Parsons, June 2020

Supplement to Notes Part IV: US Trade Friction Then and Now (updated to
June 2020 with US-China Trade War)

We still hear a good deal of trade friction stories in the news between US
and Japan. (4s of 2008)

Examples typically include Antidumping (US against Japanese steel is
popular) and Japanese resistance to opening up its Agriculture and in
particular Rice.

But has the trade-friction increased, decreased, or stayed about the same
over the past 30 years or so?

I will argue, as most economist do, that US-Japan trade friction is now very
small, in absolute terms, but as compared to the 1980s in particular, when
was friction was high.

Before we tried to assess by some numerical measures US-Japan trade
friction has fallen, let’s discuss the basic reasons behind most (all?) trade
friction.

Remember “Rent-seekers” back in Lecture 4 in the Spring? Often, the
source of the friction is calls by certain interest groups for protection against
imports.

Indeed, some observers (for example, Flath, 2005) would say that virtually
all US-Japan trade friction throughout the 1970s (and earlier), 1980s, 1990s,
and still today, are driven by the import-competing industries in the US
(rather than say, the claim, often made in the 1980s that Japan’s markets
were ‘closed’ to imports).

If we consider the import quotas imposed on Japanese steel in the 1960s and
1970s, these were imposed in response to growing political pressure (rent-
seeking) by the well-organized steel lobby in America that was losing
market share, and profits due to cheaper, high quality Japanese steel.



The response in the 1970s and 1980s in automobiles was essentially the
same. Japanese obtained a comparative advantage in automobiles, especially
the more fuel-efficient kind, which were very useful during the high gasoline
prices of the late 70s. Import quotas, and then later VERs (Voluntary Export
Restraints) were imposed to slow the imports, and protect and defend the
rents of the US Auto industry. (Similar protection was given to Harley
Davidson against a wave of Japanese sports bikes.)

Again, as Japanese gained advantages in DRAM (memory) and other
semiconductor chips (SCs), US manufacturing cried “unfair” “dumping” and
filed many anti-dumping and other protectionist tools at Japanese exporters.

At the same time, there were calls by these same US industries (mostly
Autos, and SCs, and of course agriculture) to open up Japanese markets
where Auto and SCs (and photo film) was low.

While agriculture is different case, and indeed trade barriers are high, for the
most part the demands by auto and SC makers to sell export more in Japan

(so-called VIEs), where Japanese tariffs were already 0% by the early 1980s,
was largely just an extension of their initial rent-seeking to keep out imports.

Why were such efforts successful and why did so much friction occur in the
1980s?

Three reasons.

1)

As we saw in Lectures 2 and 4, we know that while the benefits to the
import-competing producer who is protected by a tariff are less than the loss
to the consumer, the industry is usually better organized than the consumer,
and can successfully rent-seek and push “public-choice” to serve its own
ends, rather than the interests of the US at large. The auto and steel industry
have long been successful lobbyists in the US, and their trade unions (auto
workers, and steel workers) are among the most powerful political. Thus,
really, two sets of rent-seekers (steel firms, and steel workers) fight to get
the “steel rents.”



2)

The US for the first time in post-war history experienced huge trade deficits.
(They existed, but were much smaller until the 1980s.) While we know the
reason for this has little or nothing to do with trade barriers, and have more
to do with Macro issues of Savings, Investment and Demographics
(especially the age of a population and the amount they save), a huge trade
deficit gives protectionist rent-seekers a convenient excuse and target to
blame, which makes rent-seeking efforts gain more popular support.

3)

Generally, protectionist measure rise in times of slow growth and higher
unemployment. In the early 1980s and again in the early 1990s, the US
experienced rising unemployment and recession when facing economic re-
structuring of the economy. While very little of imports affect job losses in
the US or any country (import competition accounted for about 1.5% of all
jobs lost in from 1996-1999, for example, Irwin, 2002), rising
unemployment and rising imports can give a misleading impression and
gives “ammunition” for rent-seekers, and makes their efforts to gain popular
(and congressional) support for protection. Even if the congressmen and
women know that trade is not the real culprit for temporarily unemployment,
which is mostly structural, anti-dumping duties, import quotas and “Buy
American” campaigns, give the appearance that politicians are doing their
best to help “America”, when actually they are hurting the US, on the whole.

So, I would argue that while America (and every country) has trade friction
issues, I will demonstrate a few measures to suggest that they are a lot lower
today.

Why?



Going back to the three reasons above:

1)

The Steel and Auto, and other lobbies are still quite strong and savvy
(smart). However, Steel now has more “offsetting” rent-seekers that would
like to see cheap imports of steel, and those lobbies are now more effective.
The Steel-using Auto industry would always, in general, be against tariffs on
steel. Boeing aircraft, a big user of steel, for example, is America’s largest
single exporting firm, and also an effective rent-seeker (promoting the sale
and export of its goods) and would, in general oppose high tariffs on steel.
Also, union membership is continually on the decline the US weakening
rent-seeking (for protection of high-paying jobs in Steel, etc) power there.
As for Autos, another very important reason that Auto trade friction is
almost zero is because nearly all autos firms are international joint ventures.
(Ford-Mazda; Nissan-Renault, etc.) and production takes place all over the
world. (Mercedes-Benz and Toyota, and Hondas produced in the US, etc.)
For Steel, most production of US steel firms still takes place in the US (and
Canada.)

2)

The US still has huge deficits, as we know. In absolute terms and relative to
GDP, the largest in history. Perhaps, the US has become used to deficits, and
realized it can prosper despite them. Also, more importantly, there has been
a huge SHIFT in the country of origin of the US trade deficit, China. Thus,
US-Japan friction has declined, in large part because rent-seeking,
protectionist efforts are being redirected at China.

3)

America has had over 15 years of almost uninterrupted growth and
prosperity. Thus, the macroeconomic reason for higher protectionism is
lessened. As the US is now on the edge of a possible recession (and credit
crisis), we will see if this changes.



Has US-Japan Friction really decreased? Some measures.

I. If we consider the amount and share of Antidumping Activities

1980-1995

ADD suits initiated by the US: 1184
Against Japan: 197 (17% of total suits)
Against China: 127 (11%)

From Bruce Blonigen’s website:
http://www.uoregon.edu/~bruceb/adpage.html

1995-2006 (post-GATT)

ADD suits initiated by the US: 373

Against Japan: 32 (8.5%)

Against China: 64 (17%)

From World Trade Organization website, www.wto.org

II.
Another indirect measure: Number of articles with word “trade friction” in
New York Times:

1981-1994
“Japan Trade Friction” : 305 articles
“China Trade Friction” : 67 articles

1994 to present (2007)
“Japan Trade Friction” : 109 articles
“China Trade Friction” : 105 articles

We see by both measures, the amount of protectionist pressures has shifted
away from Japan, and towards China...However, Japan is still the subject of
considerable protectionist actions.


http://www.uoregon.edu/%7Ebruceb/adpage.html
http://www.wto.org/

Update (June 2020):
“Trade Protectionism during the Trump Presidency (2017- present)”

While initially there was, and still is, some protectionism aimed towards Japan
and Americans other traditional “allies” (EU, Canada), most of the
protectionism during the Trump presidency has been directed towards China.

The Trump has used many of the same trade tools that were used against Japan
in the 1980s and 1990s again China now. (In particular “anti-dumping duties”
(ADDs), countervailing duties (CVDs) and Section 301). However, President
Trump has also used many trade policies rarely used by the US and some of
which that have not been used for decades. These include (among others) the
Section 203 (especially in Steel) where the stated cause (excuse) is National
Security.

https://www.piie.com/sites/default/files/documents/trump-trade-war-
timeline.pdf

Comparing Trade Wars and Trade Collapses for the past 100 years

Four empirical facts:
Takeaway 1: Smoot-Hawley or US-China, which raised tariffs more?
Quick answer: Smoot-Hawley.

US average tariffs against Chinese imports now 16+% (from 2.6% before the
trade war)

Chinese tariffs against US imports now 16% (from 6%)

Data source: WTO working Paper (data Sept 2019)
https://www.wto.org/english/res_e/reser_e/ersd202004 e.pdf

Average tariffs during Smoot-Hawley were about 45% (source www.piie.com).
These were against many countries of the world, not just one country as is
mostly the case in the US-China trade war.

(UK raised tariffs in 1932 to 10% and also imposed other trade barriers.
Source: Capie, 1978. The Economic History Review.)
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Takeaway 2: How does the current US-China trade war compare to the
Global Trade war following the US Smoot-Hawley tariffs of the 1930s in
terms of decline in trade volume?

Quick answer: tough to say. Trade volumes fell because of high tariffs, but
trade volumes also fell a lot because of the Great Depression. Probably much
larger drop during Smoot-Hawley.

Takeaway 3: How does the current US-China trade war compare to the Global
Trade war following the Great Trade Collapse of the 2008 (following the
Lehman Shock/Global Financial Crisis) in terms of decline in trade volume?

(The Great Trade Collapse of 2008/9, at that time, was the largest drop in trade
for the US since WWIL.)

US Imports from China fell by about 20% in 2019 (as compared to 2018.)
(Source: US Census.gov) during US-China trade war.

US Imports from the World fell by 26% (Schott in The Great Trade Collapse,
Baldwin ed. voxeu.org)

Answer: The Great Trade Collapse of 2008-9 had larger effect on US imports
than current US-China trade war. (So far...)

Takeway 4: In which crisis did world trade volumes fall most: 1) 1930s
(Smoot-Hawley-plus-Great Depression); 2) 2008-9 Great Trade Collapse; or 3)
now, Covid-19, in 2020?

Smoot-Hawley: between 1929 and 1932, world trade fell about 30%.
Source: Madsen, J.B. (2001) Southern Economic Journal.

Great Trade Collapse (2008-9):

World Trade fell by in 2008 by about 20%, but quickly bounced back

R. Baldwin at:
https://voxeu.org/article/great-trade-collapse-what-caused-it-and-what-does-it-
mean



https://voxeu.org/article/great-trade-collapse-what-caused-it-and-what-does-it-mean
https://voxeu.org/article/great-trade-collapse-what-caused-it-and-what-does-it-mean

Covid-19 Outbreak (year 2020).
World Trade fell 27% in Q2 of 2020. Source:
https://unctad.org/en/PublicationsLibrary/ditcmisc2020d2 _en.pdf

So, the Covid trade collapse, if it continues, will be larger than 2008-9
collapse.

The current Covid-induced Trade Collapse, if it continues, will be on par
with the Trade Collapse during the Smoot-Hawley/Great Depression era.


https://unctad.org/en/PublicationsLibrary/ditcmisc2020d2_en.pdf
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