International Trade





In the video from Economics USA, not many years ago, “made in Japan” was synonymous with low price and even lower quality, while French imports were only for the wealthy. Well, not anymore. Many shoppers here today came in Japanese cars with French tires. While most products here are still made in America, they compete with products made in the Far East, Central and South America, and Europe. The United States is the world’s biggest economy. What good does it do to us to trade with other countries? It was front page news. No President had ever been to China. The U.S. had not had diplomatic relations with China since 1947. Nixon’s visit to China led to closer relations between the world’s most prosperous country and the most populous. What difference did these superpower politics make to American consumers and businesses? American business people followed up on Nixon’s decision to lift barriers to trade with China. Like latter-day Marco Polo, they journeyed to the Orient, anxious to see what had been hidden for almost 30 years. What resources did economically developing China bring to trade with the world’s most powerful industrial economy? What could China sell to the United States? Among the first to see possibilities was Stanley Marcus, Head of Neiman-Marcus. America’s size to prosperity made it a natural market for products from around the world. Other American buyers followed in Stanly Marcus’ footsteps to the East. Eventually, the fruits of their voyages appeared in stores nationwide. Merchants like Marcus went to China to buy, but high-tech businessmen like Don McWhirter went east to sell. The trickle of visits to China by LTB Energy Products and other American high-tech firms became a river of trade, more than $6 billion after a decade. When China and other countries shopped for American technology, the shopping center they went to probably looked like the off-shore technology conference at the Astrodome in Houston, Texas. Products made in China and other countries vie with products made in America, providing variety for American consumers and competition for American producers. The more money another country gets for its exports, the more it can buy of what America makes best and sells cheapest. 

According to economics analyst Richard Gill, why trade with China? Why trade with any country? It is simply because all countries stand to benefit by trade. The principle behind this is the great law of comparative advantage. Suppose China could produce oil rigs but that it would have to decrease textile production to do so. To produce 1 oil rig, it would have to transfer labor and capital from textile production and lose, say, 2000 textile units. The rig’s cost, produced domestically, is thus the 2000 textile units China must do without. The United States can produce oil rigs much more efficiently. To produce 1 more oil rig, we have to give up not 2000, but only 500 textile units. The fact that we must give up fewer textile units to produce that oil rig means the United States has a comparative advantage in oil rig production. Now let’s show how trade can benefit both China and the United States. Let’s pick an exchange rate between oil rigs and textiles that will work out right. Suppose we trade 1 oil rig for 1000 textile units. It will clearly benefit the United States to produce an oil rig and trade it for 1000 units of Chinese textiles because if we transferred resources domestically from oil rigs to textiles, we would only get 500 additional textile units. Trade brings us a bonus of 500 textile units. But China also benefits. She sends us 1000 textile units to get our oil rig. If she produced the rig domestically, it would cost her 2000 textile units. China, in this case, has an even bigger gain, an extra 1000 textile units. Both sides gain through trade mutual advantage. Through these little numbers, we have made the economist’s main case for free trade throughout the world.

According to Schoumacher, nobody worried too much about the first Japanese cars reaching the United States. It was the gas guzzler’s heyday. As the nation’s largest consumer of steel, glass, and rubber, the auto industry drove the economy. The American auto industry had always kept its foot on the accelerator. Detroit sold the big car, and American drivers bought it. High gas mileage meant little to people used to 30 cent gas. 1973 changed that. War in the Middle East and an oil embargo were followed by short supplies, gas lines, and skyrocketing prices. Higher gas prices made Datsuns and Toyotas look better. To some, importing Japanese cars meant exporting American jobs. So why not cut imports to save jobs? For drivers, cars are transportation, but in Detroit, cars are jobs. For auto workers, more imports would mean more layoffs and a search for new work away from the assembly line. Auto workers union President Douglas Fraser took the workers’ case to Washington. His members and their employers needed protection from their Japanese competitors. Protecting the auto industry made little sense to believers in free trade, like economist Robert Crandall of the Brookings Institution. But on Capitol Hill, worried workers swung more weight than eminent economists. Free traders fought back. In the middle was the nation’s chief trade official William Brock. Later, Japanese auto imports dropped almost 8% in a year. Thousands of auto workers were back on the job. A happy ending, if your livelihood depends on the auto industry. But if you were buying cars, it might be a different story. In the wake of the restraints, a new sticker appeared on Japanese cars, the ADM, additional dealer markup.
