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FOREWORD The Reagan Administration has called for 
m easured but s trong response to the unfair 
trade practices which are contributing sub
s tantia lly to the m assive u.s. trade defic it. 
inc luding working b ilaterally to open c losed 
m arkets. The Aerospace Indus tries Asso
c iation. representing the nation's aerospace 
manufacturers. supports this approach. U.S. 
trading partners should know that the United 
States expects fair treatment in the m arket
place and w ill pursue its rights under U.S. 
law and the GATT. At the sam e time. the 
United States must s tand by its long sup
ported princ ip les. continuing its support fo r 
the GATT and the multilateral negotia tions 
process. The United States cannot com bat 
unfair trade practices by establishing unfair 
trade practices o f its own. 

As the nation proceeds to tackle its critical 
trade problem s. let us no t overlook som e 
positives: despite the trade imbalance. the 
United States has led the world to recovery 
from recession. and continues to generate 
m ore new jobs than any o ther nation. To-

day. u.s. unem ploym ent is at its lowest level 
in years. Protectionism could upset the del
icate balance o f international economic in
terdependence. severely damage the world 
trading system. and harm our own long-term 
economic and political interes ts. In short . 
p ro tectionism threatens the high s tandard 
of liv ing that the United States has worked 
toward for decades. 
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For som e time , Am erica's trading position 
has been of serious concern am o ng those 
responsib le for U.S. economic policy, and 
am ong those U.S. industries whose liveli· 
hood is based in large m easure on the sale 
of goods and services abroad. Now. as the 
U.S. trade defic it deepens d ram atically, a 
state approaching public alarm has set in. 
This is reflected in the print and electronic 
m edia which daily publish and air s to ries 
about the to ll that imports are taking on 
American indus try and Am erican jobs. It is 
re flec ted in Congress where 300 p ro tec
tionist bills-from across-the-board import 
surcharges to industry-specific m easures
have been p roposed. 

As Congress and the Adminis tration deal 
with the trade deficit issue, it will be impor
tant to put the problem into p roper p e r
spective, to seek answers and no t m erely 
scapegoats in e fforts to turn around a very 
serious, negative trend for America. w e must 
understand fully the reasons fo r the m as
sive trade defic it w e are experiencing, and 

accord each its proper share o f respons i
bility. 

It is c learly time for the United States to 
adopt a dynamic, aggressive program in o r
der to remain a viable contender in the w orld 
m arketplace. The approach. however, must 
cente r o n a n a tio n al commitment to in
creased productivity and competitiveness. 
In the international m arketp lace. continual 
adjustments are required o f all industry sec
to rs. The import -injured must be helped to 
adjust in w ays that will make them m ore 
competitive, no t less so. In the long run. p ro
tectionism may further w eaken these in
dustries by delaying their reaction to m ar
k e tpl ace c h a nges. In add iti o n . whil e 
strengthening e ffo rts to open m arkets. w e 
must renew U.S. support of those princ iples 
o f an open inte rna tional trading sys tem 
which, since the 1940's, have injected vital
ity into the w orld economic system , and s ig
nificantly raised the standard o f living for the 
trading natio ns. 
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WHY A lA IS CONCERNED 

A lA is concerned because pro tectio nism 
thre<::llens both the aerospace indus try and 
the na tional econom y. Aerospace is an ex
port -oriented indus try . In 1984. exports av
eraged m ore than 20 percent o f to tal aero 
space sales and more than seven percent 
o f a ll U.S. exports. A erospace em p loyed 
m o re tl1an 1.2 million m en and w om en in 
1984. over 6 percent o f to tal em p loym ent in 
u.s. m anufac turing. We expect to add 4 7.000 
em p loyees in 1985. The Commerce De 
partment es timates tha t a t leas t 25 .000 
aerospace jobs are related to each b illion 
dollars o f export sa les-roughly 30 percent 
o f all aerospace employm ent. 

In add ition to this contribution to the u.s. 
work fo rce. aerospace exports contributed 
to a positive trade ba lance o f SI0 .3 b illion 
in 1984-a year in w hich the United States 
as a w ho le was experiencing an all-time rec
ord trade de fic it o f m ore than SilO b illion. 
Estimates are that the aerospace trade bal
ance at year-end 1985 w ill be over SI3 b il
lion . up fro m SI0.3 billion in 1984. In the first 

five years o f this decade. the United States 
suffered trade d e fi c its to ta ling m o re than 
S264 b illion . which would have b een w o rse 
excep t fo r an o ffsetting aerospace trad e sur
p lus approaching S60 b illion. 

A erosp ace expo rts b ene fit b o th the in
dus try and the nation in several o ther w ays. 
For exam p le . export s help underwrit e in
dus try inves tment in R&D. This inves tment 
keeps the indus try competitive in the world 
m arket. Since export sales substantially re
duce unit costs . loss o f exports w ould m ean 
that U.S. airlines and the ir passengers . and 
U.S. taxpayers . ultima tely pay more fo r c iv il 
and military aerospace produc ts . Som e U.S. 
producers could go o ut o f bus iness. 

A erospace exp o rt s a lso c o ntrib ut e to 
m aintenance o f c ritical fac ilities and a large. 
w ell-trained high technology labor force. Any 
reduc tion o f these assets due to falling sales 
(either export o r dom es tic ) reduces U.S. ca
pabilities in an em ergency. 

A erospace is one o f several key indus
tries (o thers are elec tronics . te lecommuni-

ca tions. bio techno logy, com p uters and ad 
vanced m ateria ls ) which p lay a p ioneering 
techno logical ro le and s timulate deve lop
m ent o f techno logies tha t g ene rate j obs 
throughout the econom y . Such indus tries 
p lay an import ant ro le in the export m arke t 
where our nation has a com para tive advan
tage in high techno logy. Pro tectionism could 
harm the deve lopment o f these indus tries. 
dep riv ing the United States o f the import ant 
contrib ution they m ake to techno logical ad 
vancem ent and to the trade balance. 

The U.S. aerospace indus try has s trong 
international m arke t concerns. The ind us
try 's com pe tition is vigorous and s treng th
ening and is o ft en supported by fo reign gov
ernment treasuries. Nonetheless. w e do no t 
see p ro tec tion as an answ er and urge tha t 
sound reasoning and an international as w ell 
as a national persp ec tive guide U.S. po licy 
m akers . 
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AlA S UPPORT ED POLICIES 

Fiscal and Monetary Policies: A sound. ag
gress ive approach to solv ing the U.S. trade 
problem should focus on com petitiveness 
and fair trade. Fundam ental to the compet
itiveness o f u.s. indus tries is an economic 
env ironment as free as possib le o f unnec
essary cons traints and d isadvantages. One 
importalll d isadvantage is the s trong dollar. 
a m ajor cause of the current huge trade de f
ic it . Some of th e c auses of th e do llar's 
s trength are beyond our contro l. for exam
p le . the s treng th o f the U.S. econom y in re
lat ion to the economies of our m ajor trading 
partne rs. However. w e can contro l other 
fac tors . such as those that support high in
teres t rates. Current fiscal polic ies tend to 
inc rease the interes t rate and have led. ul
timate ly . to massive defic its. The continuing 
borrowing requirem ents of the government 
drive up the interes t rates. making borrow
ing by domes tic firms more costly: they also 
encourage the exchange of foreign curren
c ies for dollars to take advantage o f the high 
interes t rates. Since the demand fo r dollars 

has exceeded the supp ly because of these 
investment opportunities. w e should c reate 
policies to alleviate this imbalance. Protec
tionis t polic ies do the opposite-by res tric t
ing imports. they curtail the flow o f dollars 
abroad without affec ting the d em and fo r 
dollars and are there fo re likely to inc rease 
rather than decrease the value of the dollar. 
U.S. policy makers should concentrate on 
getting at the root of the problem: control of 
b udget de ficits w ill reduce the value of the 
dollar and have an immed iate and positive 
impact on price competitiveness in world 
m arkets . 

Con tinuin g Multil a tera l N ego ti a ti ons: 
Erecting barriers to fore ign competition will 
not produce an improved trade balance. but 
w ill provoke re talia tion-most likely aimed 
at the s tronges t U.S. exporting indus tries. 
such as aerospace. Despite a serious threat 
to its market share from fo reign competi 
to rs . the U.S. aerospace industry continues 
to repudiate protec tionism and to seek mar
ke t disc ipline through multilat era l trade 

agreem ents. The current international pol
icy framework for free and fair trade in the 
c ivil aircraft sec to r. the Agreem ent on Trade 
in Civil A ircra ft . was a major s tep forward 
fo r trade lib eraliza tion. However. the indus
try would like to see major improvem ents 
in the agreem ent. The industry is also work
ing to int roduce multilateral disc ip line in ex
port financ ing through the Organiza tion for 
Economic Cooperation and Deve lopment. 
Despite the difficulties. the aerospace in
dustry s trongly supports the multilateral ne
got iations process. Such negotiations o ffer 
vastly g rea ter potential than do impo rt re 
s tric tions for improving the U.S. trade pos
ture. 

Ejfect iue Trade unci R&D Policies: Build ing 
on sound fiscal and monetary m easures. 
e ffec tive trade and R&D polic ies will provide 
the United Sta tes w ith the tools for an ag
g ress ive positio n in international marke ts. 
Such polic ies must be national obj ec tives 
o f the highes t priority with a foc us on s ta
bility and continuity. 7 





National trade and R&D polic ies w ill re
q uire Government support of fundamenta l. 
hig h risk . long- te rm payoff researc h . and 
c reatio n of a policy environment in w hich 
business can func tion effectively and com
pe titiv ely . The Government must: 

• Root out disincentives and c reate re
search. inves tment and export incen
tives for industry: 

• Promote free enterprise rules in the 
inte rnational marketplace: and 

• In te rcede w here foreign com petitio n 
is unfa ir or illegal. 

Th e Unite d Sta tes must remain com
mi tted to negotiation to achieve free and fair 
trade. A t the same time . it must be w illing 
to use those tools available to it. as a result 
o f in te rnatio nal agreem ents. when fo re ig n 
governm ent actions unfairly o r illegally p re
vent U.S. industries from being com pe titive . 
The Reagan Administrat ion is to b e com
m ended fo r its emphasis on negotia tio n
multila te rally and b ilate rally- and a s trong 
stance aga inst unfa ir trade. Within th e 

fra m ework of o ur int e rn a ti o n a l trad ing 
agreem ents there is much that the United 
States can do to s trengthen its m arket po
s ition. 

In its turn . Indus try must: 
• Rev iew it s inte rna tiona l po lic ies. 

p ractices and s truc tures in o rde r to 
g ive exports an even hig her p rio rity: 

• Inc rease funding for research and de
ve lopm ent: and 

• Inc rease capit a l inv es tme nt to im
p rove produc.tiv ity. encourage inno 
va tion. enhance produc t qualit y and 
lower unit cos t. in o rder to b e more 
com petitive here and abroad. 

With com petitiveness as our goal. ind us 
try and the government must work toge ther 
to insure that America is on the cutting edge 
of techno logy in the I 990's . This w ill require 
a s trong commitment to research and de
velopment and to innovation. Focus ing o n 
key techno logy developments. the United 
States must create produc ts that are inferior 
to none in the world m arket. 

/ 
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PROTECTIONISM
AN 

ECONOMIC 
PERSPECTIVE 

The United Sta tes can and should solve 
its trade problems through sound m onetary 
and fisca l polic ies and a s trong commit 
m ent to competitiveness. Protectionism. on 
the o ther hand. w ill inhib it innovation and 
creativity. It w ill prevent A m erican business 
and industry fro m m aking the necessary 
commitments o f both financial and human 
resources. It wi ll m ake us less flexible. less 
able to m ake the continual m arket adjus t
m ents that are necessary. Americans need 
to understand that while pro tectionism has 
its benefits. it also has its costs. 

Further. protectionism in our international 
business rela tio ns is opposite to the ap
proach w e have taken domestically. In re
cent years. the United States has sought to 
inc rease the e ffi c iency of the economy 
through deregulation and tax re form. This 
has som etimes invo lved a restruc turing o f 
industries. w ith dislocations fo r both firms 
and workers. The rem oval of Civil Aeronau
tics Board regulation o f airline ra tes and 
routes. for example. put strong downward 

p ressure on wages and o ther costs in the 
airline industry, but it allowed all airlines flex
ib ility to respond to any combination of route 
and service leve l d em anded by passen 
gers. Some airlines w ere injured by these 
changes. but deregulation also encouraged 
new airlines and new types o f services. De
regulation created change and uncert ainty 
in aircraft manufacturing as well but the m ar
ke t. w e decided. ra ther than the govern
ment. should m ake these economic choices. 
However. the m om entum is shifting aw ay 
from economic e ffic iency in U.S. trade pol
icy when w e m ov toward government in
tervention in the fo rm o f pro tectio n. Clearly, 
the worker fo rced out o f a job or into a pay 
cut by imports is no worse o ff than one who 
los t his job because of som e purely do
m estic facto r. Is it economically jus tifiable 
to support and promote full and fair m arket 
p rinciples domestically and no t internation
ally? 

The Benefits of Pro tection : In trading ne
gotiations. a cred ible threat o f protection is II 





useful. Trading partners need to be aw are 
that the United States has the ability and the 
willingness to block access to its m arket in 
response to unfa ir trade practices. 

A t present . U.S. trade policies provide 
specific responses to certain types of ·unfa ir 
trade practices." and in addition. Section 301 
o f the Trade Act p rovides a broad rem edy 
for prac tices not specifically mentioned. This 
rem edy was designed to be discretionary . 
allowing the President flexibility in integrat
ing trade policy, foreign policy. and national 
security concerns. The President can thus 

~ weigh the importance o f various issues in 
making a decis ion. The same policy that 
permitted the President to emphasize polit 
ical and military over economic concerns 
when the United States enjoyed a healthy 
balance o f trade. now allows him the flexi
b ility to em phasize trade issues in the cur
rent env ironment o f high trade deficits. and 
if necessary. to use the threat o f protection 
as a m eans o f securing access to c losed 
m arkets. In short . current trade policies do 

provide leverage in U.S. negotiations fo r fair 
trade. 

Protection does shelter U.S. industries from 
international competition. slowing down the 
dislocation o f workers and firms in a spe
c ific indus try. but these benefits are political 
rather than economic when viewed from a 
natio nal p erspective. The protectio n that 
slows down dislocation o ften has o ther in
fluences which affect the m arket in w ays 
that are not antic ipated. The voluntary· ex
port res traints on Japanese ca rs. fo r ex
am ple. led the Japanese to produce m ore 
expensive and luxurio us m odels. a m arket 
which had been highly profitable fo r U.S. 
autom akers. A result o f high sugar prices 
due to protection is that the U.S. soft drink 
indus try, am ong others. has turned to corn 
sweeteners as a sugar substitute. Protec
tion can only change the form and speed 
in which international m arket forces affect 
an industry; it cannot prevent changes from 
occurring. 

Until now. domestic political power has 

not directly influenced U.S. trade policy. While 
some indus try g roups have succeeded in 
securing protectionis t legis lation. the United 
States has been a leader in opening the world 
trading syste m . U.S. economic polic ies 
would be poorly served by a policy-m aking 
structure which rew ards indus tries with pro
tection based o n their domestic politica l 
c lout. 

The Cos ts of Protection : Fair trade among 
countries brings significant net economic 
benefits through the principle o f compara
tive advantage. In the case o f consumer 
goods. the principle can be dem onstrated 
in the way trad among the states m ak s 
the U.S. as a whole w ealthier. If Maine w ere 
to prevent the entry o f Florida oranges. some 
Maine residents would prosper by growing 
greenhouse oranges; however. the m ajor 
e ffect would be a drop in the availability o f 
o ranges in Maine. At the sam e time. Florida 
would be profoundly affected due to low er 
levels o f o range production. A s imilar e ffect 
has occurred in the internati onal m arke t- 13 





p lace w here the pro tected U.S. market p rice 
o f sugar is approximately three times the 
world price. Consumers are the c lear losers. 
paying higher prices for a w ide range o f foods 
and beverages. 

Protection negates the princip le o f com 
parative advantage for indus tries-even b e
fo re the threat o f re taliation is facto red in. 
The low international price o f copper has 
forced som e U.S. do m estic mines o ut o f 
business. leading to d is location o f firms and 
workers in copper producing areas. How
ever. pro tection leading to higher copper 
prices w ould have had other deleterious e f
fects. Firms using copper in o ther artic les 
such as p ipes. wiring , e lec trica l compo
nents. etc.. would pay more for copper. and 
their goods would be priced higher. Pro tec
tion for copper p roducers would negate any 
com parative advantage that m anufacturing 
firms us ing copper might have and could 
be a factor in the competitiveness o f those 
firms. vying fo r business w ith firms w ho paid 
less fo r copper. in the international m arket
p lace. Domestic companies would even be 

a t a d isadvantage in the U.S. m arket unless 
protection w as extended to all imports con
taining copper. Rather than so lv ing any o f 
our economic problem s. pro tectionism cre
ates a w ho le host o f new problem s. 

Protectionism also impedes the continual 
p rocess o f adjus tment that takes place in 
an econo m y. The loca tio n o f m any high 
techno logy com panies around Boston was 
due in part to the depressed · nature o f the 
region after the departure o f the textile and 
o ther traditional indus tries. High techno logy 
companies w ere drawn to the area because 
o f the large lab o r pool. The exis tence o f 
skilled and unskilled labor is a requirem ent 
fo r industrial growth. so the loss o f j obs in 
one industry o r region is part o f a cycle that 
occurs continuously on both a local and a 
national scale. Rapid ly growing secto rs are 
hampered by protection if it p revents o r dis
courages retraining and m ovem ent o f w ork
ers into those growth industries. 

Since the costs o f protection g reatly ex
ceed the benefits. what are the alternatives? 
A lternatives might inc lude retraining and/or 

re loca tion prog ram s which w o uld entail 
lo w er cos ts to the na tio n . and could in
crease the flexib ility o f the labor force. Th ~se 
programs can b e costly, and have their lim
itations. but they do p rovide a bargain in 
comparison w ith pro tection. 

Retaliato ry m easures can be expected as 
a response to u.s. protection. w e have o nly 
to look at the disastrous consequences o f 
the Smoot Hawley tariffs. which w ere im· 
posed after the s tock m arket crash o f 1929. 
Respond ing to high unemploym ent and po
litical unrest , and in an effort to ·export' U.S. 
j oblessness. Cong ress enacted the high 
Smoot Hawley tariffs in 1930. This p ro tec
tionis t legisla tion set o ff a series o f re talia
to ry m easures by o ther nations; p revented 
fo reign nations fro m m aking payments on 
Outs tanding loans. since exp o rts to tbe 
United States w ere their primary m eans o f 
earning foreig n exchange: and caused a 
contraction o f world trade that seriously af
fected the incom e and employm ent levels 
o f all nations. National economies have be
come increasing ly interdependent since that 15 





time, and the e ffects o f u.s. p ro tectionist 
measures today would be even m o re im· 
m edia te. The United States p lays an im· 
portant ro le in the international m arketp lace 
as both a buyer and seller o f goods. If the 
United States restric ts imports s ignificantly, 
repercussions would be felt in m ost coun· 
tries around the world. A t best. the m arket 
fo r U.S. exports would be d iminished. but it 
is a lso possib le that the s tability o f the in· 
ternational economy would be jeopard ized. 

The United States was a leader in the trade 
liberalization period in the 1950's and 60's, 
when g iant leaps in incom e and s tandards 
of li v ing w ere am o ng the ben e fit s o f in· 
creased world trade. The ability o f the United 
Sta tes to set the tone o f world trade in the 
80's and 90's should cause us to look be· 
yond the short term political consequences 
o f our actions. The image o f the United States 
as a lead er o f the free world will be en
hanced by enactment of polic ies that effec
tively deal with the real causes of the trade 
deficit, rather than politically expedient pol
icies that deal only with symptoms. 

The support being generated for pro tec
tionist legislation is raising expectations that 
new law s will provide answ ers to U.S. eco· 
nomic problem s. Am ericans are expecting 
m o re j obs. inc reased com petitiveness. a 
leveling o f the value o f the dollar. and a lower 
trade defic it. These expectations w ill inev· 
itably lead to frus tration. Som e of the pro
tectionist legis lation is at least as tough on 
A m ericans as it is on recalc itrant trading 
partners. Protectionism should be used only 
as leverage to obtain free m arkets around 
the world s ince protection involves sacri · 
fices-no t b enefits-to the country that em· 
p loys it. A nd protectionism is clearly incon
sis tent w ith our long-term national goal of 
being com petitive in the world market for 
decades to com e. 
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