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Since the end of World War II the international trade regime has been marked

by two sharply contrasting trends

Free trade: due to the political and economic influence of the United

States and the creation of international bodies such as the GATT, the

International Monetary Fund and the World Bank

Protectionism: occurring cyclically in periods of economic crisis,

protectionism is enacted for essentially social and political reasons, with

the aim of protecting industrial or agricultural sectors
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The borders are crossed many times before making the final product



The development of the GATT and its transformation into the WTO have made a strong 

contribution to the fall of many tariff barriers, which hindered imports and exports

• in 1947, before the GATT Agreement, the average duty applied by industrialized countries was between 20 and 30 

percent, while fifty years and eight multilateral GATT negotiations later, the average rate applied by industrialized 

countries on non-agricultural products was around 5.5% (WTO, World trade report 2007, p. 207, www.wto.org)

The return of the Era of Protectionism 

After the first oil shock (1974-75) protectionism re-emerged with more ingenious 

methods than the instruments of customs duties and quotas, such as the so-called 

non-tariff barriers (NTB) and charges having “equivalent effect” 

• WTO has intervened to counteract charges having “equivalent effect”, that is to say those “charges of any kind 

imposed on or in connection with importation or exportation’ (art. I WTO Agreement) including, in general, the 

administrative and bureaucratic obligations connected with importation applied with discriminatory effect 

With the global economic crisis of 2008 protective measures have proliferated 

worldwide. According to the Global Trade Alert, in fact, between 2008 and 2018 the 

major world economies have significantly increased protectionist measures 

• The most significant impulse, in the direction of protectionism, is due to the new policy of the USA, following the 

election of President Trump 
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Brazen Unilateralism: the US-China tariff war in Perspective, The 23rd Global Trade Alert Report, www.globaltradealert.org)



Trump's policies and Brexit are only the epigones of a tendency that has

emerged on several recent occasions

 in December 2015, the failure of the Doha Round for the general reduction of

commercial duties; the Trans-Pacific Partnership (TPP), was abandoned, as was

the Trans-Atlantic Partnership (TTIP)

 Recently some economists have pointed out that economic globalization, political democracy

and the nation-state are irreconcilable

Is globalization “out of fashion”? 

 the return of borders between Mexico and the United States and the migrant crisis in

Europe are considered by many as decisive factors in the re-emergence of right-wing

populist movements
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9Importance of borders in public opinion

At a social and cultural level there is the idea that the weakening of borders is the

cause of:

- a breakdown of social balances

- the end of the middle class

- an increase in unemployment

According to some commentators, the boom in international trade and

outsourcing (global value chain) unaccompanied by adequate political

measures has exacerbated inequalities and created social conflicts within

states

In April 2016 (two months before the Brexit vote) the Financial Times wrote that

"globalization is out of fashion. It has lost its political legitimacy, and not only in

the United States: the European populists of right and left share the Trumpian

predisposition to raise barricades"

The political recipe seems to be the following: if the opening of borders has led

us to this crisis, the solution is to close them again



Are we witnessing a substantial override of WTO rules? 

In the last 10 years, the United States has ranked first in the number of protectionist

barriers it has imposed, followed by Germany, India, Russia and Brazil

from 2008 to the present, 1,661 protectionist measures have been adopted by the

US 123 of which were in 2018

The new USA tariffs do not seem to fear conflict with WTO norms

 there is no prior communication of the introduction of the new duties

 the reference to the national security issue is deliberately forced

 there is little about condemnation of US moves and demands to compensate the

countries affected by the new tariffs

the perception is conveyed that WTO rules 

do not bind the United States and that there 

is a recovery of sovereignty on these 

issues 
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The WTO imposes a series of limitations on the sovereignty of

its Member States in the field of trade and customs policy, in

order:

to counter protectionism to guarantee equal opportunities for competition

to protect the rights and expectations of fair

competition

These limitations must be understood to be derogable only in the context of

objective and specific circumstances of necessity, including: "armed conflict,

even latent, or high tension or crisis or general instability that invests or

surrounds the State”
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The WTO very clearly stated that, although each state is free to define its

own national security criteria and adopt the consequent commercial

policies, only the WTO can judge the objectivity of the conditions of

necessity and, therefore, whether commercial policies have been taken in

good faith

The most-favoured-nation clause implies that the advantages granted to a

country concerning tariffs or customs procedures must be granted to similar

goods from every other member of the WTO

Each WTO member country is free to pursue its own national economic

objectives and is not constrained as regards its own domestic fiscal policy,

provided the latter does not violate art. III of the WTO Agreement, i.e.

provided it does not envisage discriminatory measures applicable to

imported products to the advantage of national products
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Economic implications the United States’ new tariffs

• after Trump's tariffs there was a reduction in US

exports of almost 2.5 billion $ per month

• incident of the tariffs on US exports has fallen

entirely on foreign importers

• there is a global welfare loss for American

consumers because not only are they suffering

from higher prices but they also facing a

reduction in available varieties

The protectionist policies of the US are often justified for

protecting existing jobs and creating new ones BUT…
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Source: Amiti M., Redding S. and Weinstein D., (2019), The Impact of the 2018 Trade War on

U.S. Prices and Welfare, Working Paper, NBER, WP
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Short-term consequences of a trade war

The consumers of the home country in general lose because they end up paying a higher price

The country (might) gain(s) from an import tariff

in fact, if import tariffs manage “to force” foreign exporters to reduce their own prices to a significant extent, this

favorable “terms of trade effect” for the home country might even exceed the welfare loss associated to the

distortion in domestic production and consumption decisions caused by import duties

If foreign exporters do not cut prices in response to the import tariff, then the incidence of taxation

falls entirely on consumers and the home country experiences a reduction in welfare

There are some groups within the home country that gain from protectionism:

a) the domestic firms operating in the protected industry tend to gain through an expansion

in production and higher prices

b) the government is a winner because of the increase in tax receipts

These gains are not enough to “compensate” final consumers and firms using

the imported goods as intermediate inputs due to the higher prices they face
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Future Consequences

Trade wars typically increase business uncertainty

So it is legitimate to expect that

Trump’s trade policy might be contributing:

a) to a fall in business investment spending

b) to a fall of labor productivity which in turn causes real wages to fall, with respect to

trend

A persistent trade war might

a) disintegrate important global value chains with substantial costs for firms that might

have sunk substantial resources into establishing the trade network

a) lead to lower labor productivity because the possible gains from comparative advantages

cannot be fully realized

the protection of the home producers might be lead to lower productivity growth and, ultimately, to

lower living standards

Source: Aghion P. and Howitt P. (2006), Appropriate growth Policy: a unifying

framework, Journal of the European Economic Association
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Economic effects

Source: Amiti M., Redding S. and Weinstein D., (2019), The Impact of the 2018 Trade War on

U.S. Prices and Welfare, Working Paper, NBER, WP

Some authors (Amiti et al, 2019) concluded that

1) by using the US customs monthly data on foreign export unit values

(value of imports divided by quantities of imports) at the country and

product code level for the period January 2017-December 2018

2) by analyzing the relationship between the rate of growth in unit values

and the change in tariffs and noting that, because they consider both

products and countries hit by the tariffs and products and countries

not hit by the tariffs, the latter act as a sort of “control group”

the incidence of the tariffs entirely falls on US importers
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Economic effects

Source: Amiti M., Redding S. and Weinstein D., (2019), The Impact of the 2018 Trade War on

U.S. Prices and Welfare, Working Paper, NBER, WP

1% TARIFF

- 6% IMPORTS

USD - 140 BILLION IMPORTS

USD + 19 BILLION COST FOR CONSUMERS

USD - 7 BILLION WELFARE LOSS FOR THE US (+12 FOR THE US GVT)
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Economic effects

Source: Amiti M., Redding S. and Weinstein D., (2019), The Impact of the 2018 Trade War on

U.S. Prices and Welfare, Working Paper, NBER, WP

After Trump's policies there was a reduction in US

exports of almost USD 2.5 billion per month

for some varieties of goods imported into the US,

the increase of the tariffs led imports to fall to zero

causing a welfare loss for American consumers.

Indeed, not only did they suffer from higher prices

but they also they faced a reduction in available

varieties

USD -2.5

BILLION IN

EXPORTS PER

MONTH
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Economic effects

Firms’ mark-upAn additional and important channel through which the

tariffs might have affected the US economy is

The increase in import tariffs through an

increase in domestic producer prices, may be

due to two reasons

First

firms that are intensive users of the intermediate inputs

that have been hit by the higher import duties might

have experienced a relatively strong cost push

Second

domestic producers operating in the protected

industries (i.e. those that have experienced the

increase in import duties) may increase their mark-up,

in the face of the less intense competition they have

been subject to

Source: Amiti M., Redding S. and Weinstein D., (2019), The Impact of the 2018 Trade War on

U.S. Prices and Welfare, Working Paper, NBER, WP

The combination of these two effects suggests that producer prices in US manufacturing industries

have been about 1.1 percent higher as a result of the import tariffs of 2018

for the typical firm operating in a sector

where 25% of sales are from imported

goods, a 10 percent higher tariff is

associated to an increase of producer prices

by 1.3%.

for the typical firm that used to import 15% of

its variable production costs, a 10 percent

higher input tariff might have resulted in 2.7

percent higher prices. This suggests that in

this case there is no full-cost pass-through to

downstream consumers, as domestic firms

have absorbed part of the cost shock by

lowering mark-ups.



Economic implications of USA’s new tariffs
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The washing machine industry gives an idea of the costs that

consumers have to pay in order to finance a new job in the

protected industry

domestic producers declared to have increased production by about

200 additional workers in order to meet the additional demand

stemming from the introduction of the import duties

similarly, foreign producers promised 1600 additional

jobs associated to their decision to relocate part of their

production of washers to US plants

using data on shipments in the washing machine industries and their estimate of

the price increases associated to the introduction of the import duties, it has been

computed that the cost for US consumers amount to about USD 1.5 billion, i.e.

about USD 820,000 per additional job

which is clearly a high cost per job

Source: Flaaen et al, The Production Relocation and Price Effects of U.S. Trade Policy: The

Case of Washing Machines, Working Paper No. 61, BFI, 2019
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