8-2 TARIFF WARS IN THE 1930s

A historical episode may clarify the implications of tariff retaliation. The U.S. Smoot-Hawley tariff
was signed into law on June 17, 1930, over a strong protest by the economic profession. The measure
raised the effective rate of tariffs in the United States by almost 50 percent. Not unexpectedly, the
new high duties triggered widespread retaliation, which contributed to the worldwide depression.

For instance, in response to tariffs on grapes, oranges, cork, and onions, Spain retaliated with
the Wais tariff. Because of new tariffs on watches, embroideries, and shoes, Switzerland boycotted
U.S. exports. Against tariffs on hats and olive oil, Italy retaliated with high tariffs on U.S. and French
automobiles. In reaction to high duties on many food products, logs, and timber, Canada tripled its
tariffs. Australia, Cuba, France, Mexico, and New Zealand also joined in the tariff war.

These beggar-thy-neighbor policies were responsible for the dwindling volume of world trade
and the high unemployment and low prices that ensued in all countries. It is estimated that total world
imports in 1933 stood at about one-third their 1929 level. Incidentally, the tremendous decline in the
U.S. exports of agricultural products (about 66 percent from 1929 to 1932) more than offset the meager
increase in domestic demand due to the high U.S. tariff. As a result, farm prices fell precipitously

and contributed to rural bank failures.
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