed by a Board of 
Directors which establishes general 
policy and priorities for research. The 
chairman is Dr. C.G. Miller and the ex
ecutive director is Mrs. Margot Wojcie
chowski. There are fourteen other 
members - seven nominated by 
Queen's University, four by The Min
ing Association of Canada, and three 
by the federal government. Guidance 
on the research program, together with 
discussion of policy issues and other 
matters, is provided by the Advisory 
Council. This body comprises all re
searchers associated with the Centre, 
as well as members appointed from 
such groups as governments, industry, 
labour, and other interests. A Research 
Advisory Committee aids in the devel
opment of projects and the selection of 
research proposals. The executive di
rector and staff are responsible for the 
work of the Centre within this frame
work. 

CRS, Queens University 
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