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Quotable
“There is, in fact, in the writings and teaching of those who nowadays call themselves
‘economists,’ no longer any comprehension of the operation of the economic system as such.”

--Ludwig von Mises

Commentary & Analysis
Economists as precious snowflakes and why tariffs are good for America...

OH, GOOD
GRIEF ?

| noticed Bloomberg’s barely sufferable bow-tied Tom Keene had some of what the globalist
crowd considers the big guns of economics and analysis on his show this morning. The gang
included Larry “Hubris-filled” Summers (ex-Treasury Secretary), lan “Globalist poster-child”
Bremmer (President of Eurasia Group) and Nouriel “I am a playboy” Roubini (Economics
Professor at NYU). These seers and crybabies did their best to warn of the brave new
dangerous world we face from President Elect Trump’s economic policy regime.

The complaints seemed more a barrage of global elitist micro-aggressions and economic clap-
trap than a thoughtful discussion of reality. Complaints from the trio ranged from “Isolationism”,
the globalist’s favorite scare word, to “trade war”, the global trade dealer’s favorite scare word,
and to “voodoo economics” the Neo-Keynesian’s favorite scare word. It was truly fun and
irritating to watch these grown men cackle like a bunch of college campus snowflakes
“damaged” by the election of Mr. Trump.

The most laughable of the warnings came from Mr. Summers. He said it is a real danger that
money is flowing back into the United States at the same time the US dollar is rising in value
(seriously, he said that). Why does he think this is so dangerous? Well, because there is no
way this money will be invested. Mr. Summers seems to think if a President Trump pushes
through tax cuts and regulatory reform this will not create incentives to invest. This money



flowing to the US is just going to sit in high yield cash accounts or buy real estate or create a
stock market bubble | guess (gee, doesn’t that sound familiar).

Not quite sure where Summers, who is supposed to know something about economics (other
than how to make the world safe for derivatives and a colossal credit crunch disaster) is going
with this. But according to him, it is all voodoo economics when it comes to Trump’s ideas. In
fact, he said if one actually believes the Trump clap-trap, one is effectively about one-click
crazier than a global warming denier. LOL...I told you it was fun to watch. Larry is one bitter
pissed off Ph.D. He was sure a big job was in the offing had his buddy Hillary been the winner.

What Summers either doesn’t remember, or choses to lie about, is the fact that Ronald Reagan
did four things: cut taxes, cut regulation, hiked interest rates (through Volker at the Fed) and
spent money on defense. The US economy took off like a rocket ship, job opportunities boomed
and it set the stage for a business cycle still very much the driver of the economy when
Summers was Bill Clinton’s Treasury Secretary. If that's voodoo, give me some. Interesting,
Trump seems to have incorporated the same type of voodoo as President Reagan.

Now, let’s deal with the canard of trade tariffs; a topic which has our little snowflakes so upset. |
turn to the great Citron Zoakos for help; this from a piece he wrote back on May 16, 2016;
Myths of free trade and protectionism. Cleary, Summers and friends didn’t get around to
reading this piece [my emphasis]:
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If you are seeking excellent independent trading ideas covering the key global asset
classes, you have found it in our Key Market Strategies service. At $89 per year, most all
of our subscribers would tell you it’s a massive bargain. That bargain now is only going to
get better, as we are adding coverage of key futures markets in addition to the ETFs we
presently cover. But we are also raising our price for the service, accordingly. So,
between now and the first week in 2017 you have a chance to subscribe at our current
price of $89 per year and be grandfathered in to the service no matter future price
increases (as are our current subscribers). So, subscribe today to Key Market Strategies
and don’t miss another good idea. Plus, we are putting the finishing touches on our 2017
Forecast Issue covering stocks, bonds, gold, oil, and currencies. Don’t miss it.
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In October 1913, the United States broke with a solid 124-year-old protectionist tradition and
enacted the Underwood-Simmons Tariff Reduction Act, lowering import tariffs by an average
5.1 percentage points. Eight months later, in June 1914, World War One was triggered; but
nobody ever thought of blaming America’s flirtation with “free trade” for the Great
War.
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In June 1930, the United States enacted the Smoot-Hawley Act that raised import tariffs by an
average 3.6 percentage points. The stock market had already crashed eight months earlier, in
October 1929, triggering the Great Depression. Yet there are people who to this day blame the
Great Depression on the “protectionism” of the supposedly protectionist Smoot-Hawley Act
that took effect long after the Great Depression had begun.

Raising tariffs does not cause depressions, any more than lowering tariffs causes war.

The only reason that this empirical truth may not be obvious is the pervasive conventional
wisdom of recent decades that views even the slightest questioning of the establishment’s free
trade agenda as a threat to prosperity and a possible trigger of global depression.

Global GDP growth, though still positive, is declining for the third year in a row. Global
export growth has been negative since Q3 2014 as shown in the graph below:

Year-on-Year percent change of quarterly global exports
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But blaming the global economic slowdown on shrinking world trade is putting the cart before
the horse and makes the discovery and articulation of pro-growth economic policies more
difficult. But that is a story for another time.
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For now let’s merely dispel the twin myths that trade protectionism by itself is the enemy
of economic growth and that free trade by itself promotes growth. We need to do this
because the entire world economic and trading order is about to be renegotiated top to bottom
if and when the US electorate puts Donald Trump in the White House.

There is overwhelming historical evidence that links protectionism with rapid growth,
especially in US economic history:

. Alexander Hamilton’s Tariff Act of 1789 launched the United States as an
unapologetically protectionist economy with a 15% average ad valorem tariff imposed “for the
encouragement and protection of manufactures.” Between that year and 1827, the average
annual GDP growth rate was 4.5%.

o The 1828 Tariff Act (dubbed “Tariff of Abominations” by the slave-owning southern United
States) raised tariffs dramatically (to a 25% ad valorem rate and to 50% on dutiable items).
Between 1828 and 1857, this high level of tariffs was maintained virtually intact. The average
annual GDP growth rate soared to 5.3% for the 30-year period.

o The Tariff Act of 1857 reduced tariffs to 15%-18% ad valorem for four years until 1861,
during which time the average annual GDP growth rate collapsed to 1.8%.

o The 1861 Morrill Tariff raised tariffs initially to 26% overall ad valorem and 36% on dutiable
items. These were later raised to 38% and 48%, respectively, and inaugurated an era of high
protectionism that lasted until 1913. That was the year in which the US became the world’s
largest exporter, surpassing Great Britain and Germany. For the half century from 1861 to
1913, the average annual GDP growth rate was 4.53%.

o The 1913 Underwood-Simmons Tariff reduced rates to 26% on dutiable items and to 12.5%
overall ad valorem. The effect of these tariff reductions on GDP cannot be estimated because
the First World War intervened. During the war years, GDP growth average 15% but was
fueled by a fivefold increase of federal debt. (In the Second World War, with much higher
tariffs, GDP growth averaged 16.2% with only a twofold increase in debt).

The end of the First War was followed by an economic depression in 1920-22, with a GDP
decline of 17% from $88.4 billion to $73.4 billion. That depression ended suddenly and
sharply, partly as a result of aggressive protectionist measures.

o The September 1922 Fordney-McCumber Tariff Act raised the tariff of dutiable items to 39%
(from 26%) and the overall ad valorem tariff to 14% (from 12%). What followed was the era
of the Roaring Twenties from 1922 to 1929, with an average annual GDP growth rate of 5.7%
and a huge reduction of the federal debt. The massive growth that followed these 1922 tariff
hikes took place despite the fact that America’s trading partners retaliated with massive tariff
hikes of their own.

e The notorious June 1930 Smoot-Hawley Act, the supposed harbinger of all sorts of Great
Depression evils, had much less of a bite than the 1922 Fordney-McCumber tariff hike: by
1935, the overall average ad valorem tariff was 15.6% (up from 14% in the previous tariff
regime). Moreover, it can be argued that Smoot-Hawley was enacted by President Hoover as a
defensive reaction to boycotts and rate hikes against American exports promoted by foreign
governments before Congress passed Smoot-Hawley.
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After the end of the Second World War, the US led the liberal reorganization of world trade
under the Bretton Woods Agreements (IMF and GATT). The US opened its hitherto protected
domestic markets to imports from war-torn Europe and Japan, at the same time allowing those
destroyed economies to raise protective barriers against US exports until such time as their
economies recovered.

A succession of American import liberalization agreements throughout the postwar era
correlated with declining US GDP growth rates: From 1946 to 1994 (NAFTA enactment),
US GDP growth averaged 3.2% per year. From 1994 (NAFTA enactment) to 2015: US GDP
growth averaged 2.4% per year.

At first, in the 1950s and 1960s, easier access to American markets enabled the recovery of
the European economies. It won the Europeans over to the idea of “free trade,” understood

unilaterally as free access of European products to American markets without necessarily an
equivalent European obligation.

Afterward, in the 1970s and 1980s, easier access to American markets enabled the recovery of
the Japanese economy. It won the Japanese over to the idea of “free trade,” once again
understood unilaterally as free access of Japanese products to American markets without
necessarily an equivalent Japanese obligation.

Finally, in the 1990s and 2000s, easier access to American markets enabled the recovery of
the Chinese economy. It won the Chinese over to the idea of “free trade,” again understood
unilaterally as free access of Chinese products to American markets without necessarily an
equivalent Chinese obligation.

These unequal trade arrangements were undertaken by the United States as tools of a
deliberate grand national strategy aiming to create a US-led global liberal order based on
economic prosperity. The assumption was that generous US market access conditions would
give rise to democratically run, liberal free market societies in Europe, Japan and China whose
prosperity would lead them eventually to open their own markets to American
entrepreneurship.

This was a mistaken assumption. Yes, generous access to American markets created
prosperity in Europe, Japan and China. But no, the prosperity did not lead to democratically
run, free-market societies in Europe, Japan and China. And no, their markets have not opened
up to American entrepreneurship.

The unequal application of free trade principles at the expense of the United States is evident
by a simple perusal of the tariff schedules published by the World Trade Organization.
(https://www.wto.org/english/res_e/booksp_e/tariff_profiles15 e.pdf ). For example:
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% dutv-free items average tariff maximun fariff
NON ELECTRICAL MACHINERY
USA 652 12 10
EU 213 1.9 10
China 7.8 8.5 33
ELECTRICAL MACHINERY
USA 49 Jsil, 15
EU 20.8 2.8 14
China 253 g 35
TRANSPORT EQUIPMENT
USA 357 3 25
EU 12.8 4.3 22
China 0.8 114 45
OTHER MANUFACTURES
USA 445 2.3 36
EU 209 2.6 14
China 15.1 122 353

America’s generous postwar trade policy has failed to create a balanced world economy, and
that dangerous imbalance has its most dangerous expression in large, perennial and
unsustainable US trade and current account deficits.

These deficits exist because in Europe, Japan and China postwar American policies
inadvertently gave rise to policy elites whose political survival depends on maintaining trade
surpluses. Their continued socio-political rule depends on policies designed to protect the
vested economic interests of their exporters — the very same exporters whose existence was
made possible by America’s generous postwar trade policies.

In short, America’s adoption of free trade policies for itself in the seventy years since the
Second World War gave rise to protectionist vested interests in the societies of its trading
partners. Today, the more that the US continues on the same free trade path the more it
will encourage protectionism abroad and the worse that the global imbalances will
become.

Global trade and investment relations must be renegotiated from scratch. That is not easily
done. Last time it happened was in the aftermath of world war.

At any rate, if and when such comprehensive negotiations will be forced on humanity’s
agenda, the ivory tower theoretical abstractions of comparative-advantage based free trade
theory will play no role. As always, the raw power of competing economic interests will
determine their outcome.
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And one last thought: Adam Smith’s and David Ricardo’s comparative-advantage free trade
theory was aimed against 16v-17* century stagnant-technology-based mercantilism. The
18century Hamiltonian advancing-technology-based protectionism proved that it promotes
economic growth faster than the Smith-Ricardo free-trade model.

Will there be hiccups and political risks flowing from a Trump administration? You bet. But, itis
refreshing, at least to me—a global warming denier—Trump’s instincts about how to grow an
economy make sense even if he can’t put it in an econometric model.

Jack Crooks

President, Black Swan Capital
jcrooks@blackswantrading.com
www.blackswantrading.com
772-349-6883/ Twitter: bswancap
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