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Free Trade occurs when there are no artificial barriers between nations imposed by governments in 

order to restrict trade. When barriers such as protectionist policies exist, free trade becomes 

restricted. Pprotection is essentially defined as any action by national governments that will give an 

artificial competitive advantage to domestic producers over foreign producers. National 

governments will aim to protect or shelter their nation from the disadvantages of free trade, 

through protectionist policies in the form of subsidies, tariffs, local content rules, quotas, export 

incentives and voluntary export restraints. Reasons for protection include “The Infant Industry 

argument “which states that some industries in a given country may develop a comparative 

advantage if only they are sheltered from foreign competition for a while, by means of temporary 

protection. So if, in the future the infant industries ‘grow up’ and form a comparative advantage, the 

domestic economy will gain access to a larger demand market, creating an injection into the 

economy, resulting in increased economic activity and employment. The domestic protection 

argument rather states that because free trade and increased global competition can result in 

structural unemployment. It has hence become apparent that infant industries need to be 

protected, dumping prevented, domestic employment sustained and the defence and self 

sufficiency of a nation ensured.  

 

The infant industry argument outlines the need for protection in order to establish industries that 

can form a comparative advantage in the future, if sheltered from competition for a little while. This 

ultimately means a reduction in free trade, which would otherwise have brought the advantage of 

advanced technology, imports and managerial methods. However if these industries do grow up, 

and protection is successfully removed, those industries are able to provide more goods and services 

in an increasingly competitive environment meaning those firms will be forced to reduce prices and 

adopt more efficient work practices. Therefore even if protection does exist, global economies will 

still gain access to a wider variety of commodities imported from other countries in the long term as 

well as technology, thereby raising competition between products, and potentially increasing living 

standards in the future. 

 

Voluntary export restraints are agreements between national governments and foreign suppliers to 

limit the amount of exports to an importing country. They are usually agreed upon by suppliers in 

order to avoid the placement of tariffs.  This has the effect of forcing domestic consumers to 

purchase domestically produced substitutes rather than imports. However this may result in a 

decrease in living standards or a loss in the capability of achieving higher living standards as 

domestic industries that are protected may be inefficient and uncompetitive. 

 

The domestic employment argument states that although Protection exists to protect local 

industries from closing down, preventing a rise in unemployment, reductions in protection also have 

the ability to promote higher rates of employment for the domestic economy in the long run. This is 

because protection diverts resources away from the more efficient firms, creating a misallocation of 

resources that will reduce the level of economic growth possible. This economic growth would have 
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otherwise have generated jobs. So continued protection will in the long run reduce the rate at which 

jobs are created. So by implementing protection, domestic economies will maintain employment 

levels in the short run but has the implication of decreasing an economy’s ability to create 

employment in the future. 

 

Tariffs, which is defined as a tax placed on a good/service in order to artificially raise the price of it, is 

the most common form of protection because they raise revenue for the government. In Australia, 

the average tariff level has decreased from 36% in 1968-9 to approximately 9% in 2001. These 

reductions in protectionist policies and trade barriers have contributed to a stronger industrial base, 

increased productivity and allowed better access to international markets for exporting industries. 

The reduction in tariffs has also created more competition between Australia’s firms and foreign 

owned businesses selling the same good or service. With increased competition, firms are forced to 

adopt more efficient work practices and lower their prices. On a global scale this has meant that 

more countries are gaining access to Australia’s export industries and can hence result in increasing 

living standards of Australia’s trading partners. 

 

On the other hand, Protectionist policies also have the effect of reducing the level of technology that 

is shared between countries, as firms facing competition must adopt more efficient work practices. 

With increased globalisation and the recent reduction in protectionist policies, there has been a 21% 

growth in the use of computers by businesses in Australia in the three years prior to 2001, as growth 

in the Internet access and web presence increased rapidly. Since first measured in 1998, access to 

the Internet has increased from 29% to 72% in 2002 while web presence has grown from 6% to 24%. 

This growth in Internet usage, as a result of decreased protection, has opened the door for original 

Australian producers to reach a larger market (ie. Overseas) and take further advantage of 

economies of scale (ie. Increasing production, which can now be sold to more people, thereby 

maximising profits)? This increases demand for local businesses, and thus creates an injection into 

the economy. This growth and changes to technology has meant that Australia’s living standards 

have also risen, as most households now own a computer and have access to the Internet and 

Internet shopping.  

 

Deciding when protection will be removed policy and when an ‘infant industry’ is grown up however 

becomes a problem. Sometimes when left too long, protectionist policies result in the industry 

becoming reliant on the protection, thereby redirecting energy and resources to maintain the level 

of protection. Since protecting infant industries involve protecting the inefficient, protectionist 

policies become an inefficient use of resources which could otherwise be allocated to more efficient 

industries. This is evident when; in some cases the protection becomes permanent and is seen in the 

domestic Textiles and Footwear industries. This becomes a problem in the global economy as 

resources are permanently directed away from more efficient firms overseas. This is because more 

foreign firms that are more competitive will lose business due to local firms being protected and 
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more able to reduce their prices. This may force many firms in the global economy to close down, 

and result in unemployment in Australia’s trading partners.  

 

Local content rules require that a certain percentage of components of a particular good or service 

are produced locally. This has the effect of increasing income in the domestic economy as the more 

imports purchased will result in increased sales in goods and services used during production. 

However this may force some overseas industries to lose sales, and may result in unemployment.  

 

Protectionist policies also aim to prevent dumping which refers to selling a product in a foreign 

market at a price below its cost of production. Dumping can cause many problems in the importing 

country, resulting in unemployment. In such a situation, protectionist policies are implemented and 

duties are imposed on dumped goods to prevent the short-term dislocation. This policy impacts the 

domestic economy, in that it shelters domestic industries from the low priced goods. Those 

industries which may be forced to close as a result of not being able to compete, will result in 

unemployment, which would then have a flow on effect as consumption levels fall, economic activity 

decreases and possibly an economic downturn. On a global scale, firms seeking to dump goods will 

lose income, as they are unable to sell excess stock, which represents wastage of resources. Similarly 

those countries seeking to prevent dumping will miss the opportunity to increase living standards, as 

consumers are forced to pay full price for goods and services.  

 

Another common form of protection is a subsidy, which is a cash grant given by a government to a 

particular industry in order to lower production costs. This allows that industry to lower its prices 

and gain a competitive edge compared to foreign industries. On a global scale, this will reduce the 

amount of income in foreign countries as most goods and services will be purchased locally because 

it is cheaper. This may result in some overseas industries closing down, or other governments 

retaliating with their own form of protectionist policy. If a government however chooses to retaliate 

with their own form of protectionist policy, this may form a chain reaction and lead to a rise in 

protection in the global economy. This will be damaging to world trade and will reflect a 

misallocation of resources, as some of those industries will be adopting inefficient means of 

production. 

 

Another reason why protectionist policies exist is because certain industries are considered essential 

to national defence and that Australia should diversify its production into these areas in case of war. 

(E.g. Shipbuilding, aircraft and communications). Australia’s economy will become self sufficient in 

times of war. However if there is no war, economically this is a diversion of resources in what may 

be inefficient industries. This impacts the global economy, because in this case Australia is taking 

resources away from more efficient industries overseas that could produce more capital or goods 

and services. The capital could have otherwise been used to satisfy future needs, raising living 
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standards in the future. While goods and services, could satisfy present needs, raising present living 

standards.  

 

Export incentives are another form of protection that encourages industries to reach a certain 

export volume by means of a tax concession. By reducing taxation, this has the effect of increasing 

the incentive to sell exports. This will result in that industry adopting more competitive and efficient 

means of production. The tax cut however has the implication of resulting in a loss of revenue for 

the domestic government, but will result in an injection that will show up in the current account in 

the Balance of Payments. 

 

The WTO is the main multilateral trading agreement which provides a forum for countries to 

promote free trade and resolve trade disputes. Its various roles include enforcing the existing WTO 

agreement, resolving disputes, and liberalising world trade by implementing global trade 

agreements and reducing protectionist policies. In order to maintain a balance between free trade 

and protection, many countries have adopted trade agreements and trading blocs with close trading 

partners. Such agreements benefit member countries, but may result in trade diversion, as trade is 

restricted between member countries. This has the implication of spreading the benefits of free 

trade in a group of countries, which may be expanded further in the future. However a disadvantage 

is that many agreements do not expand to include non-members. One such agreement is the trade 

agreement that Australia has been seeking with the US in recent times. This may result in increased 

global inequality as New Zealand; one of Australia’s closest trading partners is not included. 

Increased inequality on a global scale has been seen in recent times, with the richest 20% on nations, 

owning 82% of goods and services, while the poorest 20% of nations only owning just 1%. Non 

member countries lose access to foreign demand markets, which force many firms to close down, 

and make it hard for many industries to open up. This results in increasing unemployment, which 

leads to low income levels and low savings. This hence also has the implication of reducing living 

standards in non-member countries and is a hindering factor of the WTO’s efforts to promote free 

trade. 

 

With increasing levels of trade between nations as a result of globalisation, it has become apparent 

that infant industries must be protected. Such protectionist policies protect domestic industries 

from foreign competition. This involves dumping being prevented, domestic employment sustained 

and the defence and self sufficiency of a nation ensured. However these policies have impacted both 

domestic and global economies.  Domestic economies maintain employment, but at the cost of 

redirecting resources away from more efficient industries. Domestic economies also, gain the 

potential to form new industries that can gain a comparative advantage in the future. Global 

economies however must raise prices (through tariffs or by other industries having lower costs of 

production) and because consumers are discouraged to buy goods and services from them, they may 

as a result, suffer unemployment. With the adoption of preferential trading agreements, countries 

have increased barriers to trade with other countries. For non-member countries, this is a 
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disadvantage as it may result in low incomes and a loss of demand for their exports. Member 

countries by contrast, gain access to foreign demand markets while restricting competition from 

non-member countries, hence also resulting in increased global inequality. 


