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Foreign Investment Increasingly, new
factories are being constructed outside of
national boundaries. In such an environment,
nations will have to compete for foreign
companies just as U.S. cities and states do today.
Ask: What factors might lead a firm to build a
factory in Country A instead of Country B?
(Some factors that might provide incentives/
disincentives include wages, skilled labor, political
stability, transportation and communication
systems, import-export restrictions, government
regulations, cultural and linguistics factors, and
the size of the foreign country’s market.)

@ Teacher = Teacher

Present students with a hypothetical situation.
Supposeacompanywantstobuildanautomobile
plant. Organize students into groups and ask
each group to pick five nations that represent a
diversity of development and regions. Using
current encyclopedias, the World Development
Report, The Index of Economic Freedom, and
magazine and newspaper articles, have groups
compile brief overviews of each economy using
the previous criteria. The students in each group
should discuss and reach a consensus about
which country would be their choice for the
plant. As a class, tabulate the votes of the groups
and lead a discussion about the choices.
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Author Note

Dear Economics Teacher:

Just a few years ago, any textbook that wanted to talk
about the global economy would only have to mention the
opening of a new McDonald’s in Moscow or speculate
about the impact of the rising number of low-cost Japanese
cars that were beginning to compete with the so-called
“big three” automakers in Detroit. Some of the big issues
of today, such as offshoring, globalization, and global warming, were not
even part of our everyday vocabulary. How things have changed!

On balance, they have changed for the better. Consumers have more
choices than ever, and the flood of low-priced products from abroad has
helped to keep prices down. While some jobs have gone abroad, economists
generally agree that we are better off now than we were 20 years ago.

When I think about the global economic changes in the last 20 years, I
am reminded of our earlier discussion of voluntary exchange, exchange that
takes place only because each party feels better off after the transaction than
before. A lot of exchanges occurred on the way to globalization, and so a lot
of people must have felt that the changes were beneficial to them. In short,
globalization is happening because we want it and allow it to happen!

The rapid globalization dramatically validates our economic theories—in
particular specialization, competition, comparative advantage, and the gains
from trade. People sometimes wonder about the usefulness of abstract
economic theories, but the current global economic changes show that the
economist’s view of why and how things happen is right on target! In fact, it
is the global economy where real-world developments fall most neatly into
the theoretical and methodological framework we covered in this text.

Making accurate predictions about the future is part of why economics
is so useful and fun. It’s also been fun authoring this book. I hope that
using it has been fun for you and your students as well!

Aoy el

Gary Clayton, Ph.D.
Author
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INTRODUCING UNIT 5

Unit Objectives

After studying this unit, students
will be able to:

» Recognize the importance of
international trade, foreign
exchange, and the inter-
dependence among nations.

« Anlayze the problems of
economically developing
countries.

» Describe significant global
challenges.

- "

Unit Overview

Unit 5 examines economics from
a global perspective.

Chapter 16 examines absolute
and comparative advantage,
barriers to international trade, and
foreign exchange and trade
deficits.

Chapter 17 discusses the
problems faced by developing
countries, including countries
moving toward more capitalistic
economic systems.

Chapter 18 reviews the
economic challenges that the
world faces and the use of
economics in analyzing choices
and making decisions.
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CHAPTER 16
International Trade

CHAPTER 17
Developing Countries

CHAPTER 18

Global Economic
Challenges

This Japanese-owned P>
Honda manufacturing
plant in Marysville, Ohio,
reflects increasingly global
markets and production.
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Activity: Launching the Unit

International Trade Have the class
role-play a congressional subcommittee
meeting on a plan to raise tariffs on imported
products—athletic shoes, for example. Select
several students to act as subcommittee
members and four or five others to act as
witnesses—consumer advocates, workers in
the shoe-making industry, executives from
American shoe manufacturers, and executives

from foreign shoe manufacturers. Encourage
expert witnesses to make presentations to the
subcommittee for or against the raise in tariffs,
and have subcommittee members ask them
questions. Have the rest of the class act as
reporters and write summaries of the

procedures. m
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INTRODUCING UNIT 5

Making It Relevant

Provide students with copies of
newspapers and current affairs
magazines. Direct them to skim
through these periodicals to
locate advertisements for foreign
goods. Encourage students to
ask themselves the following
questions about the advertise-
ments: What good is advertised?
Where is it made? How was it
transported to the United States?
Do American companies make
this good? If so, why do you think
we buy it from other countries?
Have students discuss their
answers. Conclude by pointing
out that the chapters in this

unit deal with such topics as
international trade and the
growing interconnectedness

of the world’s economies. m

BusinessWeek (/i1

To find up-to-date news and
analysis on the economy,
business, technology, markets,
entrepreneurs, investments, and
finance, have students search
feature articles and special reports
on the BusinessWeek Web site,
www.businessweek.com.

Extra Credit Project

Have students research organizations such as showing trends in assistance offered. Suggest
the Ford Foundation, the International Finance  that students combine their reports into a
Corporation (IFC), and agencies of the United pamphlet titled International Organizations
Nations (UN) that offer loans or grants to and Economic Development. m

economically developing nations. Have
students write short reports with graphs
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CHAPTER

7 6 Planning Guide

Key to Teaching Resources
@ Print Material (8 DVD
&% CD-Rom P Transparenc
é parency

Key to Ability Levels
m Below level m Above level

m On level m English

Language Learners

Levels Chapter | Section | Section | Section | Chapter

BL oL |AL ELL ReSOU rces Opener 1 p 3 Assess
FOCUS

Daily Focus Skills

BL oL AL ELL
Transparencies

BL

Guided Reading Activities*

High School Reading in the Content Area
Strategies and Activities

High School Writing Process
Transparencies

Writer’s Guidebook
StudentWorks Plus CD-ROM

\amy
\aw | Economic Content Vocabulary Activities* p. 16 p. 16 p. 16
\aw | Critical Thinking Activities p. 22 p. 22 p. 22
\@w | Reading Essentials and Note-Taking Guide* p. 136 p. 139 p. 142
\aw | Enrichment Activities p. 16
\amw | Free Enterprise Activities p. 22
\@w | Primary and Secondary Source Readings p. 43
\aw | Hands-On Economics p. 24
{g Econom.ic.(;oncepts Transparencies, Strategies, p. 39 p. 41
V¥ | and Activities
\aw | Math Practice for Economics p. 22
é Economics Fprms and Fi‘nancial Pagg§ . b. 11 b. 26
\& Transparencies, Strategies, and Activities
\aw | BusinessWeek Focus on the Global Economy ﬁ)g 127, p. 25
\aw | Reinforcing Economic Skills p. 26 p. 20
\amy
S
\amy
o
©

NNENENENIEN
NNENENENIEN
NNENENENIEN
NNANANENIEN
NNENENENIEN

Vocabulary PuzzleMaker CD-ROM

*Also available in Spanish
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CHAPTER

Planning Guide ] §

Plus
leacnherWorks ) Interactive Teacher i Prnable reportsof daly
A_"_':_O:e Planner and B « Fully editable blackline masters assignments
« Economics & You videos - Standards tracking system
a - 1€ 0 < Op ; ; ; ; i ;
. O ed
s I e R A R AR AR
&» | Graph Coach CD-ROM v Ve Ve v v
\amw | Differentiated Instruction Strategies v v v v v
Teacher \aw | Success with English Learners v v v v v
Resources &» | Presentation Plus! CD-ROM v V4 V4 V4 V4
\amw | Section Quizzes and Chapter Tests p. 201 p. 202 p. 203 ggéZOS,
@ | Authentic Assessment Strategies and Activities p. 22 p.8 p. 25
€ | ExamView® Assessment Suite CD-ROM 16-1 16-2 16-3 Ch.16
&» | Interactive Tutor Self-Assessment CD-ROM 16-1 16-2 16-3
U
\aw | Reteaching Activities* p. 16 p. 16 p. 16
0 \aw | Reading and Study Skills Foldables pp. 63, pp. 63, pp. 63,
64 64 64

*Also available in Spanish

4408



CHAPTER

7 6 Integrating Technology

Technology Product
Glencoe’s StudentWorks™ Plus CD-ROM contains
everything your students need, including the complete
Student Edition and access to all student workbooks.
StudentWorks™ Plus also includes a Daily Assignment
and Activity Log that allows students to °
e record and track progress on their daily assignments

and responsibilities;

¢ log results achieved, including their grades; °

Steps
Provide students with the following information:
e Launch StudentWorks™ Plus.

¢ Select the Daily Assignments and Grade Log
button at the bottom of the launch screen.

Create a new file or open an existing one. The log is
organized as a table, with a row of information for
each assignment.

Add information for each assignment, including the
date of the assignment, the name, additional
comments, the due date, and the grade.

® sort assignments alphabetically or by category;
¢ view and print the assignment and grade log in a

440C

table or calendar format. e Edit rows as assignment information is provided or

Objectives :L\:g?‘:jerﬁdd a new row to the log for each new

Using StudentWorks™ Plus will help your students

¢ take responsibility for their individual tasks;

® improve independent study skills.

E:unumiugon LINE \
Student Teacher Parent |

Beyond the Textbook ° ° ° Glencoe Media Center
Chapter Overviews ° ® ® ) glencoe.com
ePuzzles and Games L o Study-To-Go
Concepts in Motion o ] * Vocabulary
Multi-Language Glossaries ° ° eFlashcards
Online Student Edition ° o ° B Oizzes
Self-Check Quizzes ° ° ) AudioIVidet‘:'
Student Web Activities ° ° iﬁ;im Eeition
Study Central™ ° ° Spanish
Time Current Events ® ® ® Summaries
Teaching Today ° Economics & You
Vocabulary eFlashcards ° ° Videos
Web Activity Lesson Plans °
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CHAPTER

Additional Chapter Resources ] 6

o BOOKLINK 3

Use this database to search more than 30,000 titles to create a

ADING SUPPORT FR%

JAMESTOWN 5% EDUCATION

¢ Timed Readings Plus in Social Studies helps customized reading list for your students.
students increase their reading rate and fluency while ¢ Reading lists can be organized by students’ reading level,
maintaining comprehension. The 400-word passages author, genre, theme, or area of interest.
are similar to those found on state and national
® The database provides Degrees of Reading Power™ (DRP)
assessments.

and Lexile™ readability scores for all selections.
¢ Reading in the Content Area: Social Studies

concentrates on six essential reading skills that help
students better comprehend what they read. The
book includes 75 high-interest nonfiction passages
written at increasing levels of difficulty.

® A brief summary of each selection is included.

Leveled reading suggestions for this chapter:

For students at a Grade 10 reading level:

* India: A Study of an Economically Developing Country,
¢ Reading Social Studies includes strategic reading by David Cumming

instruction and vocabulary support in Social Studies

For students at a Grade 11 reading level:
content for both ELLs and native speakers of English.

i - ® Voyaging to Cathay: Americans in the China Trade,
www.jamestowneducation.com by Alfred Tamarin & Shirely Glubok

For students at a Grade 12 reading level:
® Ghana: A Study of an Economically Developing Country,
by Steve Brace

* Review suggested books before assigning them.

=~ =
NCEE

National Council on Economic Education

Voluntary Standards Emphasized in Chapter 16 Resources Available from NCEE
e Virtual Economics® An Interactive Center for Economic

Content Standard 6 When individuals, regions, and nations Education Version 3.0
specialize in what they can produce at the lowest cost and then e Civics and Government: Focus on Economics, Second
trade with others, both production and consumption increase. Edition

¢ Advanced Placement Economics: Teacher Resource
Content Standard 17 Costs of government policies Manual, Third Edition

Focus: Understanding Economics in U.S. History
Focus: High School Economics, Second Edition
Capstone: The Nation’s High School Economics Course
Focus: Institutions and Markets

sometimes exceed benefits. This may occur because of
incentives facing voters, government officials, and government
employees, because of actions by special interest groups that
can impose costs on the general public, or because social goals
other than economic efficiency are being pursued.

To order these materials, or to contact your State Council
on Economic Education about workshops and programs,
call 1-800-338-1192 or visit the NCEE Web site at
store.ncee.net.
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INTRODUCING CHAPTER 16

The BIG Idea

As students study the chapter,
remind them to consider the
chapter-based Big Idea. The
Essential Question in the
chapter launch activity below

ties in to the Big Idea and helps
students think about and
understand important chapter
concepts. In addition, the Hands-
On Chapter Project relates the
content from each section to the
Big Idea. The steps in each section
build on each other and culminate
in the Wrap-Up Activity on the
Visual Summary page.

. Economics To generate
Ea B mm\ student
interest and

Dinah Zike’s

St

dV °’ga'“’e’ Foldables are

provide a springboard for class
discussion, access the Economics
& You Topic 23 video,
International Trade, at

glencoe.com or on the
video DVD.

three-dimensional, interactive
graphic organizers that help
students practice basic writing
skills, review key vocabulary
terms, and identify main
ideas. Have students complete
this chapter’s Foldable activity
or activities in Dinah Zike’s
Reading and Study Skills
Foldables booklet. m

. W,

— = B
EconomicagONLINE

Introduce students to chapter
content and key terms by
having them access Chapter 16
—Chapter Overviews at

glencoe.com.
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CHAPTER

1 [5] International Trade

Why It Matters

You and a classmate are ¥ | o
planning to open a lawn-service I - e i
business. You will each ¥ “ > f =T= f ¥
contribute $200 toward the I Eﬁ [
purchase of a mower, gas can, b = . N
trimmer, and other materials for -

the business. Now it is time to 1 =
get organized. Work with a i e | b - } j @
classmate and make a list of the . .:'* s !']' ks ; 'tl
different “jobs” associated with . s : a _ ,-* L
your lawn-service business. B -
What criteria will you use to
divide up these jobs? Why? Read
Chapter 16 to find out how
nations make decisions about
what to produce and trade with
other nations.

The BIG Idea

Trade and specialization lead to
economic growth for individuals,
regions, and nations.

et

o

International trade allows us to P>
purchase items produced in any !‘- o' “
country, such as the items from i T P oy s |

Africa and the Caribbean in a 5 -

store in Syracuse, New York. Eumi-ui'hlm! Chapter Overview Visit the

.} Economics: Principles and Practices Web site at glencoe.com and click
on Chapter 16—Chapter Overviews to preview chapter information.
440 UNIT 5

Activity: Launching the Chapter

Identifying Have students imagine that they  as a class. Essential Question: Why do
are owners of a small manufacturing company.  governments encourage the businesses in

Tell them that they have an opportunity to their country to trade with other nations?
increase sales of their products by exporting (World trade strengthens a nation’s economy
them. Ask students to identify the laws, by allowing a country to acquire needed goods
customs, consumer preferences, and other and services while making efficient use of its
types of information they would need to own resources.) m

know about the countries to which they
intend to export. Discuss their responses
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g il Absolute and Comparative
Advantage

|GUIDE TO READING|

Section Preview Reading Strategy

In this section, you will learn that comparative Defining As you read the section, complete graphic
advantage is the basis for international trade. organizers similar to the ones below by defining each
term and providing an example of each.

Content Vocabulary

* production possibilities Absolute Comparative
advantage advantage

® exports (p. 442)
* imports (p. 442) frontier (p. 444)
* absolute advantage * comparative advantage
(p. 443) (p. 444)
* opportunity cost (p. 444)

Academic Vocabulary

* volume (p. 443) * enabled (p. 449

Russia: Shoppers Gone Wild

It’s midday on Saturday, and the Mega-1 mall in southern Moscow
is packed. Shoppers have come to stock up on groceries at the mall’s
French-owned Auchan hypermarket, buy furniture at Swedish retailer
IKEA, and browse dozens of boutiques selling everything from Yves
Rocher cosmetics to Calvin Klein underwear. Although crammed with
expensive Western merchandise, Mega has been a hit since it opened
its doors in December, 2002. Last year it was the world’s most
frequented shopping center, with 52 million visitors.

Down the road at the Rolf car dealership, Oxana Starostina is filling
in registration forms for her new Mitsubishi Lancer, purchased with
$20,000 in cash. She and her husband, Maxim, saved the money from
their small construction supply business.

... [Flor many multinationals from the U.S., Europe, and Asia, the
consumer boom, not oil and gas, is the investment story to watch. l

Nations trade for the same reasons that For example, we purchase clothing made
individuals do—because they believe that  in China, oil from the Middle East, bananas
the products they receive are worth more  from Honduras, and coffee beans from
than the products they giveup.International =~ Colombia and Brazil. We consume a ser-
trade is partially responsible for the incred- ~ vice when we vacation in the Caribbean or
ible variety of goods and services both we  in Europe. The shoppers in Moscow are
and the shoppers in the news story  doing the same thing: enjoying the goods
consume. produced in France, Sweden, and Japan.

CHAPTER 16 International Trade 441

|E Reading (ritical
Instruction

Differentiated @ Writing

CHAPTER 16, SECTION 1

(Bellringer

Daily Focus Transparency 80

[Fo.GUS ACTIVITIES A

(@5S0LUTE AND COMPARATIVE ADVANTAGE

J

GUIDE TO READING

Answers to Graphic:

Absolute advantage: country’s
ability to produce more of a
given product than another
country can produce. Examples
will vary.

Comparative advantage:
country’s ability to produce

a given product relatively
more efficiently than another
country by doing it at a lower
opportunity cost. Examples
will vary.

Resource
Manager

Skill
Practice

Strategies

Thinking

Teacher Edition Teacher Edition Teacher Edition
- Reading Graphs, » Analyzing, pp. 442, . ELL, p. 443
p. 444 446 .. p. 444
. Det. Importance . Additional Resources
445 b Additional Resources | | 5.« Focus on the
- . Crit. Think. Act., p. 22

Additional Resources| - Econ. Concepts Trans., | . Econ. Forms and Fin.
« Guid. Read. Act., p. 46 Strat. and Act,, p. 39
« Read. Ess. & Note- « Enrichment Act., p. 16 Act, p. 1

Taking Guide, p. 136

Support

Teacher Edition
+ Expository Writing,

Additional Resources
Global Economy, p.2 | « Writer’s Guidebook

+ Reading and Study
Pages Trans., Strat. and Skills Fold., p. 63

Teacher Edition

« Using Charts and
Tables, p. 442
- Visual Literacy, p. 443

Additional Resources

« Reinforcing Econ.
Skills, p. 26
« Reteach. Act., p. 16




CHAPTER 16, SECTION 1

E Critical Thinking

Analyzing Ask: What is the
relationship between a state
or nation’s exports and its
specialization? (A state or
nation’s main exports show
what the place produces and
sells to other countries; this
indicates that the state or nation
has specialized in these goods.)
Invite students to research
exports produced in their
state and then analyze why
the state might specialize

in these items.

E Skill Practice

Using Charts and Tables
Ask: From which countries does
the United States import tin?
(Peru, China, Bolivia, Indonesia)
What percent of U.S. tin con-
sumption do these imports
represent? (88 percent) B!

Economic Analysis

Answer: They must become
interdependent with one
another in order to acquire
the raw materials they need.

exports the goods
and services that a
nation sells to other
nations

Why Nations Trade

Trade allows nations to specialize
in some products and then trade them for goods
imports the goods and services that are more expensive to produce.
and services that a
nation buys from other
nations

Economics and You When you were young,
did you ever trade toys, cards, or candy with your
friends? Read on to learn about international trade.

Some trade takes place because coun-
tries lack goods at home. Figure 16.1 shows
some essential raw materials used in the
United States that come from abroad.

Specialization

A more important reason for trade—
whether among people, states, or coun-
tries—is specialization. When people
specialize, they produce the things they do
best and exchange those products for the
things that other people do best.

American Dependence on Trade

States also specialize. For example, New
York is a financial center for stocks and
bonds, while automobiles are a major
industry in Michigan. Texas is known for
oil and cattle, while Florida and California
are famous for citrus fruit. Countries spe-
cialize in different goods and services in
much the same way.

If you want to find out what a country
specializes in, look at its exports—the
goods and services that it produces and
sells to other nations. If you want to see
what a country would like to have but does
not produce as efficiently, look at its
imports—the goods and services that one
|_country buys from other countries.

Extent of Trade

International trade is important to all
nations, even a country as large as the
United States. Most of the products that

Raw Material Imgfo ;:;::;::: ::nt Primary Foreign Sources Use of Raw Materials
Industrial diamonds 100 South Africa, Australia, Democratic Industrial cutting tools, oil well drills
Republic of the Congo, Botswana
Bauxite 100 Jamaica, Guinea, Brazil, Guyana Anything made of aluminum
Columbium 100 Brazil, Canada, Thailand Rocket structures and heat radiation shields
Mica (sheet) 100 India, Belgium, France Electrical insulation, ceramics
EJ Sstrontium 100 Mexico, Spain Flares, fireworks
Tin 88 Peru, China, Bolivia, Indonesia Cans and containers, electrical components
Tantalum 80 Thailand, Germany, Brazil Surgical instruments, missile parts
Barite 79 China, India Filler for gas and oil well drilling fluids, paint, plastics
Cobalt 76 Democratic Republic of the Congo, High-temperature jet fighter engines
Zambia, Canada
Chromium 72 South Africa, Zimbabwe, Turkey Chrome, ball bearings, trim on appliances and cars
L Sources: Statistical Abstract of the United States; U.S. Geological Survey

P International trade is the primary means by which nations, including the United States,

obtain many essential materials.

IO TGY RN How does the lack of certain raw materials force nations to

become more interdependent?

Differentiated
Instruction

@ RADE AND INTERDEPENDENGE 5
Objective:
Focus/Teach:

" - Assess:

—_—

Authentic Assessment  Close:

Strategies and

Activities, p. 22

442

Trade and Interdependence

Define interdependence and understand how
scarcity promotes trade.

Ask students why nations might trade with
one another. Then have students complete
the activity.

Have students use their charts and papers to
make a presentation about interdependence.

Have students explain which trade commodities
the items used in the activity could represent.

Differentiated Instruction Strategies

m Rearrange each group’s materials, and
have them complete the activity again.

m Have students redesign the activity
using different materials.

m Have students create a poster
depicting major items imported and
exported by the United States.



U.S. Merchandise Trade by Area

P The United States exports merchandise (goods) all over the world. The biggest trade
imbalance is with China, followed by the OPEC members.

OGN RN Which single area of the world trades the most with the

United States?
Canada United Kingdom
v $138 $210 Euro currency area
$118 $38 $49 Austria, Belgium, Finland,
China France, Germany, Greece,
Ireland, Italy, Luxembourg,
$237 - 5 GDP 5226 | " Netherlands, Portugal,
. Spain
Import 1,645 13.2%
J $53 mports $ 6133
apan Exports 883 7.1%
= : ; sun s
Trade Deficit $762 6.1% OPEC Members
§29 Algeria, Indonesia, Iran,
e, o Iraq, Kuwait, Libya,
> Nigeria, Qatar, Saudi
Arabia, United Arab
$118 $168 $261 $421 Emirates, Venezuela
Mexico Rest of the World
In billions of dollars
Source: Fconomic Report of the President, 2006 |

countries exchange are goods. However,
trade in services such as banking and insur-
ance is increasing.

Figure 16.2 shows the patterns of mer-
chandise trade for the United States with
the rest of the world. The import of goods
alone amounts to $1,645 billion, or about
$5,500 per person. The numbers in the fig-
ure would be even larger if we included
the value of services.

In the end, international trade is much
more than a way to obtain exotic products.
The sheer volume of trade between nations
with such different geographic, political,
and religious characteristics is proof that
trade is beneficial.

Explaining Why is specialization

a good idea in trade?

absolute
advantage
country’s ability to
produce more of a
given product than
another country can
produce

The Basis for Trade

Trade works best when countries
focus on those products they can produce best.

Economics and You Have you ever bought
anything, such as clothing or a meal, that you could
have made yourself? Read on to learn how this action
relates to international trade.

It may be cheaper for a country to import
a product than to manufacture it. The dif-
ference between absolute and comparative
advantage makes this clear.

Absolute Advantage

A country has an absolute advantage
when it can produce more of a product
than another country. For example, assume

CHAPTER 16 International Trade 443
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E Skill Practice

Visual Literacy Ask: What
percentage of the U.S. GDP do
exports represent? (7.1 percent)
What is the difference in value
between the United States’
imports and exports with
Mexico? (The United States
imports $50 billion more

from Mexico than it exports

to Mexico.) m

Differentiated
Instruction

English Language Learners
Explain that absolute means
“ultimate or unquestionable,”
while comparative means

“related to a comparison

between things.” Model the

use of these terms in sentences

for students, and then ask students
to explain the meanings in their

own words. E]!

Economic Analysis
Answer: Euro currency area

WATELTINH S Answer:
because it allows people to
produce the things they do
best and exchange those
products for the things that
other people do best

Leveled Activities

m Reinforcing Economic Skills, p. 26

Reinforcing Economlc Silis B9 ey 25

@axinG NoTES

m Economic Concepts Transparencies,
Strategies, and Activities, p. 39

m Enrichment Activities, p. 16

S I o o ENRICHMENT ZJi i chapter 16

@ ORLD TRADE: U.S. EXPORTS AND IMPORTS

)BESOLUTE AND COMPARATIVE ADVANTAGE
AND BARRIERS TO TRADE

443




CHAPTER 16, SECTION 1 GPTS[ %S The Gains From Trade Graphs In MGrig,,

See StudentWorks™ Plus
or glencoe.com.

m Reading Strategy A Totaloutput

Before Specializing

Total Output

After Specializing P If Alpha and Beta each specializes in the product it can

produce relatively more efficiently, total output for both
countries goes up. After specialization, each country would
Coffee 20 + 5 = 25 | Coffee 40 + 0 = 40 trade its surplus production with its neighbor.

O L @V ELTY Does Alpha or Beta have a

comparative advantage in the production of coffee?

Reading Graphs Ask: How
many pounds of cashew nuts
could Alpha produce if it
produced 30 million pounds
of coffee? (2 million pounds)
How many pounds of coffee

Il
o

Cashews 4 + 1 = 5 Cashews 0 + 6

could Beta produce if it (c Bera
produced 6.pounds of cashew 40 0~ pferspecalzation 40
nuts? (zero; it wouldn’t produce
any coffee) (T4 g g e
@ aBefﬁspeaallzatlon g | 6cashews=6cof.fee,
U . —
og e L E20F---—---——- Alpha’s opportunity € 20 or 1 cashew = 1 coffee -
m ertlng Support [J S 1 cost of production: S
i |_ 8 cashews = 40 coffee, 10 Before specialization
Expository Writi ng Have 10 i or 1 cashew = 5 coffee S’L After specialization
students review the information | i — b
about production possibilities 0 2 4 6 8 10 0 2 (4 ) 6 8 10
. . ashew nuts
frontiers. Then ask them to write Cashew nuts
a paragraph that identifies the | (Coffee and nuts measured in pounds)
information contained in the
graphics and explains how to ) ) i ]
interoret them. Remind students production the hypothetical case of two countries— it enabled a country to produce enough of
) P o o ?r(:)srftlibe lrh:jli:Sram Alpha and Beta—which are the same size  a good to consume domestically while
to include brief descriptions of showing the mfximum in terms of area, population, and capital  leaving some for export. However, the con-
how these visuals can be used to combinations of goods - stock. Only their climate and soil fertilities ~ cept of absolute advantage did not explain
pinpoint opportunity cost. m andjor services an differ. In each country, only two crops can  how two countries could benefit from an
economy can produce . . .
be grown—coffee and cashew nuts. exchange in which a country with a large
when all resources are X .
fully employed (also [~ In Figure 16.3 you see an illustration of output like Alpha traded with a country
Economic Analysis see page 21) the production possibilities frontiers for ~ With a smaller output like Beta.
Answer: Alpha comparative Alpha and Beta. Note that if both Co.untrles )
advantage devote all of their efforts to producing cof- Comparative Advantage
cou;try’s ability to fee, Alpha could produce 40 million pounds Even when one country enjoys an abso-
E:zdﬁzterzlglt\i’\fgly more and Beta six million—giving Alpha an  jyte advantage in the production of all
efficiently than another [[] absolute advantage in the coffee produc-  goods, as in the case of Alpha above, trade

country by doingitata | tion. If both countries concentrate on pro-  petween it and another country is still ben-
lower opportunity cost | - ducing cashew nuts, Alpha could produce ¢ficial. This happens whenever a country

opportunity eight million pounds and Beta six million. has a comparative advantage—the ability

cost cost of the next- Alpha, then, also has an absolute advan- g produce a product relatively more effi-
best alternative use of tage in the production of cashew nuts  ciently, or at a lower opportunity cost.
2;’::&;;";;:; | because it can produce more than Beta. To illustrate, because Alpha can produce
making a choice (also For years, people thought that absolute  either 40 pounds of coffee or 8 pounds
Hands-on see page 20) advantage was the basis for trade because ~ of cashew nuts, the opportunity cost of
Chapter Project 444 UNIT5 The Global Economy
Step 1
Analyzing World Trade Directions: Organize the class into five comparative advantages of their nation.
_ ) ) different groups. Assign each of the Ask students to present their findings on
In th"s project, studeth groups will groups one of the following continents: a large poster, featuring images, statistical
profile one country’s international North America, South America, Europe, graphs, and text.

trade, exchange rates, balance of trade,

Africa, and Asia. Student groups should
and trade restrictions.

. . Display each group’s completed poster in
then select a nation located on their play group P P

the classroom. Have members discuss their

Step 1: Studying the Importance assigr.1ed continent to profile. The Nprth s Wi die s,

of Trade to a Nation. Student groups America group should choose a nation

will study the international trade of a other than the United States. Have Describing Ask students to write a short

specific nation. students research the major imports, paper describing the importance of trade
exports, absolute advantages, and to the nation that they researched. m

(Chapter Project continued in Section 2.)
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producing 1 pound of cashew nuts is 5
pounds of coffee (40 pounds of coffee
divided by 8). At the same time, Beta’s
opportunity cost of producing 1 pound of
cashew nuts is 1 pound of coffee (6 pounds
of coffee divided by 6). Beta is the lower-
cost producer of cashew nuts because its
opportunity cost of producing 1 pound of
nuts is 1 pound of coffee—whereas Alpha
would have to give up 5 pounds of coffee
to produce the same amount of cashews.

If Beta has a comparative advantage in
producing cashews, then Alpha must have
a comparative advantage in coffee produc-
tion. Indeed, if we try to find each country’s
opportunity cost of producing coffee, we
would see that Alpha’s opportunity cost of
producing 1 pound of coffee is 1/5 of a
pound of cashews (8 pounds of cashews
divided by 40). Using the same computa-
tions, Beta’s opportunity cost is 1 pound of
cashews (6 pounds of cashews divided by
6). Alpha, then, has a comparative advan-
tage in coffee production, because its
opportunity cost of production is lower
than Beta’s.

SECTION

Vocabulary

¢ 1. Explain the significance of exports, imports, absolute

advantage, and comparative advantage.

The Gains from Trade

The concept of comparative advantage
is based on the assumption that everyone
will be better off specializing in the prod-
ucts they produce best. This applies to indi-
viduals, companies, states, and regions as
well as to nations.

If we look at the final result of trade
between Alpha and Beta, we can see that
specialization and trade increased the total
world output. Without trade, both coun-
tries together produced 25 coffee and 5
cashews. After trade, total world output
grew to 40 coffee and 6 cashews.

This explains why countries such as the
United States and Colombia trade. The
United States has the necessary resources
to produce farm equipment efficiently,
while Colombia has the resources to pro-
duce coffee efficiently. Because each coun-
try has a comparative advantage in a
product the other country wants, trade will
be beneficial to both.

Summarizing Why is it beneficial
for a country to trade with another when it has
comparative advantage?

Critical Thinking

o -
R, | ﬁ
Student Web Activity
Visit the Economics:
Principles and
Practices Web site at
glencoe.com and click
on Chapter 16—
Student Web Activities
for an activity on
international trade
agreements.

£ Skills Handbook

See page R43 to
learn about
Comparing and
Contrasting.

5. What does the theory of comparative

advantage suggest that countries should do?

Main Ideas

. 2. Listing Use a graphic organizer like the one below to

list the reasons that nations trade with one another.

l Why Nations Trade ‘

-

3. Describing How do specialization and trade benefit

both trading partners?

: 4. Explaining Why does total world output increase as

countries specialize to engage in trade?

T

6. Contrasting How do comparative advantage and
absolute advantage differ? Use examples to support
your comparison.

7. Predicting Suppose a nation has a great deal of human
capital but few natural resources. In what kinds of
products might the nation specialize?

8. Analyzing Visuals Look at Figure 16.3 on page 444.
What would happen to total output if Alpha preferred
growing cashew nuts and Beta specialized in coffee?

Applying Economics

9. Comparative Advantage Do you know of a product for
which your state has a comparative advantage? Explain
how this might affect trade with another state.

CHAPTER 16 International Trade 445

CHAPTER 16, SECTION 1

ﬂ Reading Strategy

Determining Importance
Ask: What is the assumption on
which the concept of compara-
tive advantage is based? (The
concept is based on the assumption
that everyone will be better off
specializing in the products they
produce best.) m

WALEIH @ Answer:
because it can trade a product
it produces best in exchange for
a product it wants that another
country produces best

Assess

& Use the Interactive Tutor
Self-Assessment CD-ROM to
review Section 1, and then assign
the Section 1 Review as homework
or as an in-class activity.

Comparing and Contrasting
Have students draw a

Venn diagram comparing

and contrasting absolute and
comparative advantage. m

SECTION

1. All definitions can be found in the section
and the Glossary.

. lack of goods at home; need for raw
materials; specialization; exotic
products; profit

. They allow both trading partners to
produce the things they do best and
exchange those products for the things
that other people do best.
because specialization allows countries to
specialize in the things that they produce
most efficiently

5. specialize in the products that they

produce best

6. Absolute advantage is a country’s ability
to produce more of a given product than 7.
another country can produce. For instance,
if country A could produce more cars 8.

than country B, country A would have

an absolute advantage. Comparative

advantage is a country’s ability to produce 9.
a given product more efficiently than

another country by doing it at a lower
opportunity cost. If country B could

produce cars at a lower opportunity

cost than country A, it would hold

the comparative advantage.

Possible answer: services such as
financial consulting

The production of both coffee and
cashew nuts, as well as total production,
would decrease.

Students should realize that a comparative
advantage might allow the state to trade
for products another state produces
more efficiently.
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£~ CASE STUDY

E Critical Thinking

Analyzing Ask: Why do

you think the Virgin Group
was likely to have a comparative
advantage in the markets it
expanded into? (Branson chose
markets that were either under-
served or lacked competition.
With the significant resources of
the Virgin Group, it was likely to
hold a comparative advantage
in these markets.) m

Analyzing the Impact

Answers:

1. It includes many individual
companies united under the
Virgin brand, whereas other
companies are organized as a
single corporation with many
divisions.

Establishing many smaller
companies that target
specific markets allowed
those companies to gain a
comparative advantage in
each market.

i J

N

Additional
Support

Teacher Tip

Visual Learners Ifyou have extra
time, you might suggest t.hat stud-
ents illustrate their time lines (for
example, they might show a logo

They can create drawings or print

© images from the Intern

" the actual events described.
."I

or product for each new company).

et showing

£ GASE STUDY

Unlimited Advantage
The theory of comparative
advantage has led many compa-
nies to narrow their product
lines. Richard Branson, founder
of Virgin Group, did just the
opposite. He decided to expand
into a wide range of products in
an even wider geographic area.
Rather than building one large
corporation with many divisions,
though, Branson decided to cre-
ate many individual companies
united under the Virgin brand.
The result: companies located on
most continents, selling everything from train
rides and low-cost flights to music, mobile phones,
and luxury vacations.

Finding Niche
Markets

Virgin traces its
origins back to 1968,
when Branson
published the first
issue of Student
Magazine for his
university. Shortly
after, he expanded
into mail-order
Virgin Records America record sales and
tuelse record shops. He
Virgin Publishing also launched his
Company founded own record label,
signing such artists
as Phil Collins and
Boy George.

For over a decade,
Branson limited his
business ventures to

Virgin's Success

Company begins

Start of mail order
record sales

Opens first record shop

Virgin record label
launched

Virgin Atlantic Airways
opens

Virgin Radio begins
Virgin Mobile launched
Virgin Cars Produced

Virgin Credit Card
established

Source: www.virgin.com
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those related to music. During the 1980s, Branson
decided to begin his expansion into other prod-
ucts and worldwide markets. His business plan
was to find markets that are either underserved or
lack competition. First steps included Virgin
Atlantic Air Cargo and a luxury hotel in Spain.

Success Story

Today, Virgin Group has about 200 companies on
most continents. Some provide their everyday cus-
tomers with affordable vacations. Others cater to a
more exclusive crowd, such as a luxury game resort
in Africa and a motorcycle limousine service that
can skirt London traffic jams. His latest venture will
take vacationers into space. Branson’s formula for
success is apparently working. In 2005 the Virgin
Group reported revenues of about $8 billion.

Analyzing the Impact

1. Recalling How does the organization of Virgin Group
differ from that of most other corporations?

2. Drawing Conclusions How did Branson’s business
plan allow him to use comparative advantage?

Activity: Collaborative Learning

Make a Time Line Direct students to
review the information presented in the
chart on page 446. Then, have students
work with partners to present this
information on a time line. Instruct
student pairs to conduct research to
learn more about the Virgin Group

and to then place additional entries

"h-—-——-—'_-—--. on their time lines. Tell students to
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organize their time lines logically and

to include any necessary benchmark
labels that will help readers better read
and understand the time lines. Remind
students to also include detailed labels
for each time line entry. Invite volunteers
to present their time lines to the class. m



SECTION

» Barriers to International Trade

|GUIDE TO READING|

Section Preview

In this section, you will learn that nations use tariffs
and quotas to protect special interests, while the free
trade movement tries to eliminate trade barriers.

Content Vocabulary

* tariff (p. 448) * most favored nation
* quota (p. 448) clause (p. 453)
* protective tariff (. 49) * World Trade
* revenue tariff (p. 448) Organization
* protectionists (p. 450) (WTO) (p. 453)
e free traders (p. 450) * North American Free
* infant industries Trade Agreement
argument (p. 450) (NAFTA) (p. 454)
* balance of payments
(p. 452)

China Economic Ties Under Scrutiny

U.S. Commerce Secretary Carlos Gutierrez warns that the United
States might be forced to reassess its economic relationship with China if
Beijing fails to address economic frictions between the two countries
quickly and effectively. . . . He said that China maintains a range of non-
tariff barriers that, in combination with other policies, prevent the
United States from achieving balanced trade with that country. . . .

He said that “with a stroke of a pen” China could open critical closed
sectors to competition from abroad. “Progress would greatly strengthen

Academic Vocabulary

* imposed (p. 448)
* justify (p. 450)

Reading Strategy

Describing As you read the section, complete a
graphic organizer similar to the one below by
describing the arguments of protectionists and free
traders.

Protectionists Free Traders

CHAPTER 16, SECTION 2

(Bellringer

Daily Focus Transparency 82

FOQUSEAGTIVITIESH)

@ARYING DEGREES OF FREE TRADE

N J

GUIDE TO READING

Answers to Graphic:

Protectionists: want to protect
domestic producers against

foreign competition with tariffs,
quotas, and other trade barriers

Free Traders: favor fewer or
even no trade restrictions

those of us who oppose protectionist policies,” Gutierrez said. But if the
Chinese government refuses or fails to act quickly, the U.S. Congress
might “go down a path that none of us want,” that is “build protection-

ist barriers around the U.S. market,” he said. B

While free markets and international
trade can bring many benefits, some people
still object, because trade can displace
selected industries and groups of workers.
When these people object to trade, they
look for ways to prevent it, or to at least

slow the rate of growth.

N

Because of the wealth that a market econ-
omy can generate, China has decided to
join the community of nations committed to
markets and trade. China is still new at this,
however, and as you read in the news story,
it is trying to protect some sectors of the

economy while opening up to trade.

CHAPTER 16 International Trade 447

Critical

Differentiated
Instruction

Resource
Manager

Skill
Practice

|E Reading
Strategies
Teacher Edition

« Summarizing, p. 448
+ Outlining, p. 451
« Identifying, p. 454

Additional Resources

« Guid. Read. Act., p. 47

- Read. Ess. & Note-
Taking Guide, p. 139

Thinking
Teacher Edition
« Interpreting, p. 449
+ Analyzing Visuals,

p. 450
« Drawing Con., p. 453

Additional Resources

« Authentic Assess., p. 8
- Bus. Focus on the
Global Economy,
pp. 2,10, 17

Teacher Edition
« Verbal/Linguistic,
p. 449
« Visual/Spatial, p. 452
« Adv. Learners, p. 453

Additional Resources

- Pri./Sec. Source
Readings, p. 43

« Quizzes and Tests,
p. 202

@ Writing

Support

Teacher Edition

+ Expository Writing,
p. 448

+ Persuasive Writing,
p. 452

Additional Resources

« High School Writing
Process Trans.

« Crit. Think. Act., p. 22

Teacher Edition

« Using Geo. Skills,
p. 450

- Visual Literacy, pp. 451,
455

Additional Resources

« Econ. Content Vocab.
Act., p. 16

» Reading and Study
Skills Fold., pp. 63, 64
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m Reading Strategy B

Summarizing Ask: What are
the goals of a government when
levying a protective tariff and a
revenue tariff? (A government
levies a protective tariff with the —
goal of raising the costs of imports
so that domestic industries are
protected from being undersold.

A revenue tariff generates
government revenue without
prohibiting imports.) m

m Writing Support
Expository Writing Have
students research a time in
which the U.S. government
used tariffs prior to 1913. Tell
students to write a short essay
evaluating the government’s
use of the tariffs they researched.
Instruct them to categorize the
tariffs as either protective or
revenue tariffs, and discuss
whether the tariffs were
successful in achieving the
government’s goals. [T}

Caption Answer: protective
tariff

Additional
Support

tariff tax placed on
an imported product

quota limit on the
amount of a good that
is allowed into a
country

protective tariff
tax on an imported
product designed to
protect less-efficient
domestic producers

revenue tariff tax
placed on imported
goods to raise revenue

Tariffs In2002 a
temporary tariff on
steel imports
protected the jobs of
steelworkers such as
this one. What is
the name of this
kind of tariff?

Restricting International
Trade

Tariffs and quotas are the main
ways to restrict international trade.

Economics and You Have you noticed where
your clothes, electronics, or home appliances are
made? Read on to find out about ways to restrict
imports of such goods.

Historically, trade has been restricted in
two major ways. One is through a tariff—a
tax placed on imports to increase their price
in the domestic market. The other is with a
quota—a limit placed on the quantities of a
product that can be imported.

Tariffs

Governments generally levy two kinds
of tariffs—protective tariffs and revenue
tariffs. A protective tariff is a tariff that isz
high enough to protect less-efficient domes-
tic industries. Suppose, for example, that it
costs $1 to produce a mechanical pencil in
the United States, while the same product
can be imported for 35 cents from another

The result of the tariff is that a domestic
industry is protected from being undersold
by a foreign one.

The revenue tariff is a tariff that is high
enough to generate revenue for the govern-
ment without actually prohibiting imports.
If the tariff on imported mechanical pencils
were 40 cents, the price of the imports
would be 75 cents, or 25 cents less than the
American-made ones. As long as the two
products are identical, consumers would
prefer the imported one because it is less
expensive, so the tariff would raise revenue
rather than protect domestic producers
from foreign competition.

Traditionally, tariffs were used more for
revenues than for protection. Before the
Civil War, tariffs were the chief source of
revenue for the federal government. From
the Civil War to 1913, tariffs provided about
one-half of the government’s total revenue.
nAfter the federal income tax became law in

1913, the government had a new and more
lucrative source of revenue. Since then
tariffs—also called customs duties—have
accounted for only a small portion of total
governmentrevenue, asshownin Figure 9.3

country. If a tariff of 95 cents is placed on
each imported pencil, the cost for these
imports climbs to $1.30 per pencil—more
than the cost of the American-made one.

448 UNIT 5 The Global Economy

on page 239.
~ In practice, a tariff achieves a little bit

of both goals—it gives some protection

and it raises some revenue. In 2002, for
example, the Bush adminis-
tration imposed a 30 percent
temporary tariff on foreign
steel imports to protect the
domestic steel industry. The
tariff raised some revenue
and preserved some jobs dur-
ing an election year, but it also
raised the price of domestic
steel by 20 to 30 percent—and
hence the cost of goods to U.S.
consumers.

Quotas

Foreign goods sometimes
cost so little that even a high
tariff on them might not pro-
tect the domestic market. In

Activity: Collaborative Learning

Predicting One way to motivate
students to read is to have them make
predictions about the content beforehand
and then evaluate their predictions after
they read. Remind students that to make
predictions, they should use what they
already know combined with information
from the text. Ask students to predict what

448

might happen if harsh trade restrictions
were erected between all nations of the

identi

groups. Encourage group members to

fy the pieces of information that

world. Then have students read the
section, helping them as necessary.

After students have finished reading,

have them work in small groups to review
the accuracy of their predictions. Direct
students to discuss the predictions in their

helped them make accurate predictions,
as well as the missing information that
might have made their incorrect
predictions more accurate.



such cases, the government can use a quota
to keep foreign goods out of the country.
Quotas can even be set as low as zero to
keep a product from ever entering the
country. More typically, quotas are used to
reduce the total supply of a product to keep

Nationalism and culture often play a
role in these debates. Europeans frequently
claim that they prefer regional and tradi-
tional foods to genetically altered ones.
While these may or may not be legitimate
arguments, they do restrict trade.

prices high for domestic producers.

In 1981, for example, domestic automo-
bile producers faced intense competition
from lower-priced Japanese imports. Rather
than lower their own prices, domestic
manufacturers wanted President Ronald
Reagan to establish import quotas on
Japanese cars. The Reagan administration
agreed. As a result, Americans had fewer
cars from which to choose, and the prices
of all cars were higher than they otherwise
would have been.

More recently, the threat of a quota has |
been used as a way to persuade other
nations to change their trade policies. For
example, the United States became con- *
cerned when the low prices China charged
for its exports of textiles created problems
for the domestic textile industry. In order to
make China raise prices, in 2005 the gov-[[i]
ernment threatened China with quotas on *
these textiles. While it may seem odd to
have the U.S. government pursue policies
that would raise the cost of products to
American citizens, the real purpose of a
quota is to protect domestic industries and
the jobs in those industries.

*

*

Other Barriers

Tariffs and quotas are not the only barri- *
ers to trade. Many imported foods are sub-
ject to health inspections that are far more
rigorous than those given to domestic
foods. For years this tactic was used to keep
beef from Argentina out of the United
States. Another method is to require a
license to import. If the government is slow *
to grant the license, or if the license fees are
too high, international trade is restricted.
Other nations also use health issues to
restrict trade. Several European countries,
for example, refuse to import genetically
altered crops grown in the United States.

*

The Work

Comparing How do tariffs and

quotas differ?

Inspect cargo, baggage, and
articles worn or carried by
people, vessels, vehicles, trains,
and aircraft entering or leaving
the United States

Examine, count, measure,
weigh, gauge, and sample
commercial and noncommercial
cargoes entering and leaving the
United States

Seize prohibited or smuggled
articles and intercept
contraband

Apprehend, search, detain, and
arrest violators of U.S. laws

- Qualifications

Must be a U.S. citizen between 21 and 36 years of age when
hired

Possess a valid driver’s license and pass a civil service exam

Must pass a background investigation, meet certain health
requirements, and undergo a drug screening test

Bachelor’s degree and one year of related work experience

Earnings

Starting annual salary: $35,100

Job Growth Outlook

Average

Source: Occupational Outlook Handbook, 2006—2007 Edition
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E Critical Thinking

Interpreting Ask: Why might
the U.S. government pursue a
trade policy that would raise the
costs of products for American
consumers? (to protect domestic
industries and the jobs of workers
in those industries) m

Differentiated
Instruction

Verbal/Linguistic Direct
students to use the content

in the feature to compose a
short job listing for a customs
inspector. Students should
summarize the position’s
responsibilities, qualifications,
and salary. Encourage students
to review job listings in the
classified section of a newspaper
or online help-wanted ads for
guidance when writing

their listings. m

VAT ® Answer:
A tariff is a tax placed on an
imported product. A quota is
a limit on the amount of a good
that is allowed into the country.

Additional
Support

Activity: Interdisc

Speech Tell students: You are the
president of a nation with a relatively
healthy economy. However, one of your
major industries—computer parts—is

in decline, largely because of foreign
competition. Members of your political
party who represent districts where
computer parts are the main industry want
a high tariff on imported computer parts.
In addition, workers in the computer parts

iplinary Connection

industry have launched a huge publicity
campaign in support of a tariff increase. At
the same time, many people are calling for
no tariff because they want to be able to
buy inexpensive computer parts.

Have students explain what they, as
leaders, intend to do and why. Have them
write their decision in the form of a speech
to be made to the nation. Invite students
to give their speeches to the class. m

1 with every listen

Teacher Tip

Public Speaking Before
students make their speechgs,
review several public speaklr'\g
strategies. For example, remind

students to make eye contact
er, speak slowly

I and clearly, and practice their

speeches beforehand.
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B Skill Practice

Using Geography Skills Have
students use library and Internet
resources to locate resource maps
of the United States. Direct them
to study the maps and evaluate
how the nation’s resources might
allow it to prepare for war. Then
have students use the maps to
explain why the United States
might seek to institute trade
protection for the purpose

of national defense. m

E Critical Thinking

Analyzing Visuals Ask: How
might trade protection help

a company such as Harley-
Davidson become a worldwide
competitor? (Possible answer:
Trade protection might allow such a
company to improve its production
process. This might help it make its
products more inexpensively or
improve its products’ quality.) m

Caption Answer: because they
think that new industries need
to gain strength and experience
before they can compete against
established industries

Additional
Support

protectionist
person who wants to
protect domestic
producers against
foreign competition
with tariffs, quotas, and
other trade barriers

free trader person
who favors fewer or
even no trade
restrictions

infant industries
argument
argument that new and
emerging industries
should be protected
from foreign competi-
tion until they are
strong enough to
compete

Protecting
Industries While
Harley-Davidson was
not a new industry
at the time, trade
protection in the
1980s helped it to
retool and become
a worldwide
competitor. Why
do protectionists
believe that new
industries need
protection?

Arguments for Protection

Protectionists disagree with free
traders over the best way to protect a country’s
independence, industries, and workers.

Economics and You What might you be
willing to do to ensure the well-being of your family?
Read on to learn why protectionists want to limit
international trade.

Freer international trade has been a sub-
ject of debate for many years. Protectionists
are people who favor trade barriers to pro-
tect domestic industries. Other people,
known as free traders, prefer fewer or even
no trade restrictions. The debate between
the two groups usually centers on the six
arguments for protection discussed below.

Aiding National Defense

The first argument for trade barriers
centers on national defense. Protectionists
argue that without trade barriers, a country
could become so specialized that it would
end up becoming too dependent on other
countries.

During wartime, protectionists argue, a
country might not be able to get critical
supplies such as oil and weapons. As a

result, some smaller countries such as Israel
and South Africa have developed large
armaments industries to prepare for such
crises. They want to be sure they will have
a domestic supply should hostilities break
out or other countries impose economic
sanctions such as boycotts.

Free traders admit that national security
is a compelling argument for trade barri-
ers. They believe, however, that the advan-
tages of having a reliable source of domestic
supply must be weighed against the disad-
vantages that the supply will be smaller
and possibly less efficient than it would be
with free trade.

The political problem of deciding which
industries are critical to national defense
and which are not must also be considered.
At one time, the steel, automobile, ceramic,
and electronics industries all have argued
that they are critical to national defense
and so should receive some protection.

Promoting Infant Industries

The infant industries argument—that
new or emerging industries should be pro-
tected from foreign competition—is also
used to justify trade barriers. Protectionists
claim that some industries need to gain

Activity: Hands-On Economics

for the debate. Have the third group act
as moderators for the debate. Tell these
students to study the important issues
related to trade protection and prepare
a series of debate questions that address
these topics. When students have
completed their preparations, carry

out the debate by having the group of
moderators take turns asking questions
of the other two groups. Assign specific

amounts of time for groups to respond to
these questions, as well as to offer rebuttals
to the opposing teams’ responses.

Hold a Classroom Debate Organize
students into three groups. Assign two
groups the pro or con position on the
following proposition: U.S. industries
should be protected from foreign competi-
tion. Instruct the two groups to review the
relevant content from the text regarding
their assigned positions. Encourage group
members to conduct additional research to
strengthen their arguments in preparation

After the debate, discuss as a class
students’ opinions about the strengths
and weaknesses of the experience.
Have the moderators declare a winner
and explain how they arrived at

their decision. m
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strength and experience before they can
compete against established industries in
other countries. Trade barriers, they argue,
would give them the time they need to
develop.

Many people are willing to accept the
infant industries argument, but only if pro-
tection will eventually be removed so that
the industry is forced to compete on its
own. The problem is that industries that
become accustomed to having protection
are often unwilling to give it up, making
for difficult political decisions later on.

To illustrate, some Latin American coun-
tries have used tariffs to protect their own
infant automobile industries, with tariffs as
high as several hundred percent. In some
cases, the tariff raised the price of used
American-made cars to more than double
the cost of new ones in the United States. In
spite of this protection, no country in Latin
America has been able to produce a glob-
ally competitive automobile on its own. To
make matters worse, governments have
come to rely on the revenue supplied by
tariffs, so prices for automobiles remain
high for their citizens.

Protecting Domestic Jobs

A third argument—and the one used
most often—is that tariffs and quotas pro-
tect domestic jobs from cheap foreign labor.
Workers in the shoe industry, for example,
have protested the import of lower-cost
Italian, Spanish, and Brazilian shoes.
Garment workers have opposed the import
of lower-cost Korean, Chinese, and Indian
clothing. Some steelworkers have even
blocked foreign-made cars of coworkers
from company parking lots to show their
displeasure with the foreign-made steel
components in the cars.

In the short run, protectionist measures
provide temporary protection for domestic
jobs. This is especially attractive to people
who want to work in the communities
where they grew up. In the long run, how-
ever, industries that find it difficult to com-
pete today will find it even more difficult

Outsourcing Protectionists fear that U.S. jobs might move to other countries
and Americans will become unemployed. Why do free traders disagree
with this reasoning?

E to compete in the future unless they change

the way they operate. As a result, most free
traders believe that it is best not to inter-
fere, thereby keeping the pressure on
threatened industries to modernize and
improve.

When inefficient industries are pro-
tected, the economy produces less and the
standard of living goes down. Because of
artificially high prices, people buy less of
everything, including those goods pro-
duced by the protected industr