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 n Freedom to trade—the freedom 
to exchange goods and services 
openly with others—is as funda-
mental to human well-being as 
any right guaranteed in the U.S. 
Constitution.

 n The freedom to trade is the 
foundation of America’s modern 
economic system that provides 
historically unprecedented 
opportunities for individuals to 
achieve prosperity.

 n Free and open trade has fueled 
vibrant competition, innovation, 
and economies of scale, allowing 
individuals and businesses to take 
advantage of lower prices and 
increased choice.

 n The United States was the first 
great free trade zone of the mod-
ern age, a fact that accounts for 
the economic efficiency and pros-
perity that made the U.S. the envy 
of the world.

 n Free trade has allowed billions 
of people around the world to 
escape the constraints of sub-
sistence farming and extreme 
poverty that characterized the 
lives of most people throughout 
human existence.

Abstract
The impact of free trade on America is regularly the subject of con-
tentious debate both on Capitol Hill and in the media. Questions and 
uncertainties abound: What is free trade? What is fair trade? What 
is protectionism? Do imports kill American jobs? The fact is, the free-
dom to trade is the foundation of America’s modern economic system. 
It provides historically unprecedented opportunities for individuals to 
achieve prosperity and made the U.S. the envy of the world.

Freedom to trade—the freedom to exchange goods and services 
openly with others—is as fundamental to human well-being as any 
right guaranteed in the U.S. constitution. Indeed, the freedom to 
trade is the foundation of America’s modern economic system that 
provides historically unprecedented opportunities for individuals 
to achieve greater economic freedom and prosperity.

the process of economic specialization and trade, in which indi-
viduals focus on doing the things they do best, and then exchange the 
product of their labor with others who are likewise concentrating on 
their own areas of excellence, leads to much higher levels of produc-
tion of goods and services as well as the most efficient use of labor and 
resources. It is this process that creates and sustains the markets of 
the “free market” system. the development of this system upend-
ed feudalism and brought about the dramatic and revolutionary 
improvements in living standards that characterize the modern age.

In other words, free and open trade has fueled vibrant competi-
tion, innovation, and economies of scale, allowing individuals and 
businesses to take advantage of lower prices and increased choice. 
As a result, billions of people around the world have escaped the 
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constraints of subsistence farming and extreme 
poverty that characterized the lives of most of 
humanity throughout history.

As far as the fundamental right of individuals to 
decide for themselves how to work and how to spend 
their wages, it makes no difference whether the mar-
ketplace encompasses a village, a nation, or the world. 
No person—and no government—should have the 
right to dictate to another person where he must work. 
And no person or government, without compelling 
justification relating to health or public safety, should 
have the right to restrict the access of others to what-
ever goods and services they desire and can afford.

From the point of view of economic efficiency, the 
size of the market in which the individual can trade 
does matter: the larger, the better. Larger markets 
provide more choices and greater competition, and 
they permit economies of scale that promote the most 
efficient production processes. the United States was 
the first great free trade zone of the modern age, a fact 
that accounts for the economic efficiency and pros-
perity that made the U.S. the envy of the world.

the right to trade freely—as with the rights to life, 
liberty, and the pursuit of happiness proclaimed in 
the Declaration of Independence, and rights such 
as freedom of religion and freedom of speech guar-
anteed in the constitution—is properly an individ-
ual right that government should act only to secure, 
not to impede. Yet, the freedom to trade, despite its 
moral underpinnings and manifest societal benefit, 
lacks constitutional specification, and throughout 
the history of this republic, there have always been 
those who sought to use the power of government to 
restrict others’ freedom to trade in order to enhance 
or preserve their own economic advantages.

Within U.S. borders, such restraints have taken 
the form of excise taxes, regulations, and barri-
ers to entry such as licensing. At U.S. borders, such 
restraints include tariffs, qualitative restrictions, 
and quotas. Whether applied internally or at the 
border, the intent of such measures is the same: to 
reduce competitive pressure on existing firms. the 
impact, likewise, is the same: higher prices and 
reduced choices for consumers.

America Needs Free Trade
the impact of free trade on America is regularly 

the subject of contentious debate both on capitol Hill 
and in the media. In general, the free trade argument 
plays out on two very distinct levels: On one level 

are the efforts by individual industries or firms to 
obtain special protection against foreign competition 
through tariffs or quotas, or occasionally through 

“safeguards” or other retaliatory actions permitted in 
trade agreements. Such protectionism can be quite 
lucrative for the industry or firms in question, which 
often lobby extravagantly to gain the benefit. Unfor-
tunately, the cost is borne by the American public 
overall, which must pay higher prices and choose 
from a narrowed range of product options.

the second level at which trade is debated is much 
broader, involving issues such as exchange rates, 
environmental issues, and labor standards in foreign 
countries. At this level, those seeking “protection” are 
generally not seeking special favors in order to boost 
profits, but are seeking relief from the cost disadvan-
tage imposed on them by burdensome regulations in 
the U.S. or differences in monetary policy between the 
U.S. and foreign governments. broad groups, such as 
unions or environmental nongovernmental organiza-
tions, may join the battle to preserve and extend what 
they see as regulatory gains. While these motives may 
seem somewhat more “pure” than the rent-seeking 
lobbying of industries or firms, the end result of such 
government protectionist action is the same: narrow 
benefits for a special interest, higher prices and less 
consumer choice for all Americans, and a loss of over-
all economic efficiency.

Fundamentally, free trade is about rejecting 
favoritism and expanding economic opportunity for 
all. It is essential that policymakers and presidential 
hopefuls separate hype from fact and assess upcom-
ing trade initiatives objectively. Armed with the 
facts, they can then help to promote dynamic eco-
nomic growth and lasting prosperity in the U.S.

What Americans Need to Know  
About Free Trade

What Is Free Trade? Free trade occurs when the 
government does not limit or subsidize either imports 
or exports—meaning that Americans can spend their 
dollars on goods and services regardless of where they 
are from and engage without restriction in voluntary, 
mutually beneficial transactions, both as buyers and 
sellers, with people in other countries.

What Is Protectionism? “Protectionism” encom-
passes a range of laws and regulations through which 
politicians and bureaucrats in Washington, D.c., 
decide how Americans should spend their dollars. 
tariffs (taxes), quotas (quantity limits), and subsidies 
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(government spending) benefit politically powerful 
special interest groups. “Protecting” Americans by 
restricting their freedom to trade is often presented 
as a way of combatting “unfair” foreign practices. In 
fact, it is a process by which the government divides 
Americans into winners and losers based on their 
political influence.

What Do the Declaration of Independence 
and the Constitution Say About Free Trade? 
the Declaration of Independence accused the king 
of Great britain of “cutting off our trade with all 
parts of the world.” the commerce clause of the U.S. 
constitution established a free trade zone between 
the states and prohibited export taxes.

What Is Better for the U.S.: Free Trade or 
Protection from Imports? According to data in 
the annual Index of Economic Freedom, countries 
with low trade barriers are more prosperous than 
those that restrict trade.

What Do Economists Say About Free Trade? 
Polls consistently show near-unanimous support for 
free trade from economists. According to a panel of 
economic experts questioned by the University of 
chicago’s booth School of International business, 

“free trade improves productive efficiency and offers 
consumers better choices.” (See table 1.) 

What Do Americans Believe About Free 
Trade? According to a 2014 survey from the chicago 
council on Global Affairs, 65 percent of Americans 
believe that “globalization, especially the increasing 
connections of our economy with others around the 
world, is mostly good for the United States.”1 A 2014 
Pew research center survey found that 68 percent of 

Americans believe growing trade and business ties 
with other countries is “a good thing.”2 A 2015 Pew 
survey found that 58 percent of Americans believe 
that trade agreements have been “a good thing” for 
the United States.3

What Does “Fair Trade” Mean? Politicians 
often talk about the need to support trade that is “free 
but fair.” Seldom, however, does anyone explain what 
fair trade is, or—even more to the point—for whom 
trade should be fair. In the name of fairness, different 
special interest groups advocate different protections 
for their specific industries and call the comparative 
advantage of other countries unfair. In reality, fair 
trade occurs whenever there is a voluntary transac-
tion between a willing buyer and a willing seller.

Do Imports Destroy American Jobs? No cred-
ible economic study has ever documented net U.S. job 
losses resulting from imports. trade—like technol-
ogy—destroys some jobs but creates others. Accord-
ing to Heritage Foundation research, over half a mil-
lion American jobs—in fields such as transportation, 
wholesale, retail, construction, and finance—are 
supported by imports of clothes and toys from china 
alone. the dollars that Americans save by importing 
products are spent and invested elsewhere in the U.S. 
economy, creating new jobs; the dollars that foreign 
businesses earn from selling their goods to Ameri-
cans are spent on U.S. exports or invested in the U.S. 
economy, also creating new American jobs.

What About Critics Who Claim the U.S. Has 
Lost Millions of Jobs Due to the North Ameri-
can Free Trade Agreement (NAFTA) and Chi-
nese Imports? the United States has gained mil-

1. Dina Smeltz and Ivo Daalder, “Foreign Policy in the Age of Retrenchment,” Chicago Council on Global Affairs, p. 37,  
http://www.thechicagocouncil.org/sites/default/files/2014_CCS_Report_1.pdf (accessed September 8, 2015). 

2. Pew Research Center, “Spring 2014 Global Attitudes Survey, Q27: Growing Trade Seen Positively,”  
http://www.pewglobal.org/2014/09/16/faith-and-skepticism-about-trade-foreign-investment/trade-09/ (accessed September 8, 2015). 

3. Pew Research Center, “Free Trade Agreements Seen as Good for U.S., But Concerns Persist,” May 27, 2015,  
http://www.people-press.org/2015/05/27/free-trade-agreements-seen-as-good-for-u-s-but-concerns-persist/ (accessed September 8, 2015). 

 Principles of Free Trade
the freedom to buy and sell goods and services without interference is a fundamental right that is 

both a vital component of individual liberty and the foundation of prosperity.

Governmental restrictions on trade whose intent or impact is to enrich some citizens at the expense 
of others violate the principle of equal protection under the law. trade restrictions should never be 
undertaken without compelling justifi cation related directly to health or safety.
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lions of new jobs since NAFtA was created and since 
china joined the World trade Organization (WtO) 
in December 2001. (See chart 2.)

What Does a Trade Deficit Mean? the mis-
leading phrase “trade deficit” implies that dollars are 
being drained from the U.S. economy. However, once 
all financial transactions, including foreign invest-
ment, are accounted for, the deficit vanishes. In 2014, 
for instance, Americans sent $4.4 trillion abroad by 
purchasing imports, investing in companies abroad, 
repaying foreign investors, or otherwise transferring 
dollars. In 2014, Americans also received $4.4 trillion 
from people and companies abroad that bought U.S. 

exports, invested in the U.S., paid U.S. investors, or 
otherwise transferred money. this is not just a fluke; 
it is an accounting identity that many people overlook.

Does a Growing Trade Deficit Mean More 
Unemployment? the trade deficit does not cause 
unemployment. For example, while imports to 
the United States and the U.S. trade deficit both 
decreased significantly from 2008 to 2009, the 
unemployment rate increased from 5.8 percent to 9.3 
percent. From 2009 to 2014, imports to the United 
States and the trade deficit increased significantly, 
but the U.S. unemployment rate decreased from 9.3 
percent to 6.2 percent. this is exactly the opposite 

CHART 1

• Gross national income per capita: The World 
Bank, “GNI Per Capita, Atlas Method (Current 
U.S.$),”http://data.worldbank.org/indicator/ 
NY.GNP.PCAP.CD (accessed September 15, 
2015). Figures based on 163 countries.

• Global hunger: International Food Policy 
Research Institute, “2013 Global Hunger 
Index,” http://cdm15738.contentdm.oclc.org/ 
utils/getfile/collection/p15738coll2/id/12784
4/filename/128055.pdf (accessed September 
15, 2015).  Figures based on 113 countries.

• Environmental performance: Yale University, 
Center for Environmental Law and Policy, and 
Columbia University, Center for International 
Earth Science Information Network, 
Environmental Performance Index 2014, 
http://epi.yale.edu/ (accessed September 
15,2015). Figures based on 172 countries.

The nations of the world are divided into three groups based on their trade freedom score in the 2015 Index 
of Economic Freedom. The chart below shows that nations with more trade freedom also have ...

Major Benefits of Free Trade
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Note: Global Hunger Index rounds scores less than five up to five.
Source: Terry Miller and Anthony B. Kim, 2015 Index of Economic Freedom (Washington, DC: The Heritage Foundation and Dow Jones & Company, Inc., 
2015), http://www.heritage.org/index, and:
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of what would happen if bigger trade deficits caused 
more unemployment.

What Should the Government Do About 
Unfair Foreign Trade Practices? Some politi-
cians suggest that if other countries subsidize their 
exports or restrict imports, the United States should 
do the same thing. President ronald reagan under-
stood that the U.S. government should do what is 

best for the United States—not copy bad policies 
from other countries: “If one partner shoots a hole 
in the boat, does it make sense for the other one to 
shoot another hole in the boat? Some say, yes, and 
call that getting tough. Well, I call it stupid.”4

How Does Deficit Spending Affect Trade? In 
2014, the federal government borrowed over $300 
billion from abroad to finance its budget deficit. If 
treasury bonds were counted as an export, then 

“exports” of treasury bonds would have exceeded 
exports of U.S. farm products or cars. A dollar bor-
rowed from abroad by the government is a dollar not 
available to buy U.S. exports or invest in the private 
sector of the U.S. economy.

What Is the Best Way to Address Foreign 
Trade Barriers? Free trade agreements, such as 
NAFtA, as well as the WtO reduce trade barriers 
in the United States and abroad. President reagan 
had a response for those who think the United States 
should get tough on foreign governments by increas-
ing U.S. trade barriers: “When you hear talk about a 
tough trade bill, remember that being tough on trade 
and commerce, the lifeblood of the economy, will 
have the worst possible consequences for the con-
sumer and the American worker.”5

Is Outsourcing a Problem? Washington Post 
columnist Steven Pearlstein commented on the sav-
ings that result from outsourcing: “those savings 
and those extra profits aren’t put under the mat-
tress. Most of it is spent or invested in the United 
States in ways that are hard to track but have sure-
ly created hundreds of thousands of jobs in other 
companies and other industries.”6 Indeed, income 
from Americans’ investments in other countries 
generated over $800 billion that flowed into the U.S. 
economy in 2014.7 Americans also benefit greatly 
from insourcing: More than 5 million Americans 
owe their jobs to foreign direct investment.

How Do imports Affect U.S. Manufacturers? 
Over half of U.S. imports consist of capital goods and 

4. Ronald Reagan, “Radio Address to the Nation on International Free Trade,” November 20, 1982,  
http://www.reagan.utexas.edu/archives/speeches/1982/112082a.htm (accessed September 14, 2015). 

5. Ronald Reagan, “Radio Address to the Nation on Free and Fair Trade and the Budget Deficit,” May 16, 1987,  
http://www.presidency.ucsb.edu/ws/?pid=34290 (accessed October 16, 2015).

6. Steven Pearlstein, “Outsourcing: What’s The True impact? Counting Jobs Is Only Part of the Answer,” The Washington Post, July 1, 2012,  
http://www.washingtonpost.com/business/economy/outsourcings-net-effect-on-us-jobs-still-an-open-ended-question/2012/07/01/
gJQAs1szGW_story.html (accessed October 16, 2015).

7. U.S. Department of Commerce, Bureau of Economic Analysis, International Transactions, International Services, and International Investment 
Position Tables, Table 4.1. U.S. International Transactions in Primary Income, http://bea.gov/iTable/index_ita.cfm (accessed September 14, 2015).

CHART 2

Source: U.S. Department of Labor, Bureau of Labor Statistics, 
http://data.bls.gov/timeseries/LNS14000000 (accessed 
September 15, 2015).
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intermediate products, such as steel for carmak-
ers and lumber for builders, which are the lifeblood 
of U.S. manufacturing. A 2013 study by the Federal 
reserve bank of St. Louis concluded that “imports 
have played a critical [and] positive role in boosting 
manufacturing output in the United States—much 
more so, in fact, than exports.”8 U.S. imports and 
manufacturing output are both up more than 20 
percent since the economy began to emerge from the 
recession in 2009.

How Do Imports Give American Consum-
ers Greater Purchasing Power? Imports from 
America’s trading partners also allow U.S. consum-
ers to buy a wider variety of goods at lower prices. 
this effect raises real wages and helps Americans 
purchase more with the same incomes. As recently 
noted by the council of economic Advisers, trade “is 

especially important for middle-class consumers.… 
[they] gain an estimated 29 percent of their pur-
chasing power from trade…[and] the reduction in 
U.S. tariffs since World War II contributed an addi-
tional 7.3 percent to U.S. GDP, or approximately $1.3 
trillion in 2014.”9

How Do U.S. Tariffs Affect the Economy? 
Protectionism is a self-imposed economic sanction, 
like the sanctions that the U.S. government imposes 
on other countries. For example, U.S. barriers that 
prevent North Koreans from buying foreign-made 
goods punish North Koreans, and U.S. barriers that 
prevent Americans from buying foreign-made goods 
similarly punish Americans. If someone in another 
country can produce a better or less-expensive prod-
uct, Americans are better off when they are free to 
buy that product.

8. Kevin L. Kliesen and John A. Tatom, “U.S. Manufacturing and the Importance of International Trade: It’s Not What You Think,”  
Federal Reserve Bank of St. Louis Review (January/February 2013), http://research.stlouisfed.org/publications/review/13/01/Kliesen.pdf  
(accessed September 9, 2015).

9. The White House, “The Economic Benefits of U.S. Trade,” May 2015,  
https://www.whitehouse.gov/sites/default/files/docs/cea_trade_report_final_non-embargoed_v2.pdf (accessed September 9, 2015).

Strongly Agree/
Agree

Strongly Disagree/
Disagree

Freer trade improves productive effi  ciency and off ers consumers better choices, 
and in the long run these gains are much larger than any eff ects on employment. 96% 0%

On average, citizens of the U.S. have been better off  with the North American 
Free Trade Agreement than they would have been if the trade rules for the U.S., 
Canada, and Mexico prior to NAFTA had remained in place.

98% 0%

Trade with China makes most Americans better off  because, among other 
advantages, they can buy goods that are made or assembled more cheaply in 
China than in the U.S.

100% 0%

Some Americans who work in the production of competing goods, such as 
clothing and furniture, are made worse off  by trade with China. 96% 0%

The current trade barriers in the U.S. sugar industry raise the profi ts of sugar 
producers and make the typical U.S. consumer pay more for sugar and goods 
that have sugar as an input.

98% 0%

Survey of Economists on Trade

Sources: University of Chicago’s Booth School of Business, “Free Trade,” March 2012, http://www.igmchicago.org/igm-economic-experts-panel/
poll-results?SurveyID=SV_0dfr9yjnDcLh17m (accessed September 16, 2015); “China-US Trade” June 2012, http://www.igmchicago.org/
igm-economic-experts-panel/poll-results?SurveyID=SV_003w6LBGnkOfDuI (accessed September 16, 2015); and “Trade Barriers for Sugar,” August 
2012, http://www.igmchicago.org/igm-economic-experts-panel/poll-results?SurveyID=SV_09vbSl37UGl6oCh (accessed September 16, 2015).  
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How do Free Trade Agreements Affect the 
United States? Good trade agreements increase 
economic freedom and prosperity by reducing trade 
barriers. they also encourage the government to play 
by the rules, provide a way for mediating trade and 
investment disputes, and prevent costly trade wars.

How Do Trade Agreements Affect U.S. Sov-
ereignty? trade agreements increase individual 
autonomy for Americans by reducing U.S. and foreign 
trade barriers. Free trade agreements have no impact 
on U.S. sovereignty because they cannot override 
U.S. law or the constitution, and because the United 
States is free to leave any trade pact at any time.

Americans’ Freedom to Trade  
Must Be Protected

Free trade is undeniably a vital pillar of America’s 
economic strength. As ronald reagan once remind-
ed his fellow citizens:

the winds and waters of commerce carry oppor-
tunities that help nations grow and bring citi-
zens of the world closer together. Put simply, 
increased trade spells more jobs, higher earnings, 
better products, less inflation, and cooperation 
over confrontation. the freer the flow of world 
trade, the stronger the tides for economic prog-
ress and peace among nations.10

In the interest of the American public and econo-
my, U.S. policymakers should heed these words.

—Bryan Riley is Jay Van Andel Senior Analyst in 
Trade Policy, and Anthony B. Kim is Research Manager 
of the Index of economic Freedom and Senior Policy 
Analyst for Economic Freedom, in the Center for Trade 
and Economics, of the Institute for Economic Freedom 
and Opportunity, at The Heritage Foundation.

CHART 3 

Source: Federal Reserve Bank of St. Louis, “Manufacturing 
Sector: Real Output,” https://research.stlouisfed.org/fred2/ 
series/OUTMS# (accessed September 14, 2015), and “Real 
Imports of Goods and Services,” https://research.stlouisfed.org/ 
fred2/series/IMPGSC1# (accessed September 14, 2015). 

MANUFACTURING GOODS AND SERVICES, SEASONALLY 
ADJUSTED ANNUAL RATE (INDEX: 2009=100)

Manufacturing Output, Imports Up 
More Than 20 Percent Since 2009

heritage.orgBG 3064

60

70

80

90

100

110

120

130

140

150

2000 2005 2010 2014

111

87

Recession

Real Imports

Real Output

128

127 

10. Ronald Reagan, Radio Address to the Nation on International Trade, August 6, 1983,  
http://www.reagan.utexas.edu/archives/speeches/1983/80683a.htm (accessed September 9, 2015).


