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ABSTRACT

The Trump—Pence and Biden—Harris administrations enthusiastically embraced protectionism.
Each administration explicitly argued for a break from the bipartisan consensus of recent decades
that has been generally supportive of free trade and of allowing markets to shape US industrial and
employment composition. But the protectionism of the Trump and Biden administrations has not
succeeded and likely will not succeed at meeting its goals: they have caused manufacturing
employment to decline, not to increase; they have not reduced the overall trade deficit; they have
not led to a substantial decoupling of the US and Chinese economies. More fundamentally, the
goals that have not been met are wrongheaded: policymakers should not pay inordinate attention
to manufacturing employment, and the trade deficit is a poor guide to economic policy. Finally,
these wrongheaded goals often rest on fundamental economic misperceptions: free trade is not a
policy to create jobs; it is a policy to increase productivity, wages, and consumption. The balance
of the evidence suggests that free trade, including trade with China, has not reduced employment.
Of course, trade has been disruptive. But populist policies adopted in response will hurt workers,
not help them.
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Introduction

The protectionism, trade wars, and industrial policies of the Trump—Pence and Biden—Harris
administrations have provided an argument in favor of free trade and of allowing markets to
determine industrial and employment composition: Protectionism has not succeeded, even when
measured against its own goals. Moreover, it often works against those same (misguided) goals.

Free trade offers substantial economic benefits. But the argument in favor of open trade does not
only rest on those benefits. It is also the case that the alternative to free trade imposes substantial
costs on US workers, households, and businesses. The resurgence of protectionism in the United
States has created a body of evidence showing not only that trade helps but that protectionism
harms.

Does free trade cause labor market disruption? Of course. But populist solutions have hurt
workers, not helped them.

President Trump’s trade war was sold to the American people as a case of concentrated benefits
and diffuse costs. For instance, Commerce Secretary Wilbur Ross went on television and,
holding up cans of soup and soda, argued that they would cost only a fraction of a cent more due
to the Trump administration’s tariffs.* In exchange, according to Mr. Ross, the US would see a
revitalized manufacturing sector and a substantial increase in manufacturing employment.

In reality, the Trump tariffs increased consumer prices and decreased manufacturing
employment. They were not a case of concentrated benefits and diffuse costs—they were a case
of costs and costs. A lose-lose.

Both protectionist administrations seek to reduce US imports, particularly from China.
Protectionism is largely failing at this goal, as well. Despite substantial tariffs, on a value-added
basis the US was importing slightly more from China in 2020 than in 2017.

The protectionist policies of the past eight years have largely failed to achieve their goals. But
their goals are wrongheaded. Manufacturing’s share of employment has been falling since the
end of the Second World War because technological advances have increased the productivity of
workers. More-productive workers have commanded higher wages, and their families have
enjoyed higher incomes. We should not wish to roll back the clock on rising living standards.

! Video of the appearance is available at Wilbur Ross, “Commerce Secretary Wilbur Ross on Tariffs and Trade
Policy,” posted March 3, 2018, by CNBC, YouTube, 21:26, https://www.youtube.com/watch?v=YrVADCO083xk.
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Economic policy should be focused on connecting workers to the jobs of the future rather than
trying in vain to recreate the jobs of the past. Though manufacturing’s share of employment is
falling, recent decades have seen significant growth in other middle-wage occupations.

Much of the rise in protectionism owes to the view that free trade has led to substantial
employment reductions. This conclusion is incorrect. Economic theory suggests that trade
liberalization should have no effect on the level of employment. And the evidence from the
“China shock,” taken as a whole, suggests that trade with China did not affect the aggregate
number of jobs in the United States.

It is also predicated on the wrongheaded assumption held by many elected officials and
commentators that free trade is about jobs. But open trade is not about jobs. It is about wages and
consumption. Leveraging comparative advantage allows nations to specialize in their productive
activities. Specialization makes their workers more productive, putting upward pressure on their
wages and incomes. Specialization increases world output, raising the level of consumption and
the quality and variety of consumer goods and services.

Industrial policy—which is broader than, and can be separate from, trade policy—can be
effective when its goals are clearly defined, a priori plausibly achievable, and nonpartisan. It can
be effective if there are existing US businesses in place with the technological capability and
human capital necessary to meet the goal at the time it is implemented, and when it is not trying
to balance a variety of competing goals.

Operation Warp Speed—the 2020 program to develop a COVID-19 vaccine—is an example of
successful industrial policy that met these criteria. But as with tariffs and trade wars, the Biden
administration’s semiconductor and green-energy industrial policies will likely not pass a
reasonable cost-benefit test. They will likely demonstrate not only that allowing market forces to
determine industrial composition leads to good outcomes, but also that not doing so leads to
subsidy wars and high bills for taxpayers with limited returns.

None of this is to say that economists and policymakers do not have valuable lessons to learn
from recent decades. The US is in a strategic competition with China. Given this increasingly
adversarial situation, a narrow set of specific goods exists that warrant special attention by the
government, including semiconductors. There is legitimate reason to be concerned about the
production of those goods being located in places where their supply could be disrupted due to
geopolitical developments. But it is a long leap from those rather obvious observations to the
conclusion that their production should be located in the United States. Resilience and security
would be better served if their production were diversified across a number of nations that are
allies with the United States.
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From the disruption of the China shock, economists have learned that the labor market is less
fluid than many had thought. It is harder than was widely expected for workers specialized in a
sector with declining opportunities—in the case of trade, in import-competing sectors—to
reallocate to other sectors with expanding opportunities. We have also learned that workers may
be less willing than many economists had thought to relocate from regions with declining
opportunities to regions with expanding ones.

These lessons are generalizable and apply to labor market disruptions broadly. Given the
geographic concentration of traditional domestic-energy production, economists and
policymakers should keep them front of mind as they contemplate the energy transition away
from fossil fuels.? The development of generative artificial-intelligence capabilities portends
substantial labor market disruption, as well.

The right policy response to disruption—regardless of its cause—is to provide more economic
opportunity to workers who need it. As the evidence from the past eight years clearly implies, the
wrong response is protectionism, which hurts the workers it seeks to help.

In some ways, this new evidence merely reinforces findings from previous eras of protectionism.
The Smoot-Hawley tariff of 1930, for example, failed to meet its objective of raising agricultural
prices to help farmers. Because it led other nations to retaliate against the United States with
their own protectionist measures, Smoot-Hawley also led to a large reduction in exports, which
hurt export-intensive businesses (Irwin 2011).

Evidence from a policy enacted in 1930 is not dispositive in current policy debates, of course. In
November 1993, Vice President Al Gore and former presidential candidate Ross Perot debated
the North American Free Trade Agreement (NAFTA). Mr. Gore supported NAFTA, and Mr.
Perot opposed it. President Clinton had yet to sign NAFTA into law. Mr. Perot suggested that the
US impose a tariff on Mexican imports to counter the relatively lower wages of Mexican
workers.

Mr. Gore responded: “We’ve had a test of his theory.” The vice president theatrically produced a
framed picture of Senator Smoot and Representative Hawley, arguing that the Smoot-Hawley
tariff was an economic calamity. Mr. Gore handed the picture to Mr. Perot, saying, “Now [
framed this so you can put it on your wall if you want to.” Mr. Perot took the picture from the
vice president without making eye contact and placed it face-down on the desk, responding: “We
are talking [about] two totally different, unrelated situations.”

2 Hanson (2023) offers a set of policy recommendations in the face of disruption from the green energy transition.

3 This episode is recounted in economist Douglas A. Irwin’s excellent 2011 history of Smoot-Hawley, Peddling
Protectionism: Smoot-Hawley and the Great Depression. Video of the debate is available at Ross Perot and Al Gore,
“Ross Perot Battles Al Gore in 1993 NAFTA Debate, 2016,” posted September 3, 2016, by CNN, YouTube, 42:04,
https://www.youtube.com/watch?v=0fiSOOAKuGQ.
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Vice President Gore won the debate. But Mr. Perot’s point about the applicability of Smoot-
Hawley is well taken. Arguments about the effect of policies enacted decades ago can often be
less persuasive when applied to current policy debates because the economic effects of a policy
depend on the economic and geopolitical context in which that policy is enacted. Standing in
1993, a lot had changed since 1930. In 2024, nearly a century after Smoot-Hawley, the world is
even more different.

But evidence from the protectionist experiment of recent years is certainly relevant for whether
the experiment should continue. This article will highlight evidence and arguments that are
particularly relevant to current policy debates. Like Smoot-Hawley, protectionist policies from
the post-2017 years have had disappointing results, even when measured against their own
misguided goals.

1. The Post-2017 Shift

President Trump argued in his inaugural address that his administration would offer a decisive
break from the economic policies of previous administrations. “For too long,” Mr. Trump
declared, “the establishment protected itself, but not the citizens of our country.” Trump
described an America of “rusted-out factories scattered like tombstones across the landscape of
our nation” and spoke of “American carnage.”

“For many decades,” President Trump said, “we’ve enriched foreign industry at the expense of
American industry”; “we’ve made other countries rich while the wealth, strength, and confidence
of our country has disappeared.” “One by one,” in Mr. Trump’s telling, “the factories shuttered
and left our shores, with not even a thought about the millions upon millions of American
workers left behind.” Trump promised to “protect our borders from the ravages of other
countries making our products, stealing our companies, and destroying our jobs. Protection will

lead to great prosperity and strength” (Trump 2017a).

Trump’s US trade representative, Robert E. Lighthizer, has championed what he calls “the New
American System: Trade for Workers in the 21st Century.” In a 2022 speech, Ambassador
Lighthizer argued that the pursuit of trade liberalization in the 1990s—the North American Free
Trade Agreement, the creation of the World Trade Organization (WTO), and China’s accession
to the WTO—Ied to the loss of “millions of good jobs,” “saw tens of thousands of factories
close,” and led to wage stagnation economic, division, growing inequality, large trade deficits,
and the transfer of wealth that “made our children poorer” and China wealthier. Ambassador
Lighthizer argued that “this economic upheaval” contributed to the destruction of communities,
the rise of opioid addiction, and “deaths of despair.”
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Mr. Lighthizer argued that “free traders” are wrong to focus on lower prices and that trade policy
should care more about US production than US consumption: “Our primary objective should be
policies that will build strong American families and communities and create productive high-
paying jobs. That should be our goal, not cheap stuff” (Lighthizer 2022).

President Biden’s public statements point in the same direction as Mr. Trump’s and Mr.
Lighthizer’s. In a speech in June 2023 on “Bidenomics,” the president declared his intention to
reverse “40 years of Republican trickle-down economics that helped few but hurt the middle
class” (Biden 2023).

The sitting US trade representative, Katherine Tai, said last year that the Biden administration
was working to create a “new economic world order,” centered on protecting workers.’In her
confirmation hearing, Ambassador Tai echoed her predecessor, arguing that the US should
pursue trade policies “that recognize that people are workers and wage earners, not just
consumers” (Tai 2021).

Jake Sullivan, the US National Security Advisor, offered last spring the clearest articulation of
the Biden administration’s goal of breaking with the economic liberalism of previous
administrations. Speaking at the Brookings Institution, Mr. Sullivan noted that the post— World
War Il international economic order was initially successful but added that “the last few
decades” have seen “a shifting global economy [that has] left many working Americans and their
communities behind,” a financial crisis, “a pandemic [that has] exposed the fragility of our
supply chains,” and climate change.

Mr. Sullivan’s conclusion was sweeping: “This moment demands that we forge a new consensus.
That’s why the United States, under President Biden, is pursuing a modern industrial and
innovation strategy.”

Mr. Sullivan referred to this approach as a “new Washington consensus,” drawing a contrast to
the Washington consensus that promotes trade liberalization, a reliance on free markets to
determine industrial composition, deregulation, and fiscal responsibility (Sullivan 2023).

1.1 Post-2017 policies

More than just rhetoric accompanied this shift. President Trump launched a trade war to advance
his goals of increasing manufacturing employment, reducing the trade deficit, and reducing
economic ties with China. President Biden largely kept in place the Trump administration’s tariff
regime, and he expanded Trump’s trade war with China. In addition, President Biden embraced

> Gavin Bade, “Joe Biden Wants a ‘New Economic World Order,”” Politico, May 25, 2023,
https://www.politico.com/news/2023/05/25/joe-bidens-economy-trade-china-00096781.
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industrial policy to advance his goals of reviving domestic manufacturing employment and
establishing the US as a leader in semiconductor and clean-energy manufacturing.

President Trump officially withdrew the United States from the Trans-Pacific Partnership
Agreement (TPP) in January 2017. The Trump administration renegotiated the North American
Free Trade Agreement (NAFTA), replacing it with the United States-Mexico-Canada Agreement
(USMCA), which took effect in 2020.

The Trump trade war began in January 2018, when the administration announced new tariffs on
washing machines and solar panels. In March, the US announced section 232 tariffs on steel and
aluminum imports, including those from the European Union, Canada, and Mexico. Many
nations retaliated by imposing tariffs on US exports. The Trump administration announced in
July 2018 that it would use a Depression-era law to subsidize American farmers for lost export
sales due to retaliatory tariffs imposed on the US. Later in 2018, the US imposed a 10 percent
tariff on a wide swath of Chinese imports. China retaliated. A year later, the US applied tariffs to
a broader set of Chinese imports and increased tariff rates to 25 percent. China again retaliated.®

President Biden kept in place the Trump administration’s tariffs on more than $300 billion of
Chinese imports. Moreover, the Biden administration announced in May 2024 that it would
impose a 100 percent tariff on Chinese electric-vehicle imports and increase tariff rates on
imports of steel, aluminum, solar cells, semiconductors, and larger storage batteries. The Biden
administration announced new duties on $18 billion of Chinese imports, including on shipping
cranes, medical products, and natural graphite.” In October 2022, the administration announced
export controls to China. In October 2023, the administration tightened the controls, further
limiting the types of semiconductors US firms would be able to sell to China, with a focus on
chips used for military purposes.

President Biden signed the Creating Helpful Incentives to Produce Semiconductors (CHIPS) and
Science Act into law in August 2022. The CHIPS Act appropriates $39 billion in direct-payment
subsidies for expanding domestic semiconductor manufacturing and includes incentives for
downstream materials and equipment suppliers. The act also includes incentives to build new
semiconductor fabrication plants—authorizing a 25 percent tax credit toward the purchase,
construction, manufacture, or utilization of equipment or property for the purpose of operating an
advanced semiconductor manufacturing facility—that are estimated to cost $24 billion over the
next five years. The act includes billions of dollars for research, development, and workforce
training (Kersten et al. 2022).

® For greater detail, see Bown and Kolb 2023.
” Andrew Duehren and Andrew Restuccia, “Biden Levies Sweeping Tariffs on China, Intensifying Trade Fight with
Trump,” Wall Street Journal, May 14, 2024, https://www.wsj.com/politics/elections/biden-trump-tariffs-d405cbca.
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The Inflation Reduction Act (IRA) of 2022 creates around two dozen tax credits to encourage
domestic clean-energy innovation and manufacturing, including credits for clean electricity
generation and storage, carbon capture and sequestration, nuclear power production, clean fuels,
clean energy and efficiency incentives for individuals, and a $7,500 credit for individual
purchases of new electric or hydrogen-fuel-cell vehicles under certain conditions. The IRA also
includes direct expenditures for agriculture and forestry conservation programs, energy loans,
energy efficiency programs, and programs for industrial decarbonization.®

Because most of the tax credits are uncapped, their fiscal cost will be determined by the extent to
which they are used. Estimates of the fiscal costs of the IRA’s climate provisions vary. Bistline,
Mehrotra, and Wolfram (2023) estimate that the tax credits will cost $781 billion through 2031,
with a total fiscal cost over that period of $902 billion. Goldman Sachs estimates that the fiscal
cost of the IRA’s climate provisions will be $1.2 trillion through 2031 (Goldman Sachs 2024).

2. Protectionism has not met its own goals

The protectionism of recent years has been designed to advance three economic goals. Presidents
Trump and Biden share the goal of reviving manufacturing employment and reducing the US’s
economic ties with China. In addition, a major goal of President Trump was to shrink the overall
trade deficit.

These goals have not been met. The evidence from recent years shows that President Trump’s
2018-2019 trade war failed to revive domestic manufacturing. Even worse for supporters of
protectionism, the Trump trade war worked against that goal—it reduced manufacturing
employment. The tariff regime of recent years has failed to reduce the US trade deficit. Finally,
on a value-added basis, protectionist measures have largely failed at reducing imports from
China.’

2.1 The 2018-2019 tariffs likely reduced manufacturing employment
Presidents Trump and Biden have stressed that increasing manufacturing employment is among

their top priorities, and they have implemented a number of programs to advance that goal. An
examination of aggregate manufacturing employment demonstrates that, at least so far, efforts to

8 Bistline, Mehrotra, and Wolfram 2023 includes an excellent discussion of the provisions of the IRA and their
economic implications.

% In what follows, I focus on evidence of the effect of recent protectionist policies on employment, the current
account deficit, and the bilateral US—China trade deficit. Amiti, Redding, and Weinstein (2019) consider the welfare
effects of the 2018 tariffs and conclude that their full incidence fell on US consumers and importers, with a
reduction in aggregate US real income of $1.4 billion per month by the end of 2018. For additional papers on
welfare effects, see Fajgelbaum et al. 2020; Amiti, Gomez, Kong, and Weinstein 2024; Caliendo and Parro 2023;
and Handley, Kamal, and Monarch forthcoming.
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increase manufacturing jobs have not succeeded at putting manufacturing employment on an
upward trend.

Indeed, manufacturing’s share of employment has fallen consistently since the end of the Second
World War, as displayed in figure 1. There is no obvious change in the rate at which
manufacturing’s employment share declined during the decade following China’s accession to
the World Trade Organization in 2001 or during the post-2017 period, when the US adopted
protectionist policies. The slope of the trend line does change following the 2008 global financial
crisis and Great Recession. This change roughly corresponds with the slowdown in aggregate US
productivity growth, which is generally thought to have begun around 2005 (see, for example,
Syverson 2017) and with the slowdown in manufacturing productivity growth. Labor
productivity (output per hour for all workers) in the manufacturing sector has not grown since
the 2008 financial crisis. Taken as a whole, this is suggestive evidence that advances in
technology—robotics, automation—are primarily responsible for longer-term trends in
manufacturing employment.

In section 5, I will discuss President Biden’s policies to boost manufacturing employment, which
have not succeeded but which were enacted in 2022, too recently to render any firm judgment. In
this section, I will focus on the Trump trade war, the employment effects of which have been
rigorously evaluated by economists.

Figure 1. Manufacturing employment as a share of total nonfarm employment, 1939-2024
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Flaaen and Pierce (forthcoming) study the effects of the 2018-2019 Trump tariffs on the US
manufacturing sector and labor market. Noting that the Trump tariff regime was unprecedented
for a large, advanced economy in the modern era of international commerce and complex global-
supply chains, Flaaen and Pierce carefully account for different channels through which import
tariffs might affect the manufacturing sector and the labor market.

Specifically, they consider three channels. First, tariffs might protect US-based manufacturers
from competition from imports, allowing them to gain market share over foreign competitors.
Second, because many domestic manufacturers import intermediate inputs to production, tariffs
might raise the cost of production for US-based manufacturers, reducing their competitiveness in
both domestic and export markets. Finally, America’s trading partners imposed retaliatory tariffs
of their own, reducing the competitiveness of US exports.

The first channel—protection from import competition—should, considered in isolation, boost
the US manufacturing sector, including manufacturing employment. The second two channels
should weaken domestic manufacturing and employment. The size of the three separate effects is
an empirical question, driven in part by the relative importance of intermediate inputs for
domestic manufacturers and the degree of retaliation. Flaaen and Pierce construct detailed (four-
digit NAICS) industry-level measures of exposure to each of those three channels, and they
relate those exposure measures to production, prices, and employment.

They find little evidence that the Trump tariffs affected industrial production. They show that
this lack of effect may have been due to the historically high orders backlog in place at the time
the tariffs were enacted. They find that the tariffs led to an increase in producer prices due to
their effect on input prices.

Flaaen and Pierce conclude that the Trump tariffs reduced US manufacturing employment. They
find that shifting a detailed industry from the 25th to the 75th percentile of exposure to the
Trump tariffs led to a 0.4 percent increase in employment due to the import-protection channel, a
2.0 percent decrease in employment due to the rising-input-costs channel, and a 1.1 percent
decrease in employment due to the retaliation channel. On net, moving from the 25th to the 75th
percentile of exposure reduced employment by 2.7 percent. They provide evidence that this
employment response occurs mostly through lower rates of job creation. Outside the
manufacturing sector, they estimate that counties with higher exposure to the Trump tariffs
experienced higher unemployment rates.

Autor et al. (2024) study the effect of the Trump trade war on employment in local labor markets

(specifically, commuting zones). Like Flaaen and Pierce, their specification separately considers
the employment effects of exposure to US import tariffs and of foreign retaliatory tariffs. In

10
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some specifications, they also consider the employment effect of the US agriculture subsidies put
in place to counteract the negative effects of foreign retaliatory tariffs.

Autor et al. do not find evidence that US import tariffs, considered in isolation, led to
employment increases.!? Across the specifications they consider, they consistently find that
retaliatory tariffs imposed against the United States led to declines in the employment rate in
local labor markets. They also find that agricultural subsidies offset a minor part of the adverse
employment effects of retaliatory tariffs.!! Autor et al. do not find evidence that import tariffs
boosted manufacturing employment in local labor markets.

Additional evidence on the labor market effects of the Trump trade war comes from Javorcik et
al. (2022), who study the effect of the war’s first year (2018) on a measure of labor demand.
Specifically, Javorcik et al. find that a local labor market’s exposure to tariff-driven higher
intermediate-input costs and foreign-export tariffs both led to declines in online job postings, and
that relative declines were larger for postings for lesser-skilled jobs. They do not find evidence
that exposure to import protection increased job openings. Finally, Waugh (2019) studies a
county- level dataset with the universe of new auto sales and finds that exposure to retaliatory
tariffs led to declines in tradeable and retail employment.

2.2 Post-2017 protectionism did not reduce the US trade deficit

Substantially reducing the US trade deficit was a major priority of the Trump administration.!?
President Trump would frequently characterize the US trade deficit as money “lost” to other
countries because we were buying goods and services from foreign businesses that (in his view)
domestic businesses could and should have been producing. Mr. Trump vowed to reduce the
deficit to stop what he (incorrectly) viewed as a major economic problem. '3

10 When studying aggregate commuting-zone-level employment effects, Autor et al. (2024) estimate a positive
coefficient for US import tariffs in specifications with standard control variables, but that coefficient is not
statistically significant at conventional levels.

. Carter and Steinbach (2020) analyze the effects of retaliatory tariffs against US agriculture and food exports and
find substantial declines. After accounting for changes in trade patterns, they find net export-related losses of more
than $14.4 billion.

12 For example, in remarks at the White House on November 15, 2017, President Trump said: “Fair and reciprocal
trade—so important. These two words—fairness and reciprocity—are an open invitation to every country that seeks
to do business with the United States, and they are a firm warning to every country that cheats, breaks the rules, and
engages in economic aggression—Ilike they’ve been doing in the past, especially in the recent past. That is why we
have almost an $800-billion-a-year trade deficit with other nations. Unacceptable. We are going to start whittling
that down, and as fast as possible” (Trump 2017b).

13 For example, in remarks at the White House on March 5, 2018, President Trump said: “So we may have friends,
but remember this: We lost, over the last number of years, $800 billion a year. Not a half a million dollars, not 12
cents. We lost $800 billion a year on trade. Not going to happen. We got to get it back. And, of course, the biggest
problem—the biggest problem is China. We lost $500 billion. How previous Presidents allowed that to happen is
disgraceful. But we’re going to take care of it” (Trump 2018).

11
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President Trump’s protectionist policies did not succeed at reducing the trade deficit. The
current-account deficit reflects the balances on trades in goods and in services, as shown in
figure 2, along with income flows between domestic and foreign residents. When President
Trump took office in the first quarter of 2017, the current-account deficit stood at $85.5 billion.
When he left office, the deficit was around $180 billion.

President Trump frequently ignored services trade and focused on goods trade. After deepening
over the course of his administration, the trade deficit in goods was largely unchanged when he
left office. Both deficits are larger today than they were in the first quarter of 2017.

Of course, the trade deficit might have been even larger in the absence of Mr. Trump’s
protectionist policies. But for reasons I will discuss in section 3.4, basic economics refutes this
view. And when evaluating the success of President Trump’s protectionist policies against their
stated goal, the chart above makes it clear that those policies failed.

2.3 Post-2017 protectionism did not reduce value-added imports from China

Although the current account and goods trade deficit did not respond to the Trump
administration’s protectionist policies, the bilateral US— China trade deficit did. In 2017, the US
ran a $375.2 billion trade in goods deficit with China. The bilateral deficit had fallen by 17.9
percent in 2020. President Biden largely kept in place the Trump-era China tariffs, and the 2023
bilateral deficit was lower than it had been since 2011. In May 2024, Mr. Biden announced plans

Figure 2. US trade balance on goods and current account balance, 1999- 2023
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to substantially increase tariff rates on many Chinese imports, including electric vehicles, solar
cells, cranes, storage batteries, natural graphite, and steel and aluminum.

This bilateral deficit with China fell in large part because US trade with other nations surged
over this period. The share of US manufactured-goods imports coming from China fell from 22
percent to 14 percent between 2017 and 2023. Over this period, imports from Mexico, Vietnam,
and other Asian economies increased. Vietnam’s import share nearly doubled over this period. In
2023, Mexico surpassed China as the largest exporter to the United States.

In an economic sense, the shift may not be as dramatic as the bilateral trade deficit makes it
appear.'* The United States is still importing goods to which Chinese companies contributed
value. Foreign value added in domestic final demand is the amount of foreign value-added
present in final goods or services purchased by US households, business, or governments. It can
be thought of as imports of value added.

As figure 3 shows, China’s share of foreign value added in US manufacturing domestic final
demand rose steadily throughout the 1990s and the first decade of the 2000s, from 4 percent in
1995 to 26.5 percent in 2014. It has remained roughly at that level through 2020, the last year for
which OECD data are available.

China’s value-added import share was higher in 2020 than in 2017, the year before the Trump
trade war began. Even as China’s gross import share fell (by 3 percentage points), its value-
added import share increased (by 1.4 percentage points). This pattern could occur if the US
imported goods that were largely produced in China but were rerouted to a third country that
contributed a small amount to the final value of the good. Despite longer supply chains, value-
added relationships are qualitatively similar (WTO 2023).

President Biden is rightly concerned that his 100 percent tariff on Chinese electric vehicles could
be circumvented by Chinese manufacturers moving production to Mexico. At the time of this
writing, the Biden administration has floated the possibility of additional penalties to discourage
such circumvention.!> But there is little reason to be confident that the administration will be able
to outmaneuver foreign manufacturers in this game of whack-a-mole. For example, between
2017 and 2022, US imports of laptops from Vietnam increased by about $800 million. Over the

14 Setser (2024) notes that the fall in bilateral US—China trade is neither good evidence of deglobalization nor a sign
of true “derisking.”

15 Josh Boak, “US Suggests Possibility of Penalties If Production of Chinese Electric Vehicles Moves to Mexico.”
Hill (blog), May 14, 2024, https://thehill.com/homenews/ap/ap-business/ap-us-suggests-additional-tariffs-if-
production-of-chinese-electric-vehicles-moves-to-mexico/.
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Figure 3. China’s share of foreign value added of US manufacturing domestic final
demand, 1995-2020
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same period, Vietnam’s imports from China of laptop parts also increased by about $800 million
(Seong et al. 2024).

A goal of protectionist policies toward China—shared by the Trump and Biden
administrations—is to reduce the economic linkages between China and the US. Judging by
value-added imports, that effort has not been nearly as successful as the declining trade in goods
deficit with China suggests.

2.4 Wrongheaded goals

Presidents Trump and Biden share the goal of substantially increasing manufacturing
employment. This goal is wrongheaded. As demonstrated above, the government can do little to
meaningfully reverse the declining manufacturing employment share. Goals that cannot be
achieved are by definition wrongheaded.

Even if reversing this trend were achievable, we should not wish to reverse it because the long,
downward trend in manufacturing employment is a consequence of productivity increases that
have lifted and will continue to lift living standards for typical workers and households. Those
productivity increases have been accompanied by disruption—and this disruption has been the
focus of politicians, public intellectuals, and economists.
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But creative destruction creates as well as destroys. Strain (2020) examines employment
dynamics for middle-wage occupations from 2000 to 2018 and finds substantial increases in the
employment share of “new middle” occupations, including sales representatives, truck drivers,
heating and air conditioning mechanics and installers, computer support specialists, event
planners, health technologists and technicians, social workers, audiovisual technicians, and food
service managers.'¢

These occupations (among many others) offer a pathway to the middle class in today’s economy,
in the same way that manufacturing employment offered a middle-class life to workers decades
ago. Policymakers should stop trying to turn back the clock and should instead focus on doing
more to help workers access the opportunities presented by these growing occupations.!’

Some argue that the US needs a revival of domestic manufacturing for national security
purposes. This argument is used particularly often to justify the CHIPS Act. These arguments are
unpersuasive. Of course, a narrow set of specific goods exists that warrants special attention by
the government, including semiconductors. And of course there is legitimate reason to be
concerned about the production of those goods being located in nations with whom the US has
an increasingly adversarial relationship (for example, China) or in places where their supply
could be disrupted due to geopolitical developments (for example, Taiwan). But it is a long leap
from those rather obvious observations to the conclusion that their production should be located
in the United States. Resilience would be better served if their production were diversified across
a number of nations that are allies with the United States.

Moreover, talk of the importance of resilience and the need for “friendshoring” often seems to be
little more than a fig leaf for rank protectionism rather than being based on legitimate concern
about national security. Presidents Trump and Biden have both publicly opposed the acquisition
of US Steel by Nippon Steel, a Japanese steelmaker, despite the fact that this acquisition would
benefit manufacturing workers—both in US Steel and more broadly—by increasing their
productivity and putting upward pressure on their wages. US Steel’s facilities and workers would
remain in the United States, so any concerns about national security seem implausible.'®

General concern about the erosion of the US’s manufacturing capability is (often wildly)
overstated. US industrial production and manufacturing output are each near record highs.

' Deming, Ong, and Summers (2024) analyze shifts in occupational structure.

17 A similar argument can be made about struggling geographic areas. Of the counties with a disproportionately
large share of manufacturing jobs in 1970, 6 in 10 have successfully transitioned to new industries, and 23 percent
exhibit solid economic performance while still having a large manufacturing sector (Strain 2020). Policymakers
should focus on drawing policy lessons from the places that have transitioned rather than trying to turn back the
clock in struggling areas.

181 develop this argument more fully in Strain 2024a.
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Perhaps more importantly, the US remains a global manufacturing powerhouse. As shown in
figure 4, US manufacturing value added is the second largest in the world.

There are six reasons why the Trump administration’s goal of eliminating the US trade deficit is
wrongheaded. First, it misunderstands the ultimate cause of the trade deficit. The US trade deficit
is not driven by foreign governments blocking US exports or subsidizing their own exports.
Instead, the trade deficit is driven by the savings and investment decisions of American
households and businesses and by the taxing and spending decisions of the US government.

The US spends more than it produces. The US invests more than it can finance through national
savings. Simple national income accounting demonstrates that this state of affairs requires that
the US also run a trade deficit. Trade policy can affect bilateral trade flows, but it cannot counter
these broad macroeconomic aggregates.'”

Figure 4. Manufacturing value added, top 10 manufacturing countries
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The second reason: If your goal is to reduce the trade deficit, then your goal must also be
reducing flows of foreign investment into the United States. When the US consumes and invests
more than it produces, it must be running a current account deficit. To finance the deficit, the US
sells assets to the rest of the world, and capital flows into the US from abroad. It is also helpful to

19 President Trump’s signature tax cuts, the 2017 Tax Cuts and Jobs Act, expanded the trade deficit by increasing
domestic demand and decreasing national savings.
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consider an intertemporal context. Today, the US wants to invest more than it saves, so it mus