Manufacturing not key to the economy
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One of the reasons that Donald Trump gives for slapping new protectionist tariffs on steel and aluminum is that it will create manufacturing jobs, and by extension, greatly enhance income growth and standards of living in the United States. Trump is capitalizing on an enduring myth of American economic history in which it is believed that declines in manufacturing jobs are necessarily accompanied by drops in standards of living as well. What is often forgotten, however, is that manufacturing jobs, in proportion to the population overall, dropped significantly from the end of World War II through the 1950s and 1960s. And yet, during this time, real median incomes in the United States increased. Incomes stagnated somewhat during the 1970s, but then grew substantially again during the 1980s and 1990s. And, of course, during the 1980s and 1990s, manufacturing jobs continued a fast downward slide. In other words, it is not at all clear that falling manufacturing jobs lead to falling incomes or falling standards of living. Now, pointing out some correlations — or lack thereof — in the data doesn't prove that manufacturing jobs have no connection at all to incomes and wealth. To understand that, we need good economic theory. And, on this point sound economics is clear. Higher taxes — i.e., tariffs — are not the way to economic growth, even if they "protect" manufacturing jobs. But, when these economic arguments are made, proponents of higher tariffs say "we don't need your economics because history proves that manufacturing jobs are necessary for solid economic growth!" and then look to specific examples such as the withering of the rust belt, to make their point. But, when we look at a more complete picture, it appears that history "proves" no such thing. 
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