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Background 

Since World War II, international trade has expanded rapidly. The flow of goods and services in 

particularly has grown because countries moved to reduce trade barriers. Among one of those 

organizations created by the United States and its allies after the war was the General Agreement 

on Tariffs and Trade (GATT). As of 1995, GATT became the World Trade Organization (WTO) 

and at its inception there was the long-term goal to reserve barriers to trade. Then, emerged a 

forum that promoted rounds of trade negotiations (Kennedy round in the 1960s, Tokyo round in 

the 70s, Uruguay round in the 80s) where the signatory countries engaged in broad international 

participation to create internationally acceptable rules for trade and to deal with potential 

disputes. Two trends have emerged from these trade negotiations: greater participation to lower 

trade restrictions and the promotion of freer trade. 

The promotion of free trade in recent decades has resulted in an international integration of 

national economies to the world economy. This is what is referred to as globalization. The 

process has brought many benefits to nations across the globe, including less expensive goods 

and greater investment in other countries. A more open movement across borders has also been 

facilitated by lower shipping costs and the widespread use of telecommunications technology. 

One way to show the trend in world trade is to estimate the ratio of exports by all countries to 

total production since the second half of last century. Total world exports in 1950 was 5.5 

percent of world GDP. Sixty years later in 2013, it was approximately 30 percent of world GDP. 

This is nearly six times more important relative to the size of the world economy (Gerber 2018). 

In essence, world trade has grown because of diplomatic efforts and negotiations to facilitate 

trade and reduce tariffs and other impediments to trade. This along with innovations in 

communications technology has enabled businesses to trade more, invest, and locate production 

in different countries. A GM automobile might be considered American in name only because 

many of its components come from a surplus of different countries. One other aspect that has 

become more palpable is the large number of regional trade agreements and bilateral free trade 

agreements among countries. The formation of NAFTA in 1994 is one example. 

What follows in the next section is a discussion of U.S. commercial policy until 2016. The policy 

has seen a shift under the current administration, which has led to disruptions in world trade and 

generated trade tensions between the U.S.’s most important trade partners. The third part of this 

paper shows the effect of tariffs as a trade tool used by the administration in its efforts to reduce 

the trade deficit. The next section provides an explanation of the possible causes of the trade 

deficit. The last part of the paper lays out the possible scenarios that might occur given the 

current approach taken by the Trump Administration on free trade.  

 



 

 

U.S. Commercial Policy 

Commercial policy is comprised of many different elements, including tariffs, quotas, 

restrictions against foreign-owned companies, export constraints, and subsidies. Changes in 

commercial policy are largely linked to major turns of events, such as major economic 

downturns, presidential elections, and wars. The United States has been a trading nation since its 

inception, but there were times in its history when it resorted to imposing high import tariffs 

(Husted and Melvin 2013). 

One example emerged during the 1930s when protectionist measures surged to new highs with 

the Smoot-Hawley Act. In 1948, a broad coalition of governments signed the General Agreement 

on Tariffs and Trade (GATT) to resolve international commercial disputes and negotiate lower 

trade restrictions. Governments around the world were eager to foster international cooperation. 

During the subsequent years, GATT organized rounds of trade negotiations intended to lower 

trade barriers. The result has been a steady decrease in tariffs for the U.S. and the rest of the 

world and by all measures, this has been a resounding success (see figure 1). At the Uruguay 

Round completed in 1994, more formalized refinements were made that created the formation of 

the World Trade Organization (WTO). The Uruguay Round achieved some success in the 

following; services including banking, telecommunications, agricultural products, the rules of 

conduct for direct foreign investment, and property rights that were taken up. Another round of 

negotiations started in Doha, Qatar in 2001, but there has been little progress over the issue of 

agricultural subsidies in the developed countries, which remains unresolved. 

 
Figure 1: Trade-weighted average tariffs by selecting regions and negotiating round 

 

 

What is important to note is that much progress has been made over the years to reduce trade 

impediments, which has promoted freer trade. The United States has argued that multilateral 

cooperation has been beneficial for most and it has revised its commercial policy in accordance 

with the established rules. Nevertheless, U.S. trade law contains measures designed to offer 



 

 

protection against unfair competition or unfair trade practices from other countries (e.g. 

dumping). 

Under GATT a key agreement reached was the most favored nation principle. This is a 

nondiscrimination principle that states all members are to be treated as most favored nations. 

Another important principle was Article III under national treatment. This requires that a 

member government should treat any product produced in another member country no less 

favorably than what is produced domestically. Over the years trade negotiations have allowed for 

preferential trade agreements, which removes trade barriers from its members (e.g. NAFTA). 

Trade negotiations have also focused on antidumping policies and the use of countervailing 

measures when the imported price used is below ‘fair market’ value. That is, a country can 

impose an antidumping duty no greater than the amount of the subsidy. Another article also 

allows for the suspension of its tariff concession temporarily for an industry that might claim has 

experienced injury (e.g. steel imports under G. Bush in 2002). The rules also stress that 

exceptions might be applied by a country for the protection of its health or national security. 

During the past fifty years, there have been changes in international conditions. A major force 

for globalization in the latter part of the twentieth century has been tariff reductions, lower 

transportation costs, as well as reduced impediments to movements of investment capital, and 

more open trade. This has accelerated the degree of integration of the world economy. In the late 

1970s, the United States began to lose its competitive edge and started to run trade deficits. Some 

external factors that contributed to the shift were the emergence of the large less developed 

nations (China, India, Brazil, Turkey); the emergence of Europe and Japan, and the collapse of 

the Soviet Union and Eastern Europe that resulted in the U.S. being less competitive in a number 

of areas, such as textiles and apparel that led a rapid inflow of cheaper imports. Finally, there 

was a surge in a practice known as offshoring (sometimes called outsourcing). All this indicates 

that the world has become more open, trade levels have risen and economies have undergone 

restructuring. A large part of this trend is that governments have loosened impediments to trade 

leading to a greater integration of world goods markets that resulted in increasing the volume and 

value of trade. 

Although multilateral trade negotiations spurred a significant increase in world trade, there is 

also a significant number of bilateral and regional trade agreements that have been established in 

recent years. This is a natural trend since neighboring countries would be better off by engaging 

in free trade. Figure 2 shows the free trade agreements, proposed and implemented between the 

United States since the mid-1980s. The most important in terms of volume and value has been 

NAFTA signed in 1994.  

The United States has been actively engaged with the rest of the world to facilitate trade and 

make it more accessible. Trade agreements, such as NAFTA eliminated barriers to trade and 

encouraged investment between the US, Canada and Mexico. The implementation of NAFTA 

“eliminated tariffs on more than one-half of Mexico's exports to the US and more than one-third 

of US” (Boundless, n.d.). Trade agreements, such as those shown below, created strategic allies 



 

 

which led to the creation of new markets, facilitated production of high-quality goods, lowered 

costs of production and enhanced economic growth. From the mid-1980s until 2016, the United 

States focused on multilateral trade deals. 

 

Figure 2: Free trade agreements, proposed and implemented 

 

During the past five years, more and more trade agreements were signed into order (see Figure 

2), but soon after, there was a decrease in American jobs, high-tech industries began to decline 

and the wage rate remained stagnant for our nation. Obama claimed that the Trans Pacific 

Partnership “broke the record in American exports for the fifth year in a row, selling $2.34 

trillion in goods and services abroad. And here’s why that’s important: The more we sell abroad, 



 

 

the more high paying jobs we support here at home” (The Trans-Pacific Partnership., n.d., para 

2). However, the U.S. has continued to run trade deficits. The reasons for this trend include; the 

U.S. dollar is a reserve currency for the rest of the world, the currency is consuming more than it 

produces, US investors are investing abroad, a lack of competitive edge has emerged and the 

value of the dollar is strong.  

Current Administration  

 

The current US Commercial Policy stems away from previous administrations, promotes 

agricultural subsidies, has tarnished international relationships, has imposed obstacles to trade, 

and allowed the trade deficit to reach record highs. The main initial target for commercial policy 

under the election of Donald Trump in November, 2016 alluded to protecting our domestic 

industries. The purpose of negotiations with foreign nations is to reduce obstacles to trade, but it 

appears as though our current commercial policy is going in the opposite direction. The current 

administration is taking a “pro-business” approach, which has led consumers to question the 

intentions of the federal government. Tariffs allow a few domestic industries to flourish for a 

short period, by making foreign-produced goods more expensive, but are guaranteed to possess 

negative consequences in the long-run. 

The “America First” policy adopted by President Trump undermines international trade law 

because it’s a nationalist approach acts unilaterally without much regard for the rest of the world. 

Free trade is now questioned as a result of Trump’s “withdrawal of the United States from the 

Trans-Pacific Partnership (TPP),  renegotiation of the trade agreements with Mexico and Canada 

(NAFTA) and South Korea (KORUS), blocking of the appointment of the members of the 

Appellate Body of the World Trade Organization (WTO), imposing tariffs on steel and 

aluminum, as well as the escalating tariff spiral between the United States and China”  

("America First" – U.S. Trade Policy under President Donald Trump., n.d., para 2). President 

Trump has his own agenda of policy that does not compare to previous Presidents, and his 

unpredictability leaves our economic stance in question. Time and time again, President Trump 

stresses that certain nations are taking advantage of our country and that we have to level the 

playing field.  

 

Rather than looking at trade as free and open to maximize exchange, Trump views trade as a 

“zero sum game” where a country can win something only at the detriment of the losing party. 

This critical and aggressive approach has changed our relationship with strategic allies, such as 

China, the European Union, Japan and Mexico. Rather than respecting multilateral agreements, 

Trump wants to sign and negotiate deals that change little, but appear opportunistic on paper. 

According to one source, Trump’s motives throughout his presidency have focused on 

“rebalancing American trade relationships by supporting national security, re-negotiating 

outdated and imbalanced trade agreements, aggressively enforcing U.S. trade law, and defending 

American interests at the WTO” ("America First" – U.S. Trade Policy under President Donald 

Trump., n.d., para 2).  

 



 

 

There are significant issues that are being addressed at WTO meetings, but have not gained much 

traction. One of the main concerns for the WTO is subsidies. Developed countries have subsidies 

in place and a contiguous issue has emerged. An example of this phenomenon is that less 

developed countries would prefer to sell more cotton or sugar to developed countries, but the 

U.S. is subsidizing these sectors. The U.S. is not the only player, and the same can be said 

regarding subsidies initiated by countries, such as Japan and France. The less developed 

countries continue to argue that the playing field is not fair and that free trade is becoming an 

abandoned practice. 

 

Specifically for the US, the subsidies provided by the government are going to the large 

exporters and producers, not the small farmers. Furthermore, our country has a lot of grain and 

cheese in storage, which we then provide to less developed countries because of the surplus 

generated and the enforced subsidies. According to one source, the federal government spends 

more than “$20 billion a year on subsidies for farm businesses. About 39 percent of the nation's 

2.1 million farms receive subsidies, with the lion's share of the handouts going to the largest 

producers of corn, soybeans, wheat, cotton, and rice” (Edwards, C., 2018, April 16). Subsidies 

may provide immediate benefits to an industry, but in the long-run they prove to have unethical, 

negative effects for an economy.  

 

Until recently, WTO representatives are walking out of meetings in response to disagreements 

and frustrations regarding decision making. These frustrations are not just taking place at 

meetings, but even on the streets of various countries. France is the “largest agricultural producer 

in the EU and the biggest beneficiary of subsidies under the EU’s Common Agricultural Policy” 

(The common agricultural policy at a glance, 2020, January 28, para 2). French tractors rolled, 

quite literally, into Paris to protest against 'agri-bashing' just this past fiscal year (Wires, N., 

2019, November 27). Other countries are dumping their milk products into rivers in response to 

the considering of ending these agricultural price supports. 

Policy Results and Future  

The trade approach used by President Trump has received mixed results. Under his 

administration, the trade deficit has not been reduced, and there remains disruption for U.S. 

exports and imports.  

Possible scenarios have emerged and could be worsened, as a result of the increase in tariffs 

imposed on foreign imports. The results of the current commercial policy approach includes 

American job losses, lags in manufacturing when the supply chain is disrupted, less bargaining 

power, retaliatory tariffs, and tarnished national competitiveness in terms of technology and 

innovation. The United States is currently in an indefinite freeze in terms of trade negotiations. 

President Trump, along with many American citizens are patiently waiting for the deal that he 

believes will “Make America Great Again”. The result of President Trump’s aggressive 

approach in terms of commercial policy has resulted in various “phases”, and each phase is an 

attempt to restore tarnished relationships and boost our economy.  

Protectionism hurts everyone. We estimate that the Trump administration’s imposition of tariffs, 

along with retaliatory actions taken by our trading partners, will reduce economic output, 



 

 

income, and employment. The Trump administration has so far imposed more than $88 billion 

worth of new taxes on Americans by levying tariffs on thousands of products, which is 

equivalent to one of the largest tax increases in decades (York, E., 2020, January 30). Tariffs 

tend to raise the price of the good, reduce the quantity of imports sold, allow the government to 

collect tariff revenue, and generate a lower sale of world output. Other potential costs of tariffs 

include retaliation measures, deadweight losses, reductions in innovation, and rent-Seeking 

behavior.  

Specific industries are suffering more from the tariffs imposed, and will only continue to suffer if 

there is little progress in the negotiations. Economic research institutes predict significant job 

losses in the United States, as a result of the steel and aluminum tariffs and the potential import 

tax on automobiles (StephanieDhue, 2018, December 11). According to the Peterson Institute of 

Economics, “a 25 percent import tax on automobiles and retaliatory measures could cost 624,000 

jobs in the United States alone effects of these policies” (York, E., 2020, January 30). 

Furthermore, farmers are highly critical of the retaliatory tariffs, as they continue to experience 

major losses in terms of being able to sell their crops in these semi-closed markets.  

The American population can’t help but wonder what the next action is within our economy. In a 

recent study geared towards our current commercial policy, “nearly 3 out of 4 economists 

surveyed by the National Association for Business Economics expect a recession by 2021” 

(Marte, J., 2019, August 19 para 1). Tariffs have proven to have long-term effects, even more 

than the short-term effects our nation is currently facing. To restore our economy, the 

administration will have to promote more commerce rather than use impediments, view trade as 

necessary to enhance growth and aim for more balanced trade.  

Will President Donald Trump continue to serve as the vocal spokesperson to decide on the 

administrative changes needed for our economy?.  In a recent study, “45 percent of respondents 

predicted that the tariffs would have adverse long-term effects on the economy compared with 31 

percent who foresaw positive effects”, but it has become clear that tariffs have hurt American 

businesses and consumers (Marte, J., 2019, August 19 para 2). Although the business community 

is critical of Trump’s tariff policies, the President insisted that America has never been better 

than under his presidency. Time will tell, but damage has already occurred in response to the 

protectionist measures he has adopted. 

Currently, we are waiting for the Phase II of the trade deal with China to ease tariffs for both 

countries. Consequently, the current world epidemic and outbreak of the Coronavirus may result 

in China masking unmet expectations of purchases. China agreed to buy specific amounts of 

United States goods, and in specific industries that are falling behind China’s impressive front, 

but the Chinese economy and the rest of the world are already facing a decline in GDP growth. 

This outbreak is affecting the world economy and it is hard to say if the Phase I deal will 

materialize to the extent that Trump has promised.  

The Coronavirus Pandemic Complicates Matters  

The Coronavirus pandemic has complicated the already strained relationship between the United 

States and China. Just prior to the virus outbreak, the two countries were beginning to cooperate 



 

 

with the initiation of Phase 1 of the trade deal. Some economists believed that the trade tensions 

that lasted over two years between the two countries would soon be resolved. President Trump 

declared on the signing day of this agreement; January 15th, that President Xi Jinping’s and his 

relationship is “the best it’s ever been” (Toh, M., 2020, January 16). As the pandemic spread 

across borders, the U.S. was caught unprepared and the virus spread quickly. As of April 17, 

2020, the US already had more than 36,000 deaths, more than any country in the world. As a 

way of diverting blame, the administration argues that China concealed information and Mr. 

Trump has insisted in calling it the ‘China virus.’ In mid-March the US had denied entry to the 

any one that had traveled to China.  The name calling and posturing has angered the Chinese 

leadership at a time when greater cooperation is required to find a medical cure. All in all, this 

course of action by the trump Administration has not been helpful, on the contrary, tensions are 

at its worse in years between the two countries.  

 

As a result of the pandemic, the world economy has slowed down and the bulk of trade will 

continue to diminish on both ends. The supply chain has been interrupted and the manufacturing 

hub of the world, China, had no choice but to close down many of its factories. Dating back to 

2016, the U.S. administration stressed that manufacturing jobs need to return home. Given this 

current crisis, United States businesses are having a hard time procuring the components they 

need to produce effectively and efficiently. The administration was offering major perks to U.S. 

companies who left China, but this has proven to be a hard feat, and now more so since the 

supply chain has begun to plummet.  

 

At the beginning of 2020, the U.S. Administration was eager to finalize changes in trade with 

China. If under Phase I purchases from China would be fulfilled, the United States would begin 

the preparations of the Phase II deal. In addition to achieving balanced trade with moderated 

tariffs, the main goals of the Phase I deal were to “try to get China to stop its state-owned 

enterprises, to end what the U.S. considers cyberstealing, and to curb the flow of illicit fentanyl” 

according to Trump’s trade advisor Peter Navarro (Jbursz., 2020, January 16). Senator Tom 

Cotton of Arkansas and Representative Mike Gallagher of Wisconsin, recently introduced 

legislation that would “end U.S. dependence on China for pharmaceutical manufacturing,” but 

officials are still concerned of the country’s trade tensions. American and Chinese officials have 

not officially announced if China will abide by its purchase commitment of $200 billion in 

American goods over the next two years, but given the circumstances and the current financial 

slump and the prospects of a severe recession most likely this will not materialize (Crowley, M., 

Wong, E., & Jakes, L., 2020, March 22).  

Concluding Remarks 

As the world has become more integrated, more trade and cooperation among countries in 

different sectors has become more evident. With more open economies, the world has 

experienced economic prosperity. The two biggest players, the United States and China have 

benefitted from greater interaction, but this has also resulted in a growing rivalry as the U.S. has 

experienced worsening trade deficits. The continued dispute between the world’s two biggest 

economies can affect the world market, and the tariff war was the clearest example.  



 

 

Trade strongly dictates the economic stance of a market. The United States continually modified 

its trade policies, but never as it was displayed under the Trump Administration. The trade 

dispute ultimately led to diplomatic tensions with other countries, and has exacerbated a rising 

trade deficit that President Trump strongly disapproves of. Consequently, as a result of 

exogenous factors, the United States and the world are facing a global recession, if not soon, a 

global depression due to the emergence of a hidden virus. Pushing aside the pride of each 

country, there might come a time when the two large nations would be joining forces to 

cooperate more closely to enhance welfare.  

To better understand the rapid evolving current conditions of the market downturn, Figure 3 

shows the direct impact of confirmed COVID-19 cases to the fallout of the financial markets and 

job losses. The stock market is not the economy, but one indicator of how the financial sector is 

performing that gives us a better sense of the overall financial health. According to the 

Washington Post, more than 17 million U.S. citizens have filed new jobless claims between 

March to April, 2020, which is an unprecedented escalation considering the jobless claims 

averaged 353.67 thousand from 1967 until 2020 (Siobhán O'Grady, T. A., 2020, April 9). Data 

released by the U.S. Department of Labor shows that the unemployment rate for the first three 

weeks in April had jumped to over 10%, but economists say it will most likely jump even higher, 

a disruptive spike that we have not seen since the Great Depression (Wolfers, J., 2020, April 3). 

The GDP has diminished since January for both the United States and China, which indicates 

that the economy is heading towards a global recession.  

Figure 3: Change in Economy from January, 2019 to April, 2020, due to COVID-19 

Retrieved from https://www.cdc.gov/coronavirus 
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