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Abstract 

This paper examines the causes and consequences of contemporary protectionism by a closer 
examination of the theory and policy of international trade.  The focus is on the distributional 
implications of trade, and the benefits that a less developed country may derive from trading with a 
more developed country.  We review the current literature on economic nationalism and find that 
alternative perspectives emerge from differing views on the benefits and drawbacks of globalization. We 
argue that understanding contemporary protectionism must include historical context in which the 
adverse distributional implications of foreign trade are likely to provoke nationalist sentiment. 

 
Introduction 

This paper develops an analytical context for understanding contemporary protectionism and 
economic nationalism.  The infant industry argument for protectionism arises because of adverse 
distributional implications of trade on less developed countries.  The roots of economic nationalism can be 
found in the teachings of Friedrich List and his adaptation of the case for infant industry protection into 
the theory of productive powers.  We can define economic nationalism as an ideology that places the 
welfare of state or nation as upmost important, ahead of benefits that individual citizens, or the world 
may receive from unrestricted foreign trade.  Economic nationalism is broader than protectionism, or the 
call for tariff protection of infant industries, because of its mix of different strategies aimed at promoting 
national welfare.   

The revival of economic nationalism can be attributed to the increasing inequality of wealth that 
free trade exacerbates. Analysts and policy makers today are becoming increasingly concerned that some 
economies are becoming systematically poorer.  Is the century-old reliance on the principles of free trade 
still equally acceptable to countries that experience declining economic growth and increasing economic 
inequality?  What arguments can be employed to justify calls for trade protection in advanced nations?   

 
 

Protectionism Versus Economic Nationalism  
The existing literature does not offer a clear explanation on what constitutes economic nationalism, 

and how it differs from protectionism, or from political and cultural nationalism. The object of this 
section, therefore, is to survey alternative perspectives on defining and explaining economic nationalism 
in contemporary economic thought.  In many cases, economic nationalism arises as a reaction to the 
deteriorating economic position of one country due to a domestic or worldwide economic crisis. 

The neoclassical theory of international trade assumes that free trade is always superior to 
protectionism, because the free market will allocate domestic resources to their most efficient use (Viner, 
1937).  Protectionism can be defined by a set of policies, including import tariffs, that governments use to 
protect domestic industries from foreign competition.  In the years following the Great Depression, many 
countries resorted to protectionism to mitigate unemployment. At that time, Keynes (1933, p. 755) 
changed his position on free trade:  

“…as lately as 1923 I was writing that free trade was based on fundamental truths, …yet the 
orientation of my mind is changed, …I have become doubtful whether the economic loss of national self-
sufficiency is great enough to outweigh the other advantages of gradually bringing the product and the 
consumer within the ambit of the same national economic, and financial organization…”  

Also, in the years following the oil crisis and the world recession of 1974-75, Balassa (1978) observed 
that many countries resorted to the “the new protectionism”, replacing traditional import tariffs with new 
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forms of import restriction.  Although Balassa would not change his position on the superiority of free 
trade, he argued in favor of adjustment assistance, where national governments use alternative measures 
to encourage domestic investment. 

Contemporary economic nationalism emerges primarily as a reaction to the perceived adverse 
impact of globalization on domestic economic growth and inequality.  For example, the concern of the 
effects of globalization on American competitiveness is a central motive in Reich’s Work of Nations (1991), a 
study on the sources of national wealth and power and the role of the state in restoring and enhancing the 
capacities of citizens to live full and productive lives in a new global economy. Reich is against the “the 
old economic nationalism” that characterized American political economy during the 19th and part of the 
20th century, comprised of restrictions on imports to protect targeted products and corporations. Instead, 
he argues in favor of “new economic nationalism”, consistent with the position of the US in a new global 
economy, where the main propeller of economic progress is found in growing returns on highly skilled 
labor rather than in investment in national capital, corporations, technologies, or products, as they all 
become global.  Therefore, the new forms of economic nationalism are policies that target and nourish the 
national workforce, while at the same time the government continues to participate in international trade 
agreements and endorse increased international interdependence. Recent political economy literature on 
economic nationalism, (Helleiner and Pickel, 2005), argues that protectionist policies alone are only one 
special form of nationalism, but that the broader historical and national references are necessary for a 
better definition. Thus, Pickel (2002) points out that economic nationalism should be interpreted as a 
political action in a specific historical context, rather than a universally accepted economic doctrine.  The 
criticism accuses economists of oversimplifying and reducing economic nationalism to the set of 
protectionist economic policies.   

According to Pickel, it is impossible to develop an empirically based theory of economic 
nationalism, because there are many different nationalisms in many different historical contests. In the 
context of dismemberment of the former Soviet Union, for example, there is an emergence of liberal 
economic nationalism, characterized by the attempts of Lithuania to express national consensus favoring 
an EU orientation, rather than remaining economically and politically dependent of Russia (Abdelal, 
2001). Economic nationalism is a dynamic concept, arising from a distinct pattern of interactions between 
governments and markets, the state and the economy, as they change over time.  Pickel describes 
nationalizing mechanisms, using the case studies of East Germany, Cuba, China, and Russia, pointing out 
primarily the interplay between democratization and marketization as internal and external forces.  The 
nationalizing mechanism, as a concept, explains the changing role of the nation-state during economic 
transition in different countries.   

To modify the postulates of neoclassical trade theory, Singh (2010) discusses economic nationalism 
through the lens of economic openness. By focusing on the Asian experience, specifically Japan and Korea, 
he postulates that there is a different “optimum” degree of openness for different countries, and that they 
should seek “strategic” rather than close integration with the international economy.  Not only does past 
economic nationalism contribute to faster economic growth in Asian countries, but it can continue to help 
in the future in maintaining national control over volatile capital movement and financial instability.  

 
 
 

Economic Patriotism 
Another form of protectionism arises as a conflict between challenges of economic market 

integration and political business cycles.  Elected officials are torn between the simultaneous pressure to 
satisfy the domestic electorate and to engage in compromises required for further market integration.  The 
recession of 2008 has accentuated this conflict, by increasing the range and scope for new government 
intervention within liberal international economic governance.  The expectation that the government will 
bail-out selective banks and industries at the expense of others, leads to additional pressure on the nation-
state to exit processes of economic integration.  In this context, Clift and Wolf (2012) analyze how the 
tension between international market integration and specially limited political mandates leads to the 
phenomenon of economic patriotism.   The authors claim that economic patriotism becomes an even 
broader form of economic nationalism, by attributing an intrinsic moral value to the defense of national 
interests and their priority over individual economic interests.   
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Furthermore, the concept of economic patriotism allows for discrimination against territorial 
outsiders, as part compromise between the territory (i.e., one country, but also a group of countries with 
common goals, such as the European Union), its territorial-bound political obligations and economic 
interests.  Thus, as a concept, economic patriotism is broad enough to accommodate both the recent exit of 
Great Britain from the EU (BREXIT) and the efforts of Germany to help preserve the integrity of the Union 
either by supporting additional monetary transfers to its less prosperous members, or by sanctioning 
additional immigration to protect jobs and wages within its territory.  

In a recent empirical study, Colantone and Stanig (2017) demonstrate empirically the revival of 
nationalism in Western democracies.  By using data on legislative elections in 15 Western European 
countries, they find that stronger regional exposure to cheaper Chinese imports increased support for 
nationalist parties and radical right political platforms.  The hidden cost of globalization is the effect of 
import competition on losses in national competitiveness and creation of disillusioned workers likely to 
demand a new protectionist-oriented state.  However, they argue not to return to protectionism, but a 
new more inclusive model of globalization.  Similarly, Jensen at al. (2016) analyze the trade origins of 
economic nationalism in the US, by identifying the distribution of winners and losers in international 
trade and its effect on US presidential voting.   
 
 

Protectionism Versus Free Trade 
Classical economists distinguished between two types of benefits from unrestricted foreign trade: 

allocative benefits, when each country’s resources are employed according to their lowest opportunity 
cost; and distributive benefits, when the sum of potential gains in favored sectors exceeds losses of other 
sectors. The distributional concerns arise when, due to inherited market failures and inconsistent domestic 
distribution polices, the sum of loses to sectors in some countries begin to overshadow the gains to others.  
It is not inconceivable then that free trade can exaggerate distributional problems and undermine 
domestic consensus on the most desirable path of future economic growth (Rodrick, 1997).  By overstating 
the magnitude of aggregate gains from trade liberalization, and minimizing distributional concerns, the 
very proponents of globalization and free trade are watering the roots of modern economic nationalism.   

One market failure that can diminish the distributive gain from free trade and increase the benefit 
of protectionism is the effect of modern technological progress on increasing inequality of wealth in the 
domestic economy.  In many ways, progress empowering information technology today at the expense of 
outdated, moribund industries resembles the implications of the industrial revolution in Britain, as 
witnessed by classical economists.  The fruits of technological progress accrue unevenly to different 
sectors within the domestic economy and across countries.  The new economic rents are derived from the 
price of newer technology products that everyone desires.  

It remains controversial whether free trade contributes to the dynamics of domestic inequality in 
the 21st century, thus furthering sentiment towards economic nationalism.  While Goldberg and Pavcnik 
(2007) find that increased exposure of developing countries to international markets increases inequality; 
Lawrence (2008) argues that other forces, including technological, financial, and institutional innovations, 
may be more important than trade in contributing to economic inequality.  More recent observations 
question the coincidence between the recorded decline in US manufacturing employment and the change 
in US trade policy towards reducing tariffs on imports from China at the start of 21st century (Schott, 
2016).  Still, we need more studies to reaffirm the link between the redistribution of income from trade 
and the decline of certain sectors to the extent that this contributes to the further rise of economic 
nationalism. The modern theory of international trade accepts the classical tradition that a general benefit 
from free trade is likely to prevail for most countries.  The arguments in favor of protectionism may still 
exist, but only on the grounds of specific situations of certain sectors (Melitz, 2005).  For example, import 
protection may improve welfare by shielding the industry with significant learning potential and degree 
of substitutability with foreign goods.  However, in accord to the famous case for infant industry 
protection by John Stuart Mill, this protection must remain only temporary.   

Most theoretical and empirical trade models today recognize distributional implications of trade, 
not only for winners but also losers.  Free trade has no magic wand that simultaneously increases a 
country’s welfare and redistributes the gains from winners to losers within the society. Each country 
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engaged in foreign trade will need to develop its own domestic distributional policies that may offset the 
adverse impact of trade on certain sectors, but not engage in the revival of economic nationalism.  

 

Conclusion 
Strengthening the nation-state may not always conflict with forces of globalization.  Moreover, as 

the world economy undergoes structural changes through turbulent times of instability, the role of the 
nation-state becomes more important in reconciling individual self-interest with increased international 
interdependence.  In the years following the Great Depression, Keynes (1933) revised his views on the free 
movements of goods and capital, in favor of economic nationalism, because he believed that 
circumstances that existed in 19th century have changed enough to justify a reorientation. The change was 
that international capital movements became too volatile for the macroeconomic stability in individual 
countries.  However, Keynes was against the return to a straightforward protectionism; but rather in favor 
of ‘our own favorite experiments’ that would allow citizens to redefine the role of nation-state in a 
changing global economy.  

Economic nationalism may comprise a benevolent nationalism, when it helps to restore economic 
growth in one country without hurting others; or it can consist of hostile and retaliatory protectionist 
policies that promote one nation at the expense of others (Levi-Faur, 1997).  A hostile economic 
nationalism traces its roots in mercantilism, an outdated doctrine according to which a nation can increase 
its monetary wealth only by decreasing the wealth of others.  In the past, this hostile type of economic 
nationalism existed in fascism; and it reemerges in the present with the rhetoric and agendas of right-wing 
extremists and social conservatives.  On the other hand, a rational or benevolent form of economic 
nationalism (Reich, 1991) rejects that self-interest alone can help countries grow and participate in global 
economic progress, and requests that nation-states should help ascertain our differences within the march 
toward general progress, and the coordination needed for its achievement.  

Different views on the causes of contemporary protectionism hold that there is no unique cause, or 
justification to place the national economic interest before the interest of individuals or the world.  
Economic nationalism remains a dynamic concept, bound by specific historic and socio-economic 
circumstances of different countries. 
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