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In memory of my mother and father, who instilled the curiosity and optimism to keep looking further beyond.

And to Tom, with whom I’ve exchanged more than a few four-letter words—mostly loving ones!






Introduction

My mother was ten years old when the specter of Adolf Hitler forced my grandparents to venture out beyond Europe to build a new life in America. After scouting out Palestine and Havana, my grandparents ultimately settled on New York. Though their visas were poised to expire during the long passage west, the American consular office in Amsterdam advised them to “just get on the next boat—I’m sure they’ll let you get off.” And so they did, coming safely through Ellis Island in 1937.

My grandfather had owned a small manufacturing and retail company in Leipzig, Germany, so after settling in America he decided to open a leather goods business making pocketbooks, wallets, and other accessories on Broadway and 31st Street in New York City. My mother, Lillian, scouted out product ideas and helped my grandfather by designing items that appealed to young women like herself. After marrying my father in 1949, she decided that she wanted to earn an extra $50 per week to make life a little better. She considered herself a “closet worker,” since it wasn’t appropriate among many of her friends to go to work—back then, it signaled that your husband wasn’t a good enough provider. With a reliable leather goods supplier in the family, she decided to start designing and selling handbags and belts of her own, personalized with customers’ initials. She wasn’t thinking about global trade when, at twenty-four, she placed her first ad in Seventeen magazine—she was just thinking about how to build a better life and livelihood for herself and her family.
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September 1951, back when the company that would become known as Lillian Vernon went by the name of Vernon Specialties.



It didn’t take long for my mother to realize that she had tapped into something that had been missing from American life. There had been strict quotas and restrictions on leather goods during the war, and the market was hungry for the products she wanted to sell. Women were entering the workforce in record numbers, and had less time to shop in stores—ordering innovative products from around the world right from the comfort of their own homes proved pretty appealing. The retail and catalog business she started at our kitchen table would go on to become the first company founded by a woman to be publicly traded on the American Stock Exchange; today, that kitchen table, with many of my early scratch marks, can now be found in the collection of the Smithsonian in Washington, D.C., along with her portrait.

After finishing college and business school, I joined that company, Lillian Vernon, and my mother and I worked side by side for almost twenty years. Her vision and nose for products had laid an extraordinary foundation—one that I had the opportunity to then channel into a modern, efficient company that served millions of customers every year. The experience gave me the chance not only to rapidly grow a business virtually from scratch, but to travel the world and better understand Americans’ desire to connect with it. As the company grew, we were always on the lookout for products that offered something different from what you would find at your local department store—and that led us to cross oceans in search of unique, innovative, affordable merchandise that hadn’t yet made it to our shores. In the process, we developed a real understanding of the desires of American consumers.

My mother didn’t think that we were running a global business, but, looking back on it, that’s exactly what we were doing. When Richard Nixon took his famous trip to China in 1972, the Lillian Vernon Corporation was hot on his tracks. We sourced our products from around the world, and I traveled a number of times over the years to the Canton Fair to scope out the latest Chinese products that weren’t yet available to U.S. consumers. I recall vividly my first trip in 1981, flying in from Hong Kong to the metropolis now known as Guangzhou was a memorable experience: the city was larger even then than Los Angeles is today, yet it was pitch black on arrival—there was very little electricity to go around. Our boarding passes were on paper as thin as tissue. The closer you got to the back of the plane, the more you noticed the rows start to inch closer and closer together; they hadn’t been properly measured out. The runway would abruptly light up just before we touched down, and no sooner would we land than it would go dark again.
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Catalog request advertisement that appeared in the early 1980s and showcases Lillian’s knack for finding innovative products in every corner of the world.



Once on the ground, however, we found creative people and innovative products—everything from covered celadon soup bowls that I still use today to pendants made from broken Ming vases (we referred to them as rescued Ming vase pendants). We met Michael Tam, an entrepreneur from Hong Kong who operated our quality assurance workshop to ensure our products met our standards of quality and were properly marked with “Made in China.” We worked with our partners in China to grow our business and theirs, teaming up to produce designs that catered to our customers’ tastes and importing and exporting to get the most out of our global connection. China would open itself up to the world in the years that followed, and it is the most incredible experience to go back today—just a few decades after my earliest visits—and see just how dramatically the country has changed. In my first visit, the streets were filled with bicycles, then scooters, and ultimately clogged with cars. It’s a reminder of everything that stands to be gained when we connect ourselves with the rest of the globe—and of what stands to be lost, as well. It’s a reminder of what the seemingly simple universe of imports and exports can really mean in the lives of people and the life of a country. And, most of all, it reminds me of a story I came across years ago, when I was serving as the chairman and president of the Export-Import Bank of the United States. It’s a story I used to tell small business entrepreneurs who were thinking about expanding their reach beyond America’s borders—and it’s one that I’d like to share with you.

In ancient times, dating back to the earliest myths of Hercules, legend held that on each side of the Strait of Gibraltar stood a monolithic pillar, inscribed with a warning for any sailor who might harbor dreams of venturing west: Nec Plus Ultra. Translated from Latin, the warning meant “Nothing Further Beyond”—for the passage marked the end of the known world.

For centuries, most Europeans believed that there was indeed nothing out there beyond the water’s edge. It wasn’t until Christopher Columbus reached the Americas that this sentiment began to change. Not long after word got back to Spain about the discovery of the New World, King Charles V decreed that the historic adage—Nec Plus Ultra—would be shortened to simply Plus Ultra: “further beyond.” The phrase endured as the national motto of Spain—and it can still be found on the Spanish flag today, etched onto a banner entwined between the Pillars of Hercules.

As it happens, a leading theory among historians is that those pillars (and the banner of Plus Ultra snaked around them) would go on to become one of the world’s best-recognized and most meaningful symbols—a symbol that serves to remind us, even today, that opportunity and prosperity have never been confined within our own immediate borders. Perhaps you recognize it?
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Pillars of Hercules.



The dollar sign carries endless connotations, but at its best it stands for opportunity. For countries, the symbol (and its international counterparts) means stability and security. It represents the opportunity to thrive, save, and innovate—to invest in education, culture, science, and the welfare of the people. For American families today, the dollar sign means groceries in the pantry and new tires on the car; peace of mind when you need medical care; tuition to further your daughter’s education; a little savings for retirement; the breathing room you need to start a business, take a risk, or chase a dream. For better or worse, our fortunes are often wrapped around those pillars just as immovably as the Plus Ultra banner.

The good news is that while nearly everything about our lives has changed since the era of Columbus, including his reputation, the truth of the Spanish motto has not. The prosperity of our nation—and the opportunities available to every single person who comprises it—can still be magnified, broadened, and enriched so long as we are willing to venture out Plus Ultra: further beyond.

Before we go any “further beyond” this page, however, let me be clear that what follows is not a book about Hercules, Columbus, Spanish heraldry, or anything else of the sort. This book is about something much more exciting by far: trade. At its most basic definition, trade is the exchange of goods and services between people for mutual benefit—put another way, it’s the opportunity we net for ourselves and for others when we travel further beyond our borders. And yet somehow, for far too long, we have allowed trade to become twisted into so much more than that: an easy excuse for struggling economies, a scapegoat for our failures to adapt to a changing world, a bogeyman for xenophobes and nationalists, and—for many Americans on both the right and the left—nothing short of a four-letter word. Let’s remember it was only a short 700 years ago that Marco Polo trekked valiantly across the Silk Road; explorers from every continent braved the gleaming seas to look further beyond. So how on earth did we allow trade to become so controversial?

I wrote this book to let you in on a little known secret: it isn’t. Trade can be a little complex; it may not mold itself easily along partisan lines or lend itself to bite-sized talking points, and it may not be a popular topic at dinner with all your friends. It may seem hopelessly convoluted and far removed from your day-to-day concerns. But the truth is, no matter who you are, where you stand, or what you care about, trade absolutely touches your life. Not only does it shape the price of almost everything we buy—from the grocery store to the app store; from the pharmacy to the car dealership—but it also shapes the culture around us in profound ways. It helps determine how many of those dollar signs end up in your pocketbook, in your neighborhood, and in our national treasury—and how many end up fueling opportunities somewhere else. Trade carries an enormous impact on all of our fortunes, both personal and shared. It is a powerful instrument of war and of peace between nations. It is singularly responsible for so many of the things we take for granted in our lives, from our laptops to our cell phones to our avocado toast.

I know what trade really means in people’s lives because I spent eight years as America’s top official responsible for the financing of exports. In my time as the chairman of the Export-Import Bank of the United States, I was responsible for helping equip U.S. businesses of all stripes—from Bassetts, a fifth-generation family-owned ice cream business in Philadelphia, to giants like Boeing and Caterpillar whose long supply chains keep Americans working in towns across the country—to venture further beyond and seize opportunities overseas. I visited factory floors and design labs from Maine to California, and spoke with thousands of workers and entrepreneurs who owed their livelihoods to the spirit of Plus Ultra. In Chippewa Falls, Wisconsin, I saw how a town of 14,000 could be rejuvenated by trade; there, a hundred-year-old fire truck manufacturer called Darley found new life—and 100 new jobs for its community—by securing the sale of thirty-two American-made fire trucks to the city of Lagos, Nigeria. In Nashua, New Hampshire, I visited a small business called Boyle Energy that had created a new technology to clean and test power plants in ways that drastically cut down on both costs and carbon emissions—a groundbreaking idea that had everything going for it, except U.S. customers. New trade opportunities freed that company up to take on over 400 projects across almost thirty countries, doubling their revenue twice over and enabling them to grow from a team of twelve to a team of more than fifty. In Mesquite, Texas, a family-owned small business called Fritz-Pak that once produced concrete admixtures for U.S. sports stadiums had to lay off workers when their domestic opportunities ran dry. But when the doors of global trade opened up to them, they got back to work making parts for soccer complexes in Brazil—and hired back every one of their employees in Texas whose job had been lost.

Those jobs mean everything to the families and neighborhoods they touch—they represent so much more than just a paycheck. I’ve met thousands of people who work on factory floors and in design labs; those jobs bring a strong sense of dignity, purpose, and identity, while strengthening the broader community as well. But you don’t have to work at a manufacturing plant or on a family farm to have your life improved by trade. If you’ve ever eaten an apple, downed a glass of scotch (or Chianti … or a Heineken), or sat down to watch an episode or six of Game of Thrones, you’ve reaped just a few of trade’s endless litany of benefits. Even your copy of this book was very likely assembled using products and processes procured from as many as a half dozen countries—and if you’re reading or listening to this on a device of some sort, that number is even higher.

Does trade have its downsides? Of course it does. Just like every other policy issue you could name, actions we take on trade have consequences—there are winners and losers, but inaction also creates winners and losers. A deal that brings relatively inexpensive denim to the U.S. market could result in dozens of job losses at a fabric mill in Louisiana—a devastating blow to the families and towns involved—while at the same time lowering the price of blue jeans in clothing stores throughout the country, making life a little bit easier for millions of families on a budget. Naturally, there are moments when these sorts of calculations aren’t entirely clear-cut in advance. Predicting the impact of trade on prices, jobs, and the health of industries is a bit like predicting the weather: however strong and data-driven your estimates are, you can never be certain that the elements won’t take a sudden turn. Trade policy is all about projecting and negotiating these trade-offs as best as we can to ensure that the deals we make deliver an overall benefit to the American people—while acknowledging that there will always be winners and losers. Or at least that’s what it’s supposed to be all about.

As it turns out, though, trade policy is crafted in Washington, D.C., which also happens to be the home of its infinitely louder cousin: trade politics. The politics of trade skew the basic math of trade policy by introducing powerful interest groups, favored and disfavored industries, and electoral concerns into the equation. Sectors with strong lobbying power (see: oil and gas; pharmaceuticals), regional voting clout (see: Midwestern manufacturers and farmers), or good old-fashioned American nostalgia (see: coal mining) all have cards to play as trade policies take shape. As a result, the decisions we make on trade are often colored more by the prospect of good or bad headlines than by what makes the most sense for our country.

Take the recent real-life case of President Donald Trump’s tariffs on foreign steel and aluminum. Tariffs, for the uninitiated, essentially act as the opposite of free trade agreements: rather than opening doors between nations to encourage mutually beneficial exchanges, they close them shut in the hopes of preserving what’s already inside. Instead of importing less expensive foreign denim to lower clothing prices, for example, a tariff places a tax on U.S. consumers who purchase foreign denim—with the result being that the American manufacturer doesn’t have to go up against what otherwise would have been a competitor offering better prices. The theory is that, while inflating the price of goods we buy, these taxes preserve U.S. jobs by eliminating competition. In practice, however, tariffs mostly just serve to shutter us from the world and let the global marketplace march on without us, leaving us on the sidelines. And while they can temporarily (and artificially) keep American industries afloat, the protection they offer also prevents those same industries from adapting, evolving, and growing healthy enough to compete on the world stage—think of an animal raised in captivity that will never learn the skills it needs to survive in its natural habitat. They’re also hard to undo—once industries get used to protection, they tend to fight like hell to keep it in place. At the same time, of course, our tariffs invite retaliatory tariffs from the countries whose goods we tax. This hamstrings American businesses from selling to the 95 percent of potential customers who happen to live beyond our borders, driving down sales of American-made goods and crippling U.S. job growth on the back end. This is what’s known as an all-around bad idea.

That didn’t stop President Trump from declaring his intention to impose hefty steel and aluminum tariffs on a range of countries in the spring of 2018. This action, which was apparently meant to be a strike against China (our tenth-biggest source of imported steel), also managed to catch countries like Canada (our first-biggest) in the crossfire. While the legal rationale used by the administration for these tariffs was “national security”—a curious justification for an act targeting a number of traditional allies such as the European Union and Mexico—the president had previously pledged during the 2016 campaign to levy tariffs as a way to “discourage companies from laying off their workers.” Of course, it’s good politics to make a show of going to bat for heartland steelworkers; indeed, the president’s announcement even drew a rare show of support from Midwestern progressives like Ohio senator Sherrod Brown. But in the ensuing months, Americans have seen the fallout of what can happen when trade politics consumes trade policy whole.

We have no way of knowing how many U.S. steel and aluminum jobs will be momentarily salvaged by the Trump tariffs—but we can anticipate a number of other consequences. The price of every razor blade, frying pan, refrigerator, and car will rise across the board, while major American industries that rely heavily on these metals—including everything from agriculture to aerospace to energy to construction—will be hit by cost increases that could ripple out and result in untold job losses in these critical fields, while making the export of their goods less competitive! Already, representatives of one industry that is vitally important to many Americans—the U.S. beer sector—are projecting that these tariffs will increase the price tag of American beer production by nearly $350 million per year. Smaller brewers have raised concerns that exploding costs will drive them out of business, while industry giants like MillerCoors have taken to the airwaves to alert beer lovers that the experience of drinking a cold one will soon become a pricier proposition. Further complicating matters is the fact that our capacity to produce aluminum and steel here at home is relatively limited—even if the intent of the tariffs is to force U.S. industries to “buy American,” in many cases America can’t come close to meeting its own demand. In the wake of President Trump’s announcement, for example, a trade group representing U.S. oil pipeline owners and operators warned that American steelmakers only produce about 3 percent of the steel necessary to build and maintain American pipelines. For many companies, tariffs aren’t creating an incentive to reward domestic industries—they’re just jacking up the prices of foreign imports and the domestic versions of those products we need.

The purpose of this illustration—and, in fact, the purpose of this book—is to demystify, debunk, elucidate, and enliven one of the most consequential global issues of our lives. When we allow ourselves to dismiss trade as too difficult to understand, we open the door for it to be manipulated against our interests by ideologues and profiteers. In well-intentioned hands, there is no more powerful a tool for lifting people out of poverty at home and abroad, for reanimating stagnant communities, for stoking innovation, and for fortifying our economy for the future. But as long as trade remains poorly understood by the American people, it will also be a powerful weapon for confusing us, dividing us, and holding us back from the opportunities that lie beyond our shores.

Fortunately, the story of trade is not horribly complex—and you don’t need an advanced degree to understand it. In these pages, we’ll puncture the myths, unpack the arguments, and connect all the dots so that you can see the full picture of what trade really is and the many ways that it impacts your day-to-day existence. You’ll learn how NAFTA became a populist punching bag on both sides of the aisle. You’ll learn how Americans can avoid the grim specter of the $10 banana. And you’ll finally discover the truth about whether or not, as President Trump once famously tweeted, “Trade wars are good and easy to win” (spoiler alert—they aren’t).

Finally, we’ll unravel the mysteries of trade by pulling back the curtain on six everyday products, each with a surprising story to tell: the taco salad, the Honda Odyssey, the banana, the iPhone, the college degree, and, of course, the smash hit HBO series Game of Thrones. Behind these six items are meaningful stories that help explain not only how trade has shaped our lives so far, but also how we can use trade to build a better future for our own families, for America, and for the world. The solutions aren’t beyond our reach—for the most part, all they require is that we as a nation dispense with a few popular misconceptions and start being honest with ourselves about the trade-offs of trade. Do that, and we can multiply opportunity for farmers, factory workers, and entrepreneurs. We can bring greater peace of mind to blue-collar families, white-collar families, and no-collar families in every corner of the country. We can parse the sea of inscrutable acronyms, sail past the disorienting jargon of Most Favored Nation and the Doha Round, and arrive at a new world of understanding.

A stronger, more durable economy awaits us. A smarter strain of politics awaits us, too. Of course, like the explorers of old, we’ll only reach it if we’re willing to journey further beyond together. Shall we?





Glossary of Baffling Trade Jargon

One of the most frustrating things about trade is the terminology involved; it’s a world of obscure words and acronyms that can seem almost intentionally designed to be inaccessible to the public. I remember having to confront trade jargon for the first time—and I certainly wished that there was a cheat sheet or an app to help me. That’s why I put together the following handy guide to some of the terms you might hear in the world of trade; please feel free to make liberal use of it to impress your family members, coworkers, or dinner party companions as needed.


AD/CVD

Not to be confused with the Australian rock band AC/DC, AD/CVD is short for “antidumping and countervailing duties.” These are extra fees that a country can impose on imported products to discourage customers from buying them. They can be imposed if we suspect that the products are being sold at unfairly low prices (antidumping) or that their home governments are unfairly subsidizing them (countervailing).




BRICS

Not to be confused with the clay building material, BRICS is an acronym used to refer to five emerging economies that have become loosely affiliated with one another: Brazil, Russia, India, China, and South Africa. Together, they represent more than 40 percent of the global population, and carry major infl uence over world economic affairs.




CFIUS

No, not Sisyphus—but close. The Committee on Foreign Investment in the United States is a group made up of leaders from a range of government agencies; it serves as a sort of watchdog, looking out for potential national security issues that arise when U.S. companies engage with the global marketplace (for example, they may speak up if a Chinese firm wants to acquire a U.S. business that happens to be next door to, say, an American naval base).




COMPARATIVE ADVANTAGE

The principle upon which all trade is founded! A country’s “comparative advantage” is the edge it has over another country when it comes to some sort of economic activity. Saudi Arabia’s geology has given it a comparative advantage in oil, for example, but not in growing rice, so it makes economic sense for it to export the former and rely on imports for the latter.




THE DOHA ROUND

A series of negotiations between countries that began in 2001 with the goal of lowering trade barriers worldwide…the talks broke down seven years later. Often the parties can’t decide what a meeting is about … so to keep it simple, they name it after the city where they meet.




EXIM

The Export-Import Bank of the United States, a government agency that equips private U.S. companies with financing to win export sales. I ran it for eight years beginning in 2009.




FREE TRADE AGREEMENT

A deal between two or more countries to encourage trade—how controversial could that be? The word “free” refers to the fact that these agreements reduce or eliminate taxes on imports (like the “duty free” shops you find in airports).




G7

The Group of Seven—that is to say, the seven major advanced economies—which gathers annually to discuss global economics and other issues. The G7 first met in the 1970s to respond to an Arab oil embargo, and is made up of the U.S., the U.K., Germany, Japan, France, Canada, and Italy. It used to be the G8, but Russia was expelled in 2014 after its invasion of Ukraine; a larger group called the G20 periodically convenes as well.




GATT

The General Agreement on Tariffs and Trade, a pleasant-sounding 1947 agreement designed to lower trade barriers and increase global economic cooperation after World War II. It no longer exists, as it was succeeded by the World Trade Organization in 1995.




IMF

The International Monetary Fund, another post-World War II abbreviated organization created to promote economic stability and growth among its 189 member countries—unlike the World Bank, its focus is on overall economic and budgetary health rather than poverty reduction and infrastructure investment.




INTELLECTUAL PROPERTY

The latest big frontier of global commerce, “IP” or “IPR” (the “R” is for “rights”) is intangible material that, when traded, is considered a “service” rather than a good. It includes things like copyrights, trademarks, patents, franchises, and technological designs—all the fruits of creative thinking.




MOST FAVORED NATION

Sometimes called “MFN” or “PNTR” (“Permanent Normal Trade Relations”). This is a status granted by one country to another—often as a result of a free trade agreement—that gives them the best trade terms offered to anyone else. For the U.S., this is no longer an exclusive club; every country except for Cuba and North Korea is a “Most Favored Nation.” It sounds more special than it is.




NAFTA

The North American Free Trade Agreement was created to bring the U.S., Mexico, and Canada together as seamless trade partners and a formidable economic bloc. Dreamt up by Ronald Reagan, negotiated by George H.W. Bush, and signed by Bill Clinton, it came into effect on January 1, 1994—and forever changed the way we talk about, feel about, and campaign about trade.




OECD

The Organisation for Economic Co-operation and Development, yet another economic and trade-boosting coalition created in the wake of World War II to spark economic progress. Its thirty-six member countries meet regularly to coordinate on policy and set trade standards. Some sharptongued academics refer to it as the Organization for Endless Conversation and Dialogue.




ROO

Short for “rules of origin,” these are the criteria used to figure out what country a product comes from—that can get complicated sometimes!




ROW

No, it has nothing to do with crossing the Delaware. ROW is Washington insider speak for “Rest of (the) World.” That is to say, everybody other than U.S.—the United States.




SMOOT-HAWLEY

An ill-fated 1930 tariff passed by the U.S. Congress that raised taxes on thousands of products imported from American allies. Those countries retaliated with their own tariffs targeting U.S. goods, grinding American trade to a halt … just in time to exacerbate the effects of a crashing stock market and precipitate the Great Depression.




TAA

Trade Adjustment Assistance, a much maligned federal program first laid out by President John F. Kennedy. Its purpose is to compensate Americans hurt by free trade policies, either by paying them or by providing them with job training or other opportunities.




TARIFF

A tax! A consumption tax. A sales tax. No matter how you slice it, it’s a tax. More specifically, it’s a tax placed by a country on its own businesses and citizens when they purchase imported goods. Tariffs can be used to raise revenue or to protect domestic industries from having to compete with foreign rivals—in either case, they raise prices on domestic consumers.




TRQ

A tariff-rate quota is a trade barrier that sets a quota on a category of imported products—until the quota is met, tariffs on that product are very low, but once the quota is reached, tariffs go sky-high on any further imports of that product. We use these for dairy products in order to let in fancy French cheeses while keeping out foreign milk.




TPA

Short for “trade promotion authority” (and also known as “fast-track authority”), this is a power that Congress can hand over to the president as trade deals are being negotiated. It is seen as necessary in order to get other countries to negotiate a trade deal in good faith, knowing it will only be subject to an up-or-down vote by Congress without amendments. Congress generally doesn’t like to grant this authority.




TPP

The Trans-Pacific Partnership—a proposed free trade agreement between the United States and eleven Pacific nations representing 40 percent of the world economy. Because free trade agreements had gotten such a bad rap, our leaders decided to ditch the word “free” and come up with a new name. On his first weekday in office, President Donald Trump pulled America out of the deal.




T-TIP

The Transatlantic Trade and Investment Partnership—a proposed free trade agreement (again, without the word “free”) between the United States and the European Union that, if ratified, would unite the world’s two largest economies. As with the TPP, negotiations were halted by President Donald Trump.




USMCA

The U.S.-Mexico-Canada Agreement is a trade agreement designed to supersede NAFTA—as of 2019, it has been signed by each country, but not yet ratified by our Congress. The agreement tinkers with the terms of NAFTA, modernizing a number of provisions while strengthening some of the labor protections of the original deal.




USTR

The U.S. Trade Representative, a government agency charged with shaping American trade policy. The head of the agency, whose title shares a name with the office itself, traditionally serves as the lead U.S. negotiator when trade agreements are forged. The Trade Representative also has the title of Ambassador.




WAYS AND MEANS

The committee within the U.S. House of Representatives responsible for handling trade issues, including tariffs and the passage of free trade agreements. Its counterpart in the Senate is the Finance Committee.




WORLD BANK

Yet another post-World War II institution, its mission is to reduce global poverty by financing infrastructure projects and supporting the development of countries’ economies




WTO

The World Trade Organization, which replaced the General Agreement on Tariffs and Trade in 1995. With 164 member countries, its mission is to set the rules and regulations of global trade and resolve trade disputes that arise between nations.




ZERO-SUM GAME

Any situation in which a victory for one party necessarily means an equivalent loss for someone else—if I win a poker hand, I’ve gained the exact same amount that one or more other players lost. Trade has winners and losers, but it is not a zero-sum game!






PART ONE CLEARING THE AIR







CHAPTER 1 The Rockies, the Rockys, and 300 Years of American Trade


Trade does not exist in a vacuum, despite the fact that American companies export more than $7 billion worth of vacuum parts each year1—so in order to understand it, we have to first understand the historical and political atmosphere swirling all around it. That might be easier if it operated along the simpler lines that we associate with other types of trading, such as the deals that happen between sports teams. If the Rockies need a pitcher and the White Sox have a surplus, they might work out a deal that creates a benefit for both squads—drawing from each other’s stronger resources to shore up weaker sectors. But global trade is complicated by both domestic politics and geopolitics; the North American Free Trade Agreement, for example, was as much about immigration, regional security, and stopping the flow of illegal drugs as it was about swapping imports and exports. If the Yankees were hell-bent on stopping the influence of the Reds from spreading—or if the Royals were required by law to send their shortstops to as many markets as possible—trading in baseball would be a much trickier affair. As it turns out, however, the simple trades of baseball have little in common with global economic trade, apart from the occasional historic relevance of Pirates.

Before we can tackle the most important trade issue of this century (China) we need to wrap our minds around what exactly trade is. To do that, we should begin by recognizing that trade is a tool—and, like any tool, we can’t fully appreciate it unless we know what it’s being used to accomplish. Naturally, it can be employed to meet domestic demand for particular goods like oil, milk, and steel; in fact, this most basic rationale for trade remains among its most vital uses. Adam Smith, known as the “Father of Economics,” articulated the underpinnings of this idea back in 1776: “If a foreign country can supply us with a commodity cheaper than we ourselves can make it, better buy it of them with some part of the produce of our own industry, employed in a way in which we have some advantage.” This was pretty novel thinking back in Smith’s day! Thanks to David Ricardo, a British economist who later fleshed out the concept, Smith’s idea would come to be known as “the principle of comparative advantage.” The concept of comparative advantage is the basis for why modern economists—as one of them, MIT’s David Autor, expressed it to me—have “almost a religious belief that trade is good.” We’ve learned as a society that trade is good in the aggregate—but that isn’t always the case in every individual community.

Nearly as often today, though, trade is wielded as a tool not only of economics, but of security, politics, and diplomacy. It can be used to exert leadership in a strategically important part of the world, manage relationships between regions, keep the peace with precarious regimes, and spread (or halt the spread of) ideologies. While politicians like to insist to folks back home that free trade agreements are all about creating good-paying jobs and saving industries, the reality is that these effects are often secondary concerns for the governments involved—some of the time, all that truly matters to them is which nations signed the agreement, and who got left out.

To wrap our minds around why and how we use trade in the United States today, we need to understand the larger forces that have shaped American trade policy over the course of the last three centuries. If that sounds daunting, fear not! It’s actually remarkably simple, and you’ll be done in just a couple dozen pages. In fact, it only requires us to appreciate two factors—the two factors that explain virtually everything about U.S. trade policy.

The first factor is so achingly simple that you’ll kick yourself for not thinking of it by the end of this sentence (time’s up). It’s geography—and, more specifically, the unique location and environmental circumstances of the North American continent. Throughout modern history, the world powers of Europe have had to conduct diplomacy and trade beset by close neighbors—often powers in their own right—and without the full breadth of natural resources necessary to sustain a thriving society. Isolation isn’t an option if there are mountains where you were planning to plant your wheat fields, and handling your international relationships requires a bit more finesse when a spurned nation could show up at your front door (with less than friendly intentions) at any moment. So while Europe learned to trade in a world of interdependency and close quarters, America did so in a world of self-reliance and humongous oceans.

At times, our pride in that self-reliance has been a fiction—much of our early economic growth in the South, for example, was only possible because of the violent, involuntary importation of human beings we then forced into slave labor. But it’s a story we’ve held on to nonetheless, instilling an isolationist bent into our thinking. From our colonial days to westward expansion and onward through the generations, relying on ourselves and on our own land has been central to the American ethos. And while the attack on Pearl Harbor may have snapped us out of our isolationism for the seventy years that followed, it remains to be seen whether World War II truly altered our national DNA—or whether the impact was merely temporary. Our capacity for self-reliance is indeed immense, at least in theory; if all worldwide trade were to cease this very moment, the United States would arguably be the only country on earth with the diversity of innate resources needed to survive and succeed for the long haul. As we’ll see, these geographic quirks of remoteness and abundance have meant that—for better or worse—America has always had the option of withdrawing from the world when it comes to trade. And while we could do better than anyone else if we were to isolate ourselves, that freedom could also be seen as a curse: as we’ll explore throughout our story, it probably wouldn’t lead to a strong economy or a very fulfilling existence.

The second factor that explains U.S. trade policy takes slightly longer to explain—but once you make it to the end of the chapter, you’ll be a bona fide expert on the whole history of American foreign trade. For this one, we’ll trade out the Rockies for the Rockys. The element that earned Sylvester Stallone’s celebrated boxing franchise nearly $2 billion and made it an enduring part of the culture is the same element that helps explain why America has approached trade in the way that we have ever since the days of fur trappers, armadas, and Plymouth Rock, straight through to the days of Donald Trump. That element? Having an enemy—a long string of compelling arch-nemeses.

While it’s true that, in every period of our history, America has proactively pursued trade policies to advance specific goals of our own, it’s also true that those goals were largely born as reactions to the specter of some rival power. Rocky Balboa’s entire story was that of a great champion for whom every career move—to fight, to retire, to emerge from retirement, to develop others, and so on—was triggered by the behavior of his opponents. Like America’s early relationship with Great Britain, Rocky’s first great nemesis, Apollo Creed, would go on to become a close ally. Like Rocky, America was compelled to reenter the international arena as the Soviet threat gained steam. Every step of the way, the actions of both Rocky and America were motivated by a series of external threats—and, at times, a little inner turmoil, too.

By taking a closer look at the rivalries that scared and spurred America through the years, we can better understand the central role that trade has come to play in our politics. More importantly, we can learn something crucial about the role trade can—and should—play in the century ahead. Before we do that, though, an important disclaimer: this is the short version of the story. Three centuries is a long time, and history has many mothers and fathers whom we won’t be meeting in this chapter. So yes, in the interest of your interest, we’re going to be jumping around a bit from one critical moment to the next—leaving out a little nuance and a lot of detail, but preserving the big picture. Fear not! There are plenty of great books out there that dig deeply into American economic history. For now, though, let’s just cover the episodes we need to know.

Arch-Nemesis #1: Great Britain

Borrowing one last time from Rocky, our story begins in ’75 in downtown Philadelphia. That would be 1775, more precisely, at a time when the Second Continental Congress was grappling with the question of what to do about escalating tensions between the thirteen American colonies and their ruling government in London. In the dozen years that had passed since Britain’s coffers were depleted by the Seven Years’ War, the British Crown had attempted to raise revenue by imposing increasingly severe taxes on its subjects across the Atlantic—a tactic that riled the colonists, who had no representatives in Parliament to stand up for their interests. These taxes lit a fuse that led to protests in the streets of American cities, inspired Samuel Adams and his compatriots to form the Sons of Liberty, and incited the Boston Massacre. As King George III used his trade policy to siphon money away from America, angry groups of colonists retaliated through a series of public actions; the most notable of these was the famous Boston Tea Party, when 342 chests of tea were liberated from ships of the East India Company and unceremoniously dumped into the harbor.

You know the rest. The Battle of Lexington and Concord is waged in 1775, and the Congress in Philadelphia drafts up its Declaration of Independence, laying out the reasons for their desired separation—including, among a litany of grievances, “For cutting off our Trade with all parts of the world” even before the first mention of taxation without representation. And so it was that America was born: the child of a bloody, righteous revolution, conceived in bitter anger, embroiled by the sexiest and hottest-button of all issues known to humankind: import duties!

It isn’t hyperbole to say that trade was on the mind of America from the moment of its birth. In fact, once the Constitution was ratified, the very first major act of the U.S. Congress was to put a tariff in place to help pay off war debts and protect fledgling American manufacturers against cheaper British imports—the brainchild of Alexander Hamilton, years before his Broadway hip-hop career took flight (as a reminder for those who shamefully skipped the introduction, tariffs are taxes a country places on its own citizens for purchasing designated foreign goods; in essence, they hike up the prices of imported products in order to encourage people to buy domestic products instead). The Tariff of 1789 set off a debate that would play an enormous role in shaping American politics for the next 125 years: it pit those like Hamilton, who wanted to use tariffs strategically to protect U.S. industries, against those like Thomas Jefferson, who believed that tariffs should be kept low and only used to raise revenue to fund the government (remember, there was no income tax yet).

As debates go, it would be fair to look at this one and consider it more than a little wonky. But at the heart of the disagreement was a fundamental rift that has echoed throughout our history, right through until today. By pushing policies that insulated U.S. manufacturers from competition, Hamilton was representing the interests of cities in the North. But an estimated 90 percent of the economy came from agriculture—by fighting to limit tariffs, Jefferson was speaking for the rice, tobacco, and cotton farmers of the South, who exported a healthy share of their crop to feed the appetites and addictions of Europe. This dynamic, and the question of whether our trade policy should primarily serve the interests of urban or rural Americans, has persisted even as our agricultural economy has given way first to industrialization and, more recently, to the age of digital services.

But we’re getting ahead of ourselves. After Hamilton wins the argument, the country enters an era of high tariffs designed to keep otherwise low-cost British imports from snuffing out American-made goods (for enforcement, they create a roving tariff collection force in 1790 that would come to be known as the United States Coast Guard). Even Jefferson ultimately comes around to the idea that the U.S. must produce more than just crops to survive, and for a time protectionism (along with the Atlantic Ocean) gives young industries like textiles and iron a chance to get on their feet. With our cities thriving and our federal government well-funded by sky-high import duties, we never anticipated—just as you haven’t here—that our story would be abruptly interrupted by Napoleon.

Yes, Napoleon! When the French emperor decides that he wants to conquer Europe, America’s chief rival, Britain, gets thrust into yet another costly war. Starved for resources, the British begin seizing cargo from American ships—they even seize the sailors, and impress them into service on behalf of their former king. Jefferson, now the president, faces enormous pressure to respond either militarily or economically, and opts for the latter, signing an embargo in 1807 to block the importation of British goods. The hope is that depriving the Brits of their American customers will cause King George to change his ways—but one of the benefits of being an empire is that you’re never beholden to any one market. The Crown upped its exports to South America to make up for the lost cash, and without imports to tax, it was the United States that found itself in dire financial straits. With economic warfare having backfired spectacularly, America decides to go back to original-recipe warfare by taking up arms against Britain in the aptly named War of 1812.

Three years later, our country had little to show for that choice but an empty Treasury and an extra-crispy White House. Britain, too, was gaining nothing from the hostilities, and the two sides stood down in the hopes of restoring their relationship. The period of isolation exacerbated by the war had caused the American economy to move in two different directions: with imports limited, the North had the chance to escalate its manufacturing output and nurture its industries—while the South floundered without overseas markets in which to sell its crops. With the U.S. short on funds and still reliant on tariffs for about 90 percent of its revenue, new import duties were put in place in the wake of the war to restock the national purse. With the British threat having subsided, a new period of relative national unity known as the “Era of Good Feelings” took root. Spoiler alert: it wouldn’t last.


Arch-Nemesis #2: Ourselves

As Hamlet, Dr. Freud, or Dr. Jekyll could tell you, not every great conflict requires a second actor. And so it was that having thawed our relations with Europe after the War of 1812, our next defining rivalry came from within. The high tariffs instituted to raise money after the war continued to perk up northern factories while hamstringing southern plantations, adding fuel to the fire as the nation began to fracture over the issue of slavery. Industrial interests weren’t just gaining capacity and cash—they were gaining ever more political power, too. Each additional tariff further widened the gulf between the economies of the South and the North, the latter of which ingeniously used the money collected from tariffs to build infrastructure in every new western state that joined the Union, cementing their allegiance.

The situation came to a head in the election year of 1828, when President John Quincy Adams signed what would come to be dubbed by its detractors, a bit histrionically, as the “Tariff of Abominations.” This new law placed a flat tax of 38 percent on nearly every imported good, a burden so onerous that America’s new best friend, Britain, retaliated by scaling back on its own importing of American cotton—a further blow against the South. By the time the tariffs went into effect, the voters had already swept a new president into office: a charismatic southern populist riding a wave of anti-northern (and anti-tariff) sentiment to victory in the South and West.

On paper, Andrew Jackson should have been just what the doctor ordered for southern farmers. But when South Carolina took the unprecedented step of threatening to actively ignore the recent tariffs—even going so far as to openly contemplate seceding from the union—Jackson turned his back on his region and its native ardor for states’ rights to stand up for the federal Constitution. The Nullification Crisis, as it would soon be known, saw the president come a hairsbreadth from sending American troops to Charleston, and resulted in the dramatic resignation of Jackson’s South Carolinian vice president, John C. Calhoun. A compromise was ultimately reached that would roll back tariff levels over the course of the following decade, but the damage to relations between the North and South was done—if there were any “good feelings” remaining between the regions, they were extinguished by the collision of northern trade policy and southern furor.

Trade didn’t cause the Civil War to break out thirty years later—the South’s refusal to abandon its abhorrent dependence on slavery is squarely to blame. But there is no question that seven decades of near-constant disagreement over tariffs had fanned the flames of resentment and driven a wedge through the center of the nation in its formative years. We still see echoes of that tension today, even as the battleground has shifted from how northern states versus southern states view global connection to how urban centers versus rural areas do. Until slavery surpassed it, trade policy was the single most heated, most talked about, and most consequential issue in America—and it is entirely likely that the North’s near-constant success in passing tariffs caused the South to cling ever more tightly to slave labor as their export opportunities waned. If southern farmers hoped that secession would deliver them to a world of unfettered trade, however, those hopes were quickly dashed. Tariffs represented more than just a philosophical stance—they represented cold, hard cash, too. The price of a prolonged war was astronomically high, and before long both the Union and, ironically, the Confederacy were forced to impose steep tariffs to fund the fight.
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An 1846 Edward Williams Clay cartoon depicts prominent Democrats preparing to bury free trade.



By the time the war had ended, there was no longer any question about whether American trade policy would be deployed to serve the interests of the rural South or the industrial North. A new, pro-tariff party called the Republicans was ascendant, backed by the powerful northern iron and steel industries (which still counted on limiting cheap foreign imports in order to grow). During the half century that followed Abraham Lincoln’s election, they would enjoy lopsided majorities in the Senate for forty-four out of fifty years while winning six presidential contests in a row. The House of Representatives was not much kinder to advocates of low tariffs, though Democrats did manage to eke out control of the body for eighteen years during that half century stretch. This was the heart of the Industrial Revolution—an age of smokestacks and tenements, and a time when a booming, rapidly expanding population made it possible for the country to isolate itself from the world while still growing its economy. Waves of immigrants arrived to fuel the swell of northern production. The Wild West was tamed by the telegraph and the transcontinental railroad. And as the American economy evolved, distinct new concerns materialized that would prove enormously consequential: those of the laborer, and those of the consumer.
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This 1880 party poster leaves little doubt about which issue was foremost on the minds of Republicans in the first decades of their existence.



It was a Democrat, Grover Cleveland, who first popularized the argument that high tariffs lead to high consumer prices in the 1880s—the side of the trade equation that touches everybody’s lives. America’s working class was exploding in numbers, and as pay stagnated and urban conditions worsened, the interests of those who toiled in the factories began to diverge from the interests of the wealthy men who owned them. Before long, the virtue of keeping U.S. industries in a protective bubble seemed less appealing to many Americans than the virtue of paying less for clothes, toys, and tools. We weren’t some upstart nation anymore—our manufacturers were no longer infants that needed to be coddled and sheltered from outside competition.

The debate over protectionism would splinter the once solid Republican Party into progressive and traditional camps, threatening the supremacy of the tariff that had defined American trade policy for its first 124 years. That supremacy would be mortally wounded after a Democratic Party breakthrough in 1913, when lawmakers acknowledged that the extraordinary growth of the country—and the roads, utilities, and defenses that came with it—required the creation of an income tax. The Sixteenth Amendment was a seismic shift that flipped the primary source of federal revenue from import duties to an income tax, eliminating the only rationale for tariffs that everyone in America had always agreed on. Twenty-nine days after its adoption, Democrat Woodrow Wilson enters the White House on a platform of slashing tariffs now deemed unnecessary for raising revenue—but all trade policies are rendered moot when the First World War breaks out, grinding global trade to a sudden halt.

America’s first major entrée into twentieth-century international affairs left a terrible taste in our mouths, and no sooner had Republicans been dispatched to the wilderness than they were swept back into office once again. But the dimensions of trade had changed in their absence—American manufacturing had begun to outgrow its limited base of U.S. customers, while new advancements in communications and transportation had further integrated the European economies as they picked up the pieces of their shattered continent. Republicans missed the memo, and sought to raise tariffs aggressively in an effort to return to the glory days of the industrial boom (there is a reason that this twelve-year run of protectionist GOP leadership did not score Warren Harding, Calvin Coolidge, or Herbert Hoover a place on Mount Rushmore). The most notorious of these acts—the name of which you might recall from the slowest day of your high school history class—was the Smoot-Hawley Tariff, which hiked up duties on tens of thousands of imported products, including everything from perfume to light bulbs to macaroni.2

For our friends in Europe and Canada, Smoot-Hawley was the breaking point. America’s allies passed retaliatory measures that effectively halted U.S. trade in both directions—causing both U.S. imports and exports to wither at the worst possible time. Without a trade economy to speak of, the country became exceptionally vulnerable to swings in the domestic market. And so in large part due to Smoot-Hawley, when the stock market crashed, it didn’t provoke a mild downturn—it unleashed the Great Depression.

Arch-Nemesis #3: The Soviet Union

Trade was once the most important issue in American politics, but the relentless middle years of the twentieth century saw it recede from the spotlight at last. The fallout of the Depression, the promise of the New Deal, and the looming specter of European fascism each took their well-deserved places at center stage of the national conversation. At the same time, the old dividing lines between the northern and southern economies began to be blurred by modernization. Like every war before it, World War II incurred enormous costs—but it also triggered monumental changes in what America is and how America works. Mass wartime production shocked the economy out of its doldrums, wages rose to record heights, and with the boys occupied overseas, women entered the labor market in vast numbers, changing the face—and expanding the potential—of the U.S. workforce.

Less tangibly, but no less critically, the defeat of the Axis forces compelled America to rethink its role in the world. Just a few years earlier, the U.S. had denied asylum to 907 Jewish refugees who had arrived off the coast of Florida aboard the MS St. Louis; upon returning to Europe, hundreds of these same passengers would perish in the Holocaust. The visceral nature of the horrors of this era entered American homes like never before—for some it was only one degree away, and therefore became impossible to ignore. In our family, we were always conscious of the fact that my mother had been about the same age as Anne Frank, and each had moved from Germany to Amsterdam in 1933 to evade the Nazis. After the war, the world came together to prevent these events from ever happening again—and Americans of all backgrounds came to understand that oceans could no longer protect them from global affairs, be they military conflicts or ideological collisions. We had become a superpower, and, having seen firsthand the harrowing consequences of indifference, we understood that our newfound strength brought with it newfound responsibilities.

In his 1801 inaugural address, Thomas Jefferson famously paraphrased the doctrine left behind by George Washington as he departed from national life: “Peace, commerce, and honest friendship with all nations; entangling alliances with none.” But Washington and Jefferson had not dreamed of airplanes, of Auschwitz, or of atomic weapons—they could not foresee the economic prosperity or the existential security that might come from a deeply entwined, American-led system of global commerce. As badly as the world needed American leadership in the aftermath of World War II, America needed to engage with the world as well if it hoped to continue growing its economy and sustaining the aspirations of its people. When the United States finally let go of protectionism and ventured out further beyond its borders, the world opened its arms—and its markets. We didn’t know it at the time, but we also opened a dark door here at home to those who eyed the outside world with skepticism and fear.

With its eyes at long last on the rest of the globe, America went to work on the world stage for the first time as something more than just a military power. Our new focus on the international rebuilding effort wasn’t just about diplomacy or charity, of course—it was also about creating a market for American goods. When I became the chairman of the Export-Import Bank of the United States, I discovered that the bank had once helped finance major infrastructure projects abroad that fueled American job growth and integrated ourselves into foreign economies. The 1930s saw U.S. companies financed by the EXIM Bank help construct the Pan-American Highway (which would ultimately stretch from Buenos Aires to Alaska) and the Burma Road—we financed the Chryslers, Fords, and Chevy trucks and equipment required to construct it.

Europe, still smoldering, cried out for international order—and a bevy of transatlantic institutions were born. As the Marshall Plan set American dollars to work rebuilding Europe—again financed by the EXIM Bank—the finishing touches were put in place on the International Monetary Fund, the World Bank, and the General Agreement on Tariffs and Trade. Though all three would play different roles, each was created to serve a singular strategic purpose: to bring the economies—and therefore the interests—of the world’s free nations into closer cooperation with one another. This was a system that benefited America enormously, allowing us to become the world’s top exporter for the rest of the century—and the largest economy to this day.

It was against this backdrop of postwar unity that a new threat rose in the East. America, Europe, and the Soviet Union had shared a common enemy during the conflict, but as the western powers came together to resurrect the global economy and liberalize trade in the Atlantic, the Soviets chose not to engage in the new era of integration. Their preference, as it turned out, was a more literal form of integration—insofar as they took the opportunity to actually absorb the countries that would form the Eastern Bloc. Using lucrative trade deals as a carrot and threats of force as a stick, Joseph Stalin brought Poland, Czechoslovakia, Hungary, Romania, Bulgaria, Albania, and East Germany under his control by way of a defense treaty called the Warsaw Pact and an economic collective called Comecon (later to be joined by Cuba and other Communist nations). These institutions were created to mirror the North Atlantic Treaty Organization, or NATO, the military alliance that in 1949 had formally united the West.

More explicitly and comprehensively than at any other time in human history, the world was effectively split in half. Within the span of only a few years, the economic playing field had flipped from hundreds of individual countries cooperating regionally and doing sporadic business with one another to the simpler landscape of two giant world markets—each unusually open to its own members, and spectacularly closed to the other side. In the so-called “First World,” the developed western nations prospered on people’s newfound hunger for consumer goods like televisions, refrigerators, and family cars. In the “Second World,” trade was conducted behind an Iron Curtain and heavily controlled by the Soviet Union. The “Third World” of developing economies was up for grabs—it would become a critical battleground for the ideological tug-of-war ahead.

In the decades that ensued, the near-constant threat of military and economic opposition terrified and inspired nations on each side of the global partition. For Americans, the Soviets were a bogeyman far more enduring and mysterious than any prior threat; their mere existence drove schoolchildren—including me—under their desks during air-raid drills, provoked military engagements in Korea and Vietnam, and motivated critical U.S. industries to reach new heights (including those of the lunar variety). Like Rocky Balboa leaving the safety of his own country to square off against a cold, determined, machinelike rival in Ivan Drago, America entered arenas all over the world to face down the Soviet threat. For the U.S., it was a new, more open stance—and trade became our most effective jab.

Free trade was a term in use since the earliest days of the Republic; initially, the word “free” referred specifically to absence of any import tax on goods entering the country. But by 1962, the phrase was beginning to take on a new connotation as open markets became a signifying feature of life in the “free”—that is to say, non-Communist—world. That year, President John F. Kennedy delivered a State of the Union address to Congress advocating for free trade on very different grounds than his predecessors in the Democratic Party—who since the days of Grover Cleveland had been focused on trade primarily as a means of lowering consumer prices—ever had. So critical to the president was this message that he reserved it for the grand finale of his well-publicized address:


We need a new law—a wholly new approach—a bold new instrument of American trade policy. Our decision could well affect the unity of the West, the course of the Cold War, and the economic growth of our nation for a generation to come… . For together we face a common challenge: to enlarge the prosperity of free men everywhere—to build in partnership a new trading community in which all free nations may gain from the productive energy of free competitive effort… . This is our guide for the present and our vision for the future—a free community of nations, independent but interdependent, uniting north and south, east and west, in one great family of man, outgrowing and transcending the hates and fears that rend our age… . There is no comfort or security for us in evasion, no solution in abdication, no relief in irresponsibility.



For Kennedy, free trade was a way to keep the world itself free. No longer merely a tool for raising revenue or lowering the price of milk, trade had been reborn as a tool of peace, order, and moral leadership on a global scale—and a thread to weave together the fates of like-minded nations the world over.
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Archival footage of the precise moment that the Cold War ended.



Arch-Nemesis #4: Japan

While the Soviet Union cut an impressive figure as a twentieth-century supervillain, the truth is that the Red Scare was less of an economic threat and always more of an existential one. As the West took advantage of low trade barriers—and the new universe of overseas customers that came with them—to prosper steadily in the 1950s and ’60s, the Soviet preference for central planning over market forces led to inefficiencies and shortages across the Eastern Bloc. But while the U.S. remained singularly focused on stopping the spread of Communism and avoiding the prospect of nuclear annihilation, we failed to anticipate a different type of threat to our success. That threat, namely, was the possibility that someone else would come along who made products that were better than ours.

Enter Japan. Its super power? Quality. Somewhat ironically, the rapid rise of the Japanese economy can be traced back to the paranoia of the Cold War’s early days; a beneficiary of the Marshall Plan, Japan had received significant financial and development assistance from the United States that enabled the country to jump-start its postwar boom. America was gambling on the idea that a prosperous, self-sufficient Japan would be less likely to succumb to the Soviets—but what they hadn’t bet on was just how serious a competitor Japan could eventually become.

In Tokyo, they call it [image: Image]. In New York, it’s better known as the “Japanese economic miracle.” Whatever you choose to call it, the facts are astounding: in less than four decades, Japan blossomed from a small, stagnant presence, defeated in war and devastated by nuclear bombardment, to become the second-largest economy in the world. By 1960, Japanese industrial output had reached 350 percent of its prewar levels, sparking GDP growth that topped 10 percent an astonishing six times during the next decade. Theirs was a rise fueled by smart government policies, an ethos that encouraged productivity, and a wise, rapid transition from protectionism to aggressive exporting. The model wasn’t completely capitalist—the government directed a good deal of the national economic traffic. By actively supporting some strategically important private firms—a concept, alien to American thinking, known as “national champions”—the government gave special power to companies that generated outsized profits, which in turn led to higher wages and thus some political and economic stability. With that said, however, their economy wasn’t tightly controlled by the state, either. Most crucially of all, Japan was the first nation to crack the code on the technologies and advanced manufacturing techniques that would redefine the most popular consumer products of the late twentieth century.

Few forces on earth could have frightened the United States into backsliding toward protectionism in the thick of the Cold War, but the Japanese found one: they called it Toyota. The twelve-year-old automaker had flirted with bankruptcy in the wake of World War II; in 1950, it had produced a grand total of 300 cars. But when a recovering Japan began to open its doors to trade with the West, Toyota seized the opportunity to build a facility in California in 1957. Between the 1950s and the 1960s, Japanese car exports jumped by a factor of nearly 200, as first Nissan—and later Honda, Subaru, Mitsubishi, and others—joined Toyota in American auto lots. The secret to their success wasn’t much of a secret at all: despite being lighter and offering less horsepower, their cars simply ran better, lasted longer, and proved more reliable than anything Detroit had to offer.

Before long, Japanese cars became synonymous with quality; Toyota leapfrogged Volkswagen to become the number one importer in the United States, and later cruised past GM to claim the title of the world’s biggest automaker. Outclassed by their new rivals, the first reaction of American automakers was to fall back on the oldest of American traditions: using tariffs to keep cheaper, better-performing foreign goods out of the marketplace (hey, it worked for George Washington back when British textiles were the hot new thing). In 1964, President Lyndon Johnson slapped a 25 percent tariff on light trucks in a deal that, decades later, was revealed to have been made at least in part in exchange for the support of the United Auto Workers for Johnson’s civil rights agenda. Believe it or not, that tariff still exists today. In the years to come, Detroit would take full advantage of its political power in the Midwest to press for big new taxes on imported vehicles.

This return to protectionism may have boosted the prospects of American pickup trucks, but it soon became clear that tariffs had lost a good deal of their power over the previous two centuries. While France couldn’t evade tariffs in the 1850s by simply sailing over and opening up their own ironworks in Pennsylvania, the Japanese could do exactly that in the far more open world of the twentieth century. By 1988, Honda, Nissan, Mazda, and Toyota had constructed manufacturing plants in Marysville, Ohio; Smyrna, Tennessee; Flat Rock, Michigan; and Georgetown, Kentucky, respectively. The fact that many Japanese cars were being assembled by American autoworkers helped erase some of the stigma that had built up around buying “foreign” vehicles; Americans fell head over heels for Japanese cars, and, more than three decades later, we are still in love.

What made the threat posed by Japan so revolutionary was that—unlike the great arch-nemeses of the past like the British and the Soviets—it came from an ally. Japan wasn’t a colossal empire or a Communist scourge; they were a free society with a mixed economic model, a liberal stance on trade, and membership in cooperative institutions like the International Monetary Fund, the General Agreement on Tariffs and Trade, and the Organisation for Economic Co-operation and Development (or OECD). Trade and technology were converging; the only true way to defeat our competition was to improve. So Detroit set to work doing just that, harnessing new technology and advanced manufacturing techniques introduced by the Japanese in order to raise the quality of American cars. The result was good for U.S. consumers, who enjoyed a wider range of higher quality choices than ever before. The techniques were not as well-received by the labor community, however, as they introduced more robotics and fewer flesh-and-blood workers.

By the early 1990s, the Japanese economy began to slide into a recession—but not before Japan had used their automotive blueprint to corner the American market on household electronics, toys, and other major sectors, making “Made in Japan” a beacon of quality here at home—a far cry from earlier opinions of Japanese manufacturing. U.S. manufacturing jobs began a slide from their all-time high of nearly 20 million in 1979 that would continue more or less unabated until our recovery from the Great Recession of 2008, when they fell to only about 11.5 million (though it’s worth noting that even as jobs were shed, American manufacturing output actually climbed steadily throughout that stretch—evidence of how technology, for better or worse, has enabled us to produce more with fewer workers).

In an effort to compete with Japan, America had learned to mimic its rival’s embrace of technology, inadvertently setting off an entirely new era of trade politics. For the first time, the most significant fault line on U.S. trade policy wasn’t simply between political parties or geographic regions: it was between labor (which valued jobs and wages) and business (which valued production and profits)—two metrics that had previously risen and fallen in lockstep before technology and quality changed the equation. Beginning in the mid-1970s, workers’ hourly pay no longer tracked a company’s success; as AFL-CIO president Richard Trumka put it to me, this was the moment when the bond—the idea that we were all in this together—was broken.I As these battle lines were redrawn, most Republicans—long supporters of the business community—joined forces with most Democrats—who, despite their affiliation with organized labor, had been consistently in favor of low trade barriers since the end of the Civil War—and by the middle of the 1980s, just about everybody was a free trader. It was against this new landscape that President Ronald Reagan would propose, President George H. W. Bush would negotiate, and President Bill Clinton would later enact a free trade agreement that would integrate America with its closest neighbors—a deal called NAFTA.

Arch-Nemesis #5: China

We’ll soon explore the story of NAFTA in more detail, but, suffice it to say, the deal fundamentally flipped the entire American trade conversation on its head just in time for a new world power to rise up. America had managed to grow out of its precarious youth, survive the rupture of its southern half, the threats of rival ideologies, and the challenge of a well-oiled competitor in Japan. As ever, however, the next great battle lay in store. China had been conspicuously quiet on the world stage for much of the twentieth century, but a series of sweeping economic reforms set the stage for a comprehensive boom. In 1978, Chinese leader Deng Xiaoping set in motion large-scale changes to the national economy in order to adapt the ostensibly Communist state to becoming more globally competitive. Deng neither embraced western capitalism nor clung to the ideologies of China’s past—he famously summed up his philosophy on China’s economy by saying that “it doesn’t matter whether the cat is black or white, as long as it catches mice.” With state-backed industries across every major sector and a population north of a billion, all of the ingredients were in place for China to become a dominant global player once it decided to emerge from its long period of isolation. But what America—and Richard Nixon after his famous visit to China in 1972—may not have fully anticipated was the extent to which their latest challenger sought more than mere economic success. As it turned out, China wanted to exert a broader influence over the world, too.
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