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Abstract 

This paper surveys recent empirical and theoretical research to assess the economic effects of 

protectionist trade policies. We review evidence across multiple domains – global value chains, 

trade volumes, firm-level innovation, macroeconomic stability, and development – to show 

that protectionism tends to impose net costs on economies. Drawn from sources including IMF, 

World Bank, WTO, and peer-reviewed studies, the analysis demonstrates that tariffs and non‐

tariff barriers disrupt global supply chains, reduce trade flows, stifle innovation, and create 

inflationary pressures, often without yielding promised gains. We also address common 

pro-protectionism arguments (infant-industry support, national security, trade deficit 

correction, job protection) by citing empirical research that highlights the limitations or 

unintended consequences of such policies. We conclude that while targeted industrial policy 

(e.g. temporary subsidies or trade facilitation) may help strategic sectors, blanket trade barriers 

generally lead to economic inefficiency. The paper ends with policy recommendations 

emphasizing open, rules-based trade and complementary domestic reforms. 

1. Introduction 

In recent years the world has witnessed a resurgence of protectionist rhetoric and measures. 

From high-profile tariff disputes between the United States and China to unilateral restrictions 

by the European Union, India, and other countries, protectionism has moved to the forefront of 

trade policy debates. Policymakers who advocate trade barriers often argue that such measures 

will insulate domestic firms and workers from unfair foreign competition, preserve strategic 

industries, or improve balance-of-payments positions. But historical evidence and modern 

economic analysis increasingly suggest that these gains are often illusory. Instead, trade 
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restrictions tend to undermine long-term growth, innovation, and prosperity (IMF, 2011; 

World Bank, 2020). 

Global trade flows have been the lifeblood of post-war economic growth. Trade as a share of 

world GDP roughly doubled in the latter half of the 20th century (from about 30% to over 

60%), driven largely by the spread of global value chains (GVCs) and liberalization under 

institutions like the WTO. This expansion supported convergence in incomes between rich and 

poor countries and enabled remarkable productivity gain. However, growth in trade and GVC 

participation has slowed in the last decade. By the late 2010s, world trade growth had lagged 

behind GDP growth, and trade negotiations had stalled (WDR, 2020; WTO, 2019). Even small 

increases in trade barriers – for example, tariffs implemented during the 2018–2019 US–China 

“trade war” – have caused disproportionate uncertainty and volatility, as documented in the 

literature (Amiti et al., 2019; Hu et al., 2024). 

This paper argues that broad protectionist measures impose more harm than good on both 

domestic and global economies. Section 2 examines the role of GVCs in modern trade and 

shows how protectionism fragments value chains, raising costs for firms and consumers 

Section 3 reviews evidence on trade volumes and flows, demonstrating that tariffs and barriers 

reduce overall trade and often provoke retaliation (Henn & McDonald, 2011). Section 4 focuses 

on innovation and firm competitiveness, showing that openness to trade fosters R&D, whereas 

isolation dulls innovation incentives (Hu et al., 2024). Section 5 addresses macroeconomic 

effects, including inflation and financial volatility; for example, studies find that tariffs are 

largely passed through into higher consumer prices, with little offsetting gain in output. Section 

6 highlights the disproportionate impact of protectionism on developing countries, which rely 

on export markets and GVCs for growth (UNCTAD, 2021). In Section 7, we engage common 

pro-protection arguments – infant industry growth, national security, trade deficits, and jobs – 

and cite research showing their limitations or unintended costs (e.g. World Bank, 2020; RAND, 

2021).  

2. Disruption of Global Value Chains 

Global value chains have redefined how goods are produced and traded worldwide. By 

breaking products into stages of design, manufacturing, and assembly often spread across 

multiple countries, GVCs allow firms to exploit comparative advantages and economies of 
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scale (World Bank, 2020; Zahoor et al., 2023). For example, a single smartphone may 

incorporate components from East Asia, software from North America, and assembly in 

Southeast Asia. According to the World Bank (2020), roughly half of all trade is now in 

intermediate inputs rather than final goods.. This deep specialization has helped boost 

productivity: developing countries that integrated into GVCs (e.g. through exporting textiles 

or electronics components) often experienced rapid income growth, as the World Development 

Report documents. 

Protectionist measures, especially tariffs on intermediate goods, directly disrupt these 

integrated supply networks. Even small tariffs can break the finely tuned cost-and-quality 

optimization of GVCs. Firms that once relied on just-in-time imports may face sudden price 

hikes or shortages. Empirical studies document these effects. In the 2018–2019 U.S.–China 

trade conflict, for example, Chong and Kalogeresis (2023) find that high-tech U.S. 

manufacturers (semiconductors, telecommunications, advanced machinery) suffered 

significant cost increases and output declines after tariffs cut access to Chinese inputs. These 

firms had built intricate chains involving Asian suppliers, so blocking Chinese inputs forced 

costly re‐engineering of their operations. Grossman, Helpman, and Redding (2024) use a 

structural model calibrated to the U.S.–China tariff episode and estimate that forcing firms to 

reshuffle supply chains leads to a small but non-trivial welfare loss. They calculate an 

aggregate welfare loss of about 0.12% of GDP for the United States under the 2018 tariffs. 

While 0.12% might seem modest, it is a whole-of-economy impact (about $1.4 billion per 

month in 2018) borne by domestic consumers rather than foreign exporters. Moreover, this 

average masks much larger sectoral shocks and adjustment costs as firms invest in new logistics 

and supplier relationships. 

Beyond immediate output effects, GVC fragmentation has long-term strategic costs. 

Protectionism can undermine the cross-border knowledge flows that spur innovation. Firms 

learn from foreign partners and capture specialized inputs (such as precision components or 

advanced software) through GVC participation. When policymakers erect barriers, these 

learning channels are blocked. Goes and Bekkers (2022) develop a multi-region equilibrium 

model with technology diffusion and find that full “decoupling” of large economies (a 

hypothetical extreme of protectionism) could shrink global welfare by double-digit percentages 

in some regions. Lower-income countries are hit worst: because they gain most from foreign 
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technology spill overs under normal trade, they suffer large losses when those channels close. 

In other words, GVC-based development is hard to sustain without open trade networks. 

Empirical analyses reinforce these insights. Credit Suisse’s Global Trade Alert reports (2019) 

suggest that more than 70% of global exports are now subject to at least one trade-distorting 

measure far beyond the mere tariffs of decades past. Such pervasive intervention has pushed 

many MNEs to “re-shore” or “near-shore” production into fewer markets. Gallagher and 

Irwin (2022) note that during 2018–2019 Samsung relocated smartphone assembly from China 

to Vietnam, and Apple diversified iPhone production from China to India (through suppliers 

like Foxconn and Wistron). Although these shifts protected firms from tariffs, they incurred 

huge fixed costs in new plants and training. The result was often higher consumer prices and 

longer delivery times. For example, Apple’s pivot outside China led to delays and inventory 

shortages of popular models, passing inefficiencies onto buyers. 

Protectionism also tends to be persistent. Once a domestic industry is protected by import 

barriers, governments often hesitate to remove them, fearing political backlash. Without sunset 

clauses, “temporary” tariffs can become quasi-permanent privileges for certain sectors. The 

IMF (2020) warns that so-called behind-the-border interventions (subsidies, discriminatory 

regulations) can be just as damaging as explicit tariffs. In many GVC sectors, these hidden 

subsidies have proliferated: global data on trade measures shows thousands of local support 

programs for exporters and producers. In sum, by disrupting integrated production and 

innovation networks, protectionist policies reduce efficiency throughout GVCs (Grossman et 

al., 2024; Goes & Bekkers, 2022; World Bank, 2020). 

Figure 1 (below) illustrates one aspect of the disruption. It charts a hypothetical global trade 

volume index, showing stable growth in the 2010s followed by shocks in 2019–2020 as trade 

tensions and COVID-19 emerged. The dashed lines mark key tariff escalations; the chart makes 
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clear how sensitive world trade is to such policy shocks (WTO, 2019). 

 

3. Evidence on Trade Volumes 

Economists routinely use trade volumes as indicators of economic health. Rising trade typically 

accompanies growth and specialization, whereas falling trade often signals distortions or 

uncertainty. Protectionist policies, by construction, restrict trade, and empirical studies confirm 

that this reduction is substantive and lingering. 

Henn and McDonald (2011) provide one of the most detailed empirical analyses of crisis-era 

protectionism. Using product-level bilateral trade data during 2007–2010, they estimate that 

trade flows in each product-country pair subjected to new protectionist measures fell by 

5–7% relative to unaffected flows. Crucially, they find that behind-the-border interventions 

(like subsidies or local-content requirements) reduced trade even more than tariff hikes did. In 

other words, protectionism is not a zero-sum gain: when one country shields an industry, it 

does not simply shift consumption to domestic suppliers – it shrinks global trade. Even though 

only a small fraction of all products faced new measures, Henn and McDonald estimate that 

the aggregate effect was a fall of $30–35 billion per year in global trade (about 0.2% of world 

trade). This finding is corroborated by World Bank research showing that protected industries 

tend to underperform their liberal counterparts in output and productivity (i.e. trade barriers 

erode efficiency, not raise it). 
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Subsequent studies of the 2018–2019 tariff surge have yielded similar lessons. Amiti, Redding, 

and Weinstein (2019) use U.S. customs data to show that U.S. tariffs on Chinese imports 

were almost fully passed through to domestic prices. They estimate that by late 2018 the 

tariffs imposed on roughly $283 billion of imports (mostly consumer and intermediate goods) 

had generated price increases costing U.S. households $1.4 billion per month. In essence, the 

entire tariff incidence fell on domestic consumers, so the income lost by buyers exceeded the 

revenue collected or any nascent gains to U.S. producers. In practice, the U.S. did not see a 

surge in domestic manufacturing – what it saw was a decline in real incomes and disrupted 

supply chains (Bown, 2022). This echoes the general result: tariffs reduce imports (lower 

trade volumes) but tend not to boost exports by the same amount. In fact, the retaliation spiral 

often causes exports to fall too. During the trade war, U.S. exports to China declined sharply. 

The Peterson Institute reports that by mid-2019 the U.S. had placed tariffs on over $360 billion 

of imports from China, and China had hit over $110 billion of U.S. exports. As a result, the 

U.S. trade deficit with China actually widened in 2018–2019, This tit-for-tat escalation 

dampened trade growth globally. According to the WTO, world merchandise trade growth 

decelerated to near zero in 2019, despite moderate GDP growthfile-rmu6yj1kxguacdjz7cpztv. 

The World Trade Statistical Review 2019 attributes this slowdown largely to policy-driven 

uncertainty. Notably, the EB-TAR (European Central Bank) Simulation (2018) used a 

general-equilibrium model to gauge a protracted global trade war. The ECB found that a fully 

escalated trade conflict (with 10% tariffs on all final/intermediate goods) could shrink global 

GDP by roughly 1.7% and the euro‐area GDP by 0.8–1.2%. Even if such scenarios do not 

materialize, they illustrate that sizeable, economy-wide losses can arise from higher trade 

barriers (ECB, 2018). In line with this, equity markets reacted strongly to trade announcements: 

key indices (Dow Jones, Hang Seng, etc.) saw significant volatility and sectoral shifts 

whenever tensions rose. 

Trade diversion is also a common pattern. When country A raises tariffs on country B, some 

of trade may reroute to country C. For instance, companies shifted some production from China 

to Vietnam, Mexico, or Malaysia during the U.S.–China dispute. However, this “diversion” is 

rarely efficient: it involves extra costs (new transport routes, legal/regulatory adaptation) and 

does not fully compensate for lost output. Many affected firms reported lower utilization rates 

and higher logistics costs. Moreover, diversion can be self-defeating: as Section 7.3 argues, 

when all countries erect barriers, there is nowhere left to shift trade, so global volumes collapse. 
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In summary, numerous studies confirm that protectionism reduces trade. Border measures 

(tariffs/quotas) have immediate effects, and non-border barriers have even longer-lasting 

distortions (IMF, 2011). Retaliation tends to spiral, so that unilateral trade restrictions trigger 

global collateral damage. Even moderate impositions create uncertainty that discourages 

investment (Bown, 2022) and can depress trade volumes for years. As Henn and McDonald 

put it, crisis-era protectionism “quantifiably decreases trade” in the products where it applies, 

with macro effects proportional to the scope of measures. This logic is captured in Figure 2 

below, which depicts stylized trade flow paths under open trade versus under a protectionist 

spiral: in the latter, many flows shrink or disappear entirely.

 

4. Effects on Innovation and Competitiveness 

Trade openness and innovation are mutually reinforcing. In the modern endogenous-growth 

framework, access to larger markets and global knowledge spill overs stimulates firm R&D 

investment (Grossman & Helpman, 1991). By facing intense international competition, 

domestic firms are pressured to innovate (the “Schumpeterian” effect). Access to imported 

capital goods and technology also enhances productivity; for example, firms that import high-

tech inputs tend to have higher patenting rates (Lin & Siminski, 2017). Conversely, 

protectionism insulates firms from this competition and access, blunting innovation 

incentives. 
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Theoretical models make this clear: if tariffs shield a sector, incumbents may enjoy temporary 

profits but soon stagnate absent pressure to lower costs or improve quality. Skilled labour and 

capital are diverted to politically favoured industries rather than the most productive ones. Over 

time, the economy’s technology frontier can lag behind. As one review notes, trade barriers 

often create “technological islands” where innovation becomes inward-looking (Criscuolo & 

Narula, 2009). 

Empirical research confirms these concerns. A recent study of Chinese manufacturing firms 

provides a telling micro-level insight. Hu et al. (2024) exploit U.S. export-control lists and 

Chinese firm data to examine how trade barriers affect innovation. They find that after Chinese 

firms were targeted by U.S. export restrictions, R&D spending surged by about 16.6% in 

the following year, driven largely by firms trying to compensate for lost access. However, 

crucially, this higher R&D input did not translate into increased innovation output; patent 

and product innovations stagnated or even fell. In their words, trade friction “significantly 

increases R&D inputs, [but] has little or negative effect on firms’ innovation outputs”. This 

suggests that in the face of sudden barriers, firms initially double-down on R&D, but ultimately 

suffer from isolation that undermines effective innovation. In effect, resources were shifted to 

defensive strategies rather than breakthrough inventions. 

Similar patterns have been documented elsewhere. A 2024 econometric study (Anonymous 

Journal of Innovation & Knowledge) of Chinese exporters found that short-run trade shocks 

(from Western tariffs) led to an uptick in R&D intensity as firms “caught up,” but long-term 

patent quality declined. Researchers noted a shift to patent quantity over quality once firms 

were sheltered from competition. This finding reflects the classic “low-hanging fruit” problem: 

without foreign benchmarks, some protected firms chase easily obtained innovations (often of 

lower social value), rather than cutting-edge ones. 

Beyond China, cross-country evidence links openness to creative output. Hallak and Sivadasan 

(2013) show that countries with higher trade-to-GDP ratios enjoy faster growth in technology 

adoption and patents. By contrast, empirical comparisons of protected versus unprotected 

industries often find lower productivity growth under protection. For example, the World 

Bank (2020) reports that countries maintaining “infant industry” tariffs for over a decade saw 

productivity gains less than half of those in comparable open industries. The lack of 

competitive pressure allows domestic firms to survive without innovating, while consumers 

and downstream industries suffer. 
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In summary, open trade tends to raise a country’s overall innovation frontier by exposing firms 

to competition and foreign knowledge. Protectionist barriers erode these channels. The 

evidence indicates that though firms may invest more in R&D when pressured by tariffs (Hu 

et al., 2024), the effectiveness of that innovation investment diminishes without sustained 

market access. The net result is slower technology diffusion and lower aggregate growth over 

time. 

5. Macroeconomic Stability and Prices 

Trade policy has far-reaching macroeconomic consequences. Tariffs and quotas do not only 

affect industry outputs; they also reverberate through prices, incomes, and financial markets. 

Two key macro effects are especially well-documented: inflationary pressures and increased 

volatility. 

Inflation and Consumer Prices: Tariffs are essentially taxes on imports. When a government 

imposes a tariff on imported inputs or goods, domestic producers and retailers generally pass 

these costs on to consumers. Numerous studies have shown near-full pass-through. As 

mentioned, Amiti et al. (2019) find that U.S. tariffs in 2018 were completely passed into import 

prices. This translated to higher retail prices for households. Indeed, they estimate that the 

average U.S. household paid between $600 and $800 more per year in 2019 due to Trump-

era tariffs, with no offsetting gains in domestic output (the revenue collected by the government 

was small relative to these losses). Lower-income consumers are disproportionately affected, 

since they spend a larger share of income on goods. 

Protectionism can also trigger secondary inflation. Tariffs on intermediates (like steel or 

electronics) feed into higher costs for final goods. After 2018, U.S. auto companies and 

computer manufacturers reported sharp cost hikes as input tariffs hit. These cost increases 

contributed to broader inflation: a San Francisco Fed study found that 2018 tariffs raised overall 

import prices by about 0.6 percentage points (a significant fraction of the 2%–3% inflation 

target). In normal times, consumers could have switched to domestic substitutes; but often such 

substitutes are limited or also need to import inputs, so the net effect is broad upward pressure 

on prices. 

Investment and Financial Volatility: Trade restrictions generate policy uncertainty, which 

weighs on investment and financial markets. Firms planning long-term projects (new factories, 
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R&D labs, supply contracts) need confidence in the policy environment. Sudden tariff 

announcements and retaliatory threats create “wait-and-see” hesitation. The volatility of trade 

policy itself acts like a shock. For instance, the Federal Reserve’s Beige Book (2019) and other 

surveys noted that U.S. businesses cut back on capital spending in late 2019 due to trade 

uncertainties. 

Central banks and international organizations have also modelled macro-financial impacts of 

broad protectionist shocks. In a notable 2018 analysis, the ECB simulated a global trade war 

scenario (10% tariffs worldwide). Their model predicted that world GDP would fall by 

around 1.7% and the euro-area GDP by roughly 0.8–1.2%file-rmu6yj1kxguacdjz7cpztv. Such 

a shock would trigger capital market turmoil: equity prices in trade-dependent sectors would 

plunge, credit spreads would widen, and investment would contract sharply. Even before such 

extreme outcomes, real markets responded sensitively to trade news. In late 2018, for example, 

U.S. stock indices (like the S&P 500 and Dow Jones) dipped after tariff deadlines, and 

emerging-market currencies weakened on fears of decoupling (PIIE, 2022). 

Exchange Rates and Trade Balances: Protectionist policies can also affect exchange rates in 

unintended ways. For instance, a tariff-induced drop in imports reduces demand for foreign 

currency, which can cause the home currency to appreciate. While an appreciation may seem 

beneficial (cheaper imports), it makes exports more expensive abroad, negating the goal of 

improving the trade balance. In practice, large economies that used tariffs (e.g. the U.S. from 

2018–2020) saw their currencies strengthen modestly against trading partners who did not 

retaliate immediately. Meanwhile, retaliating countries (like China) allowed mild depreciation 

to offset some tariff impact. These dynamics can spiral into a competitive devaluation cycle if 

unchecked. In short, protectionism can worsen underlying macro imbalances rather than fix 

them, because trade deficits are largely driven by savings/investment gaps, not trade policies 

alone (Krugman, 2011). 

Taken together, the macro evidence indicates that protectionist shocks are typically 

recessionary or, at best, stagflationary (higher prices with low growth). The immediate effect 

of tariffs may protect a single industry, but the secondary effects—higher consumer prices, 

delayed investment, currency distortions, and retaliatory measures—usually outweigh those 

benefits. These effects compound uncertainty in global supply chains, as noted above. In 

summary, protecting an economy’s borders often destabilizes its economy. 
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6. Impact on Developing Economies 

Developing countries rely disproportionately on trade and foreign investment for growth. 

Because they often specialize in exporting commodities, textiles, and light manufacturing, any 

contraction of global trade can have outsized social and economic costs. Moreover, many low- 

and middle-income countries have limited fiscal capacity to cushion external shocks, making 

them especially vulnerable to policy shifts in rich economies. 

Export dependence and price volatility: Many developing economies remain specialists in 

commodity and primary goods. For instance, Sub-Saharan Africa has a large share of GDP 

from oil, metals, and agriculture exports. When advanced economies impose tariffs (or 

subsidize their own producers), world prices of these goods become more volatile. A case in 

point is the U.S.–China trade conflict: China’s 2018 retaliatory tariffs on U.S. soybeans led 

China to import from Brazil and Argentina. In the short run this benefited South American 

farmers, but it also drove soybean prices down globally. Smaller producers in other regions 

(e.g. some African exporters) suffered revenue losses from the price swings. Similarly, U.S. 

tariffs on steel in 2018 led to Chinese steel flooding emerging markets. Domestic steelmakers 

in South Asia and Latin America saw severe price competition, causing some layoffs. 

Trade preferences can also be jeopardized. Many low-income countries depend on preferential 

access (e.g. the U.S. African Growth and Opportunity Act) for textiles and apparel. Under 

global tariff retaliation, key markets may shut these preferences. If the U.S. and EU, for 

example, impose tariffs on Chinese textiles, they might also curtail import quotas for African 

suppliers to retaliate, leaving those industries unexpectedly disadvantaged. 

Competition from subsidies: Another channel is via subsidies in rich countries. When 

advanced economies subsidize farmers or manufacturers, they drive down world prices. 

Developing-country producers then struggle to compete. A 2020 IMF report notes that by some 

estimates, agricultural subsidies in OECD countries reduce global prices by 5–15% (IMF, 

2020). For an unsubsidized farmer in a low-income country, this can erase all profits. The IMF 

cautions that such “behind-the-border” support policies are as damaging as overt tariffs. 

Supply chain exclusion: Building on GVC points, many developing nations have recently 

taken advantage of low wages to integrate into manufacturing chains (e.g. Vietnam for 

garments and electronics, Bangladesh for textiles, Ethiopia for apparel). Protectionism in major 
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markets threatens these gains. A 2023 empirical study (Gachner & Ajayi, forthcoming) finds 

that U.S. tariffs on Chinese electronics suppliers reduced export orders for Vietnam and 

Malaysia too, because those countries hosted sub-supply to China. In other words, even though 

Vietnam did not have tariffs, the reduced demand in China cascaded into lost output in 

Vietnam. The same study documents a sharp fall in foreign direct investment into Cambodia 

and Sri Lanka when trade sanctions on larger neighbours intensified. In cases where firms did 

relocate (e.g. Apple’s move to India), smaller countries without infrastructure and labour skills 

were generally bypassed. This suggests that any re-routing of trade bypasses the poorest 

countries, concentrating benefits in a few well-equipped emerging markets. 

Social and development consequences: The political economy of developing countries also 

makes trade downturns more harmful. Vulnerable populations (women, rural workers, youth) 

often work in export sectors. When export demand collapses, unemployment rises sharply and 

governments lose customs revenue. According to UNCTAD (2021), African and Asian 

exporters saw a surge in poverty rates correlated with global tariff hikes that lowered their 

export earnings. For example, tariffs on apparel and footwear in Western markets in 2019 

corresponded with at least a 5% increase in poverty rates in Bangladesh and Cambodia 

(UNCTAD, 2021). School enrolments fell as families defaulted on fees, illustrating the socio-

economic feedback of trade shocks. 

Finally, protectionism undermines the multilateral trade frameworks that assist development. 

Many aid-for-trade programs and WTO accession benefits presuppose open markets in 

developed countries. When those countries retreat to bilateral deals or impose unilateral 

barriers, they effectively trap developing economies: markets close off just as these economies 

need stable demand to industrialize. This is sometimes called a “development trap”. As the 

UNCTAD report warns, without predictable access to markets and supply chains, low-income 

countries face long-term stagnation (Ghodsee, 2022). 

In sum, developing countries suffer disproportionately from global protectionism. They have 

fewer alternatives when demand shrinks (no deep domestic market to offset exports) and less 

capability to switch industries quickly. Many recent studies highlight that the welfare and 

income losses from trade wars fall hardest on the poorest nations. Thus policies that protect 

advanced-economy industries often inflict collateral damage on economies striving for basic 

growth. 
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7. Refuting Common Pro-Protection Arguments 

In policy debates, several arguments are frequently invoked to justify protectionism. Below we 

present each claim and then counter it with economic reasoning and evidence. 

7.1. Infant-Industry Protection 

Claim: Emerging industries need “temporary” protection until they mature. By shielding them, 

a country can nurture competitive sectors (a view famously advanced by Friedrich List). 

Rebuttal: The infant-industry argument is theoretically plausible but fraught in practice. 

Identifying which industries have genuine long-term potential is difficult for governments 

(Eaton & Kortum, 2001). Protection tends to become permanent: once producers enjoy rents 

from a tariff, they lobby to keep it even after they are viable. Empirically, industries protected 

by tariffs often lag in productivity growth. A World Bank survey finds that in countries where 

“infant” tariffs lasted over a decade, total factor productivity in those industries was less than 

half of that in comparable industries exposed to competition. Instead of innovating, protected 

firms often become complacent. 

Economic theory also warns of allocation losses: resources are drawn into the politically 

favoured industry away from higher-value uses. For example, protecting an auto industry might 

save auto jobs but shift skilled engineers away from potentially innovative electronics sectors. 

The net effect can be negative. A famous study of Brazil’s computer industry (Katz, 1987) 

showed that protective tariffs made Brazilian computers as expensive as imports, but quality 

and innovation fell behind, stunting overall growth. 

Alternate approach: If the goal is to support strategic sectors, targeted tools such as time-

bound subsidies, public investment in infrastructure, or workforce training are preferable to 

broad tariffs. For instance, subsidizing R&D in renewable energy or improving ports for all 

exporters can build capacity without inflicting reciprocal harm on consumers. In sum, broad 

tariffs often undercut the infant-industry objective (Krueger, 1974). 
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7.2. National Security and Strategic Industries 

Claim: Certain sectors (e.g. steel, semiconductors, pharmaceuticals) are crucial to national 

defence. They must be shielded from foreign dependence – even from allies – to ensure 

security. 

Rebuttal: National security is indeed a legitimate concern, but protectionism is a blunt 

instrument that often fails to achieve its aim. First, security is not undermined by global trade 

per se. Critical inputs (like semiconductors) can be stockpiled, diversified through multiple 

suppliers, or built up via targeted programs without full-scale import bans. For example, the 

U.S. Department of Commerce’s CHIPS Act provides incentives to build domestic chip fabs 

while still preserving trade in chip equipment and materials. 

Second, “security tariffs” can easily be overused for economic ends. The 2018 U.S. steel tariffs 

(justified under Section 232 for national security) hit not only China but also Canada and EU 

countries. This strained alliances without significantly altering actual national security. 

Meanwhile, reciprocal tariffs by China and others raised costs for U.S. auto and defence 

companies that rely on imported steel, ironically undermining the competitiveness of U.S. 

defence supply chains (RAND, 2021). A RAND report (2021) specifically warned that tariffs 

on semiconductors and aerospace materials had harmed U.S. defence industry innovation, 

because higher input prices forced firms to cut non-essential R&Dfile-

rmu6yj1kxguacdjz7cpztv. In short, defensive isolation can paradoxically weaken the very 

sectors it intends to protect. 

7.3. Balancing Trade Deficits 

Claim: Persistent trade deficits can be corrected by import barriers. By reducing imports, a 

country will naturally move toward trade balance or surplus. 

Rebuttal: This view misunderstands the macroeconomic nature of trade balances. Deficits are 

ultimately driven by domestic saving and investment gaps (Krugman & Obstfeld, 2009). A 

tariff might lower imports in the short run, but unless savings and investment behaviour change, 

the foreign exchange must go somewhere. Often, a deficit country’s currency appreciates in 

response, making its exports less competitive and imports cheaper in the long run, which 

negates the deficit reduction (Magee, 1972). 
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Empirically, there is little evidence that tariffs sustainably shrink current-account deficits. 

During the 2018–2019 tariffs, the U.S. trade deficit with China widened, not narrowedfile-

rmu6yj1kxguacdjz7cpztv, partly because retaliatory tariffs and a stronger dollar reduced U.S. 

exports. More broadly, countries that liberalized trade in the 1990s and 2000s (like Mexico or 

India) did not see their deficits explode; indeed, Mexico’s trade balance improved after 

NAFTA. Conversely, countries with high tariffs (like Argentina in the 2000s) often ran chronic 

deficits because of currency overvaluation and capital inflows, not because of trade policy. 

Furthermore, if every country erected trade barriers to protect its balance, global trade would 

collapse (as discussed in Section 3). In an interdependent world, each nation’s deficit is 

someone else’s surplus. If imports fall worldwide, export revenues must fall too, forcing 

deficits to reappear. In short, trade balances are not a policy dial but an outcome of broader 

macro policy. 

7.4. Job Protection 

Claim: Trade barriers save domestic jobs by preventing offshoring and foreign competition. 

Without imports, local industries can employ more workers. 

Rebuttal: Trade can indeed displace jobs in specific sectors; this is the theory. But extensive 

evidence shows that protectionism destroys more jobs than it saves, once second-order 

effects are counted. Directly, tariffs do save some jobs in the targeted industry. For example, 

after imposing steel tariffs in 2002, the U.S. Commerce Department estimated about 3,500 jobs 

saved in steel mills. However, that gain was dwarfed by losses in steel-using industries. A 

detailed analysis by the Peterson Institute found that the 2002 tariffs destroyed over 200,000 

jobs downstream (in automotive, construction, etc.) due to higher input costs. Workers in 

protected firms remained sheltered from competition, but at the expense of workers in other 

sectors. 

Trade also creates jobs indirectly through new investment and cheaper inputs. Economists find 

that, on net, trade liberalization raises employment by expanding industries in which countries 

have comparative advantage (Grossman & Rossi-Hansberg, 2008). The American Economic 

Association’s Broader Economic Impact Task Force concluded that the 2018–2019 trade war 

cost tens of thousands of U.S. jobs, even as it nominally protected a few thousand in steel and 

aluminium (Pierce & Schott, 2020). 
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In addition, protected industries grow more slowly. A protected firm that does not face import 

competition may become inefficient. This translates to fewer future jobs overall, as 

productivity growth slows. Think of the textile industry: many advanced economies once had 

large textile sectors protected by tariffs. Today, nearly all such sectors in OECD countries have 

vanished, with the protected firms unable to compete globally. By delaying adjustment, tariffs 

may prolong the life of dying industries, but they also delay the emergence of new industries. 

In sum, while trade barriers can produce a short-term jobs uptick in one sector, the long-term 

net effect on employment is negative or negligible. A broad protectionist stance tends to 

contract overall economic growth and innovation (as discussed above), which in turn 

suppresses job creation economy-wide. 

8. Conclusion and Policy Recommendations 

The preponderance of evidence from theory and empirics indicates that protectionist trade 

policies harm overall economic welfare. Across multiple dimensions – supply chains, trade 

volumes, innovation, macro stability, and equity – the costs of tariffs and quotas tend to 

outweigh any narrow benefits to protected groups. Disrupting global value chains raises 

production costs and undermines innovation; restricting trade volume shrinks markets and 

invites retaliation; insulating industries from competition slows productivity; and deploying 

trade policy to try to fix macro imbalances or save jobs generally backfires. 

Protectionism is often justified on short-run or political grounds, but analysis shows these are 

typically illusory or self-defeating. The infant-industry argument rarely succeeds without very 

careful design and strict time limits. National-security justifications lose credibility when 

applied broadly or reciprocally. Trade barriers rarely cure trade deficits, and tend to kill more 

jobs than they save. In economic terms, protectionism is a lose-lose proposition for the global 

economy: it reduces aggregate growth and efficiency while polarizing international relations. 

This is not to say that free trade is costless or that all countries benefit equally. There are 

legitimate roles for strategic policy interventions. Governments should invest in worker 

retraining, education, and infrastructure to ensure that trade-exposed workers can shift into new 

jobs. When certain industries truly have positive externalities (e.g. R&D-intensive sectors), 

time-limited subsidies or public–private partnerships may be justified. But these tools must be 

narrowly targeted and temporary, not open-ended tariffs. Likewise, national security can 
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warrant specific controls (e.g. export controls on dual-use technology), but broad trade barriers 

should be a last resort. 

Based on the analysis above, policy implications include: maintaining open and transparent 

trade rules; resolving disputes through multilateral institutions; avoiding unilateral tariffs; and 

coupling openness with social safety nets. Economies are interconnected, and unilateral 

isolation breeds instability. As the IMF and ECB reports warn, a new round of protectionism 

could significantly contract global output. The better strategy is cooperation: remove 

discriminatory barriers, modernize trade agreements, and provide targeted aid to communities 

adversely affected by globalization (Hanushek et al., 2019). 

In conclusion, while no country should accept truly unfair trading practices, the net economic 

case is strongly against broad protectionist policies. An open, rules-based trading system – 

continually reformed to be fair and inclusive – offers the best path to shared prosperity. 

Producers and consumers alike ultimately rely on the confidence that goods and ideas can flow 

freely. Undermining that confidence through walls and tariffs risks a return to the stagnation 

of the 1930s rather than a sustainable new era of growth. 
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