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The fundamental tension that often exists in discussions of international trade is that it is both an 
economic and a political phenomenon. Economic principles, seeking the objective of market 
efficiency, often advocate for reducing trade barriers to minimize the “transaction costs” that distort 
markets. The economist’s recommendations are often made from the perspective of maximizing 
overall national or international welfare in the long run. To caricature, the world is one big market and 
free trade is a way to optimize that market’s efficiency. Conversely, politicians are often more sensitive 
than economists to both concentrated and short-run interests. Economic analysis tends to overlook 
the fact that the gains from trade are often diffuse and incremental (lower barriers to trade with China 
make it a little bit cheaper for every American to buy consumer goods), while the losses from trade 
are typically concentrated and immediate (lower barrier to trade with China results in US factory 
workers losing their jobs). This dynamic cannot be ignored in the political realm, where concentrated 
interests with near-term concerns often exert much more influence than diffuse ones.  
 
The Economic Case 
 
The Case for Free Trade 
 
Determining the economic effects of trade is most commonly assessed through the lens of welfare 
economics, which studies economic well-being of different categories of participants in a market. 
Operating under Adam Smith’s classic assumption that the self-interested behavior of individual 
consumers and producers acts like an “invisible hand” in the aggregate to maximize total economic 
benefit, welfare economics helps us to see how anything that gets in the way of matching a willing 
buyer of a product with a willing seller produces a sub-optimal outcome.1 Therefore, to maximize the 
total benefit of all participants, economic policy should strive to help match as many willing buyers 
and sellers as possible.  
 
Building on this, trade theorists employ the principle of comparative advantage to demonstrate that 
trade is a positive-sum, or win-win scenario for all trade partners. Economics shows us that a trading 
partner is always economically better off by focusing on its comparative advantages.  The Saudis can 
produce a barrel of oil for an average cost of less than $10, whereas in the US it costs more than 
double.2   
 
This is where free trade policies come in. Perfectly free trade means that there are no transaction costs, 
or tariffs, incurred by goods that move between trading partners. Imposing a tariff or other trade 
restriction increases the transaction costs, effectively reducing the degree to which each partner has a 
comparative advantage (and thereby an incentive to trade). For example, Saudi Aramco (Saudi Arabia’s 
national oil company) can produce oil at half the price of companies in the US (The Saudis can produce 
a barrel of oil for an average cost of approximately $10.) Assuming that transport costs bring the price 
of Saudi oil imports to $15 per barrel, Saudi Arabia still has a comparative advantage in oil. Under a 
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free trade scenario, US consumers would be able to by Saudi oil for 25% less than US oil. However, 
if the US imposes a 30% tariff on Saudi imports, Saudi oil is now effectively 5% more expensive than 
US oil, US consumers would have no reason to buy Saudi oil, and trade would cease. This outcome is 
economically suboptimal (because consumers are left paying higher prices than is necessary) but may 
be politically advantageous in certain situations.  

 
The Case for Trade Barriers 
 
Although economics shows us that trade barriers tend to make markets less efficient, there are some 
economic arguments in support of situation-specific and industry-specific trade barriers. These 
arguments largely revolve around accepting trade-offs between inefficiency in the overall economy or 
specific industries in the short-to-medium term in order to realize greater efficiencies in the long term.  
  
The most prominent economic argument for selective trade barriers is for “infant industry” 
protection. This argument suggests that domestic industries in capital-intensive sectors (i.e. industries 
with high start-up costs) cannot develop on their own to the point where they can compete effectively 
in the world market. Instead, they require protection from the government, in the form of trade 
barriers, to make these developing industries profitable early on, thereby providing the incentives 
necessary to attract the investments necessary to develop to the point where they can compete 
effectively on the world market without protections. This is based in development economics theories, 
which suggest that economic growth and insulation from economic crises over the long run are highly 
correlated with higher levels of economic diversification and moving higher up the production value 
chain. Infant industry tariff protections are one of the suggestions for incentivizing development in 
key sectors.  
  
Where this often becomes problematic is in the political infeasibility of removing such protections 
once these industries have adequately developed. However, that is a political problem concerning the 
power of vested interests, not necessarily an economic one. Additionally, in a highly developed and 
highly diversified economy like that of the US, this argument for the use of tariffs is less relevant.    
 
The Political Case   
 
Beyond the economic incentives, there are also the political benefits of reducing trade barriers, 
particularly for a country like the US, which has a large domestic consumer market and high global 
demand for many of its goods. In the political sense, removal or imposition of trade barriers is often 
employed as a diplomatic tool.     
 
The Case for Free Trade 
 
Offering preferential access to US markets can often be a powerful incentive to get other countries to 
cooperate on US policy goals. One of the most recent examples of the US attempting to use this 
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approach was in the proposed Trans-Pacific Partnership (TPP). Although the US ultimately declined 
to ratify the trade agreement, its initial intent was as much political as it was economic. Although 
estimates vary, the short- and medium-term economic gains to the US overall were largely forecast to 
be negligible, predicting changes in US GDP and employment rates of less than half a percentage 
point.3  
 
Of particular interest to US policymakers was therefore not necessarily the direct economic gains, but 
the policy changes they could achieve in other countries in exchange for granting tariff-free access to 
US markets. Of importance to US policymakers were the TPP provisions that would make US 
producers more competitive over the long term. Key requirements of the TPP included intellectual 
property protections, weakening of preferential market share for state-owned enterprises to make 
competition with private firms fairer, and elimination of investment rules in other countries that 
disadvantage US investors. Additional requirements advanced US ideals as well, mandating improved 
labor and environmental protections in all signatory countries. From a US foreign policy aspect, 
achieving such concessions from signatory countries in exchange for US market access would be a 
political success.        
 
The Case for Trade Barriers 
 
Arguments for the selective use of trade barriers most commonly pertain to achieving foreign or 
domestic policy goals, beyond the scope of maximizing market efficiency and aggregate economic 
well-being. Often, the decision to impose trade barriers is an explicit trade-off, wherein policymakers 
accept increased economic inefficiency in order to achieve other societal priorities. Economic trade 
theory suggests that free trade is a good way to increase aggregate economic welfare. However, the 
health of a society extends far beyond this one aggregate economic measure. All else held constant, 
liberalizing international trade changes the composition of the country’s economy. Industries that have 
a comparative advantage in the world market are able to sell more, leading to growth of those 
industries. At the same time, industries that cannot compete as effectively in the world market tend to 
shrink. Prices for some products go down, while prices for others go up, shifting consumer 
preferences. As some sectors of the economy flourish and others wither, the distribution of “winners” 
and “losers” in the society changes as well.  
  
In an ideal world, where economic resources like capital and labor are perfectly fluid, resources would 
seamlessly flow from the sectors that are shrinking to those that are growing. However, it rarely works 
that way. For those who lose their jobs due to trade, transitioning to another industry can be a 
challenge and trade adjustment compensation policies have an uneven track record of making up for 
the shortfall. Additionally, there are often national security (see: US Defense Industrial Base) or political 
interests (see: US agricultural subsidies) in preserving certain domestic industries, even if they are 
uncompetitive in global markets. Ultimately, trade liberalization is not always a useful tool for 
addressing income inequality or equitable regional distributions of prosperity. However, these are 
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often important social and political concerns. Therefore, emplacing trade barriers that prevent such 
changes in the economy may be politically desirable, even if they are not economically efficient. 
  
A second general argument for trade barriers is as a diplomatic tool. This leverages access to US 
markets for diplomatic purposes in a way similar to the political argument for free trade, although in 
the opposite direction. In the same way that the US can use the offer of improved market access to 
incentivize other countries to change, it can also threaten to restrict US market access to coerce 
countries to change. Prominent recent examples of this are the current US administration’s use of 
tariffs imposed on Chinese goods with the stated goal of convincing China to strengthen its intellectual 
property protections and reduce barriers to Chinese market access for US businesses.4    
 
International Trade: The Current Environment 
 
The current US administration sees its role in international economic policy as encouraging and 
maintaining “fairness” in the exchange between countries. In their 2017 Wall Street Journal op-ed 
outlining the administration’s national security and international economic priorities, former National 
Economic Advisor Gary Cohn and National Security Advisor H.R. McMaster wrote that the goal of 
the US in the global economy is to “foster a truly level playing field,”5 emphasizing “the importance 
of reciprocity in trade and commerce.”6 In the two and a half years since that announcement, the US 
government’s guiding approach has been to use its privileged position at the center of the world 
economy as a tool to leverage in pursuit of these stated goals. The primary initiatives through which 
the administration has done this are in the renegotiation of both the US-South Korea bilateral trade 
agreement (KORUS)7 and the North American Free Trade Agreement (now known as the United 
States-Mexico-Canada Agreement, or USMCA),8 the imposition of tariffs on steel and aluminum 
imports from several countries,9 and the ongoing imposition of tariffs and import restrictions on 
Chinese goods.  
 
USMCA – Renegotiating NAFTA 
 
In the 2016 US presidential campaign, then-candidate Trump pledged to “renegotiate NAFTA” on 
the grounds that the trade deal had resulted in US job loss, and that a revised trade deal would restore 
those lost jobs.10 Renegotiation meetings between the three participant countries concluded in 
September 2018, and the final agreement was referred to each country for ratification. In the US, this 
authority rests with Congress, where ratification takes the form of a law. Although Mexico ratified the 
USMCA in June, ratification in Canada will likely not occur until after the country’s national elections 
later in October. Ratification in the US has stalled because of Congressional resistance to the new 
agreement.11 In the interim, the existing NAFTA remains in effect. A good conference discussion 
would consider the costs benefits of choosing to ratify the USMCA or not. If the consensus is that 
the USMCA should be ratified, then conference participants should consider options for 
reinvigorating the stalled legislative process.  
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Trade with China 
 
Since July 2018, the United States and China have gone through several rounds of levying and raising 
the rates of tariffs on an increasingly broad spectrum of goods that the two countries trade. This is 
commonly referred to as a “trade war,” where each side is attempting to extract political concessions 
from the other by increasing the costs of trade between the two countries. The first round of tariffs 
was imposed by the US in 2018, with China responding with tariffs on US imports. The stated purpose 
of the tariffs is to force China to correct several policies that the US views as disadvantageous to US 
businesses, such as weak intellectual property protections, high barriers to entry into Chinese markets 
for foreign firms, and allegations of currency manipulation.  
 
Currently, the average US tariff rate on goods imported from China is 18.3%, up from 3.1% in 2017, 
the year prior to the start of the trade war. Once planned US increases and broadening of tariffs go 
into effect in September, the average tariff rate on Chinese goods will increase to 21.5%.12 The intent 
of these tariffs is to create economic problems for the Chinese government. However, the 
interconnectivity of the Chinese and US economies, as well as the degree to which China’s economic 
fortunes influence the global economy makes it difficult to prevent adverse effects on the US. 
Economic theory suggests that in the near term, many of the costs of these tariffs will be passed on 
to US producers (in the form of lost Chinese markets) and consumers (in the form of more expensive 
goods). A good conference discussion would assess the costs and benefits of the current US approach. 
 
Trade tensions with allies 
 
The current US administration, in addition to using trade policy as a weapon against economic 
adversaries, has threatened to impose various trade barriers against countries traditionally considered 
allies. Most notably, the US has threatened NATO allies and others with steel and aluminum tariffs, 
as well as threatening Germany with automobile tariffs and France with wine tariffs. A good 
conference discussion would evaluate the potential economic benefits against the potential political, 
diplomatic, and security costs the US may accrue as a result of taking an economically adversarial 
approach with treaty allies. 
 
Domestic considerations 
 
Any substantive foreign policy discussion must also consider the domestic context within which 
foreign policy is formed. According to Gallup, as of March 2019 the majority of Americans support 
trade, with 67% believing that trade was mostly positive for economic growth and 51% believing the 
same for its effects on US jobs.13 Additionally, as of July 2018 38% of the public believed that US 
tariffs on Chinese goods would hurt US economic growth, while only 16% thought the trade war 
would help the economy.14 Particularly relevant, support for the trade war is waning among farmers 
and rural communities. This is important because rural Americans involved in agriculture make up a 



SCUSA 71  Table Paper:  Trade, Jobs, and Globalization 

 6 

significant portion of the president’s core constituents, while also being among those most exposed 
to the potential adverse effects of a protracted trade war with China.15   
 
In considering public opinion, it is also important to consider which government institutions possess 
the authority to act on the public’s preferences in the realm of international economic policy. The 
executive branch often takes the lead in drafting international economic policy and advancing US 
interests abroad. Broadly, this is done diplomatically through the State Department’s foreign service 
officers and economically through the Treasury Department’s attachés. Specific to trade policy, US 
initiatives and negotiations are primarily led by the Office of the US Trade Representative, which is a 
part of the Commerce Department.  
 
However, Congress retains the constitutional authority to regulate international commerce. In addition 
to approving or negating potential trade agreements negotiated by the executive branch, this means 
that Congress reserves the right to override many of the international economic policies advanced by 
an administration. A recent example of this was Congress’ inclusion of a provision on a 2017 Russian 
sanctions law that prevented the president from removing the sanctions without congressional 
approval. A good conference discussion should consider not only the ideal US economic policies, but 
also the political feasibility of realizing such policies, given the domestic constraints of the American 
political system.   
 
The Way Ahead 
 
The current US administration has relied heavily on the tools of economic diplomacy to advance many 
of its foreign policy goals. This approach continues to use the threat or imposition of trade restrictions 
as a primary tool. A good conference discussion would assess both the feasibility of such an approach 
accomplishing its intended goals, as well as the short- and long-term costs and benefits. Such an 
analysis should consider both the direct and indirect effects on the US economy. The U.S is a unique 
economic actor in that it is not only the world’s largest economy, but also its largest debtor.   The US 
dollar also remains the world’s primary reserve currency. This means that US policymakers must 
balance the power that comes from possessing such unique economic diplomacy tools with the 
knowledge that the US position at the center of the global economy means that it is rarely insulated 
from adverse economic outcomes in other large economies. Every action the US takes in regard to 
trade policy will likely have both positive and negative effects for the US economy.       
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Questions for Consideration 
 

1) How does the United States balance its desire to increase overall wealth through open 
international markets, while protecting domestic growth and jobs? 

 
2) What are the security implications of economic openness? 

 
3) How should the United States pursue its economic interests in international markets? 

 
4) To what degree can trade policy address current US domestic and foreign economic 

challenges? 
 

5) How should the United States address the “losers” from changes to trade policy? 
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