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Assessments of the Trump administration’s recent tariff announcements have been breathless 
and lack sufficient political context. This note delves into political aspects of trade that often get 
overlooked in economic and business dialogues. 
 
The US in not on the cusp of trade war 

Notions of a trade war are overblown. It is in other countries’ interest to be more measured.  

• Because of the large trade surpluses China, Mexico, Germany and other countries have with 
the US, surplus countries have more to loose in any trade war scenario. Their economies 
are also much more dependent on exports. It is not surprising therefore, that the $60b in Section 
301 IP-related tariffs announced against China were met with only a $3b response from Beijing. 
(China may announce more in the future.) 

• Decisionmaking in the White House has been unconventional and erratic, and other 
capitals are unlikely to emulate this behavior and pursue paths of patient negotiation and 
lobbying. Prime Minister Trudeau and Chancellor Merkel epitomize this strategy. Not surprisingly, 
the White House has announced major country exemptions to steel and aluminum tariffs. 

• While Beijing can be nimble with policymaking, the Xi administration faces many conflicting 
domestic interests regarding trade and protectionism. Also, the Trump administration's 
transactional approach to trade actually matches well with China's transactional bent, and the 
Xi administration is looking for ways to cut a deal. While the White House has been cagey, 
Beijing is looking to cut a market access deal. 

• There are many technological and economic drivers of trade that mitigate against an econ-
omic warfare scenario. For example, if the US scraps NAFTA, the Mexican peso is likely to 
devalue further than it already has, counteracting increased export cost. In any event, higher 
tariffs will not overcome the fact that labor costs in Mexico are about 1/7 those in the US. 

• Trade liberalization continues to move forward around the world. Eleven TPP countries 
approved the pact without the US on March 8. Two weeks later, African leaders agreed to 
create the African Continental Free Trade Area. 

• What hasn’t received as much attention is the Trump administration’s much stricter use of the 
CFIUS process to restrict proposed foreign investment that is perceived as a strategic 
threat. Proposals in Congress to significantly expand the jurisdiction of CFIUS could have a 
significant long-term impact on cross-border trade and investment. 

Globalization has an optics problem 

It is important to distinguish between the economic and political rationales for free 
trade. While the economic merits of free trade have been supported by centuries of research, 
there is an evolving political context which shouldn’t be ignored. ! 
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• Regardless of how the economic relationship is sliced and diced, US-China trade is not 
balanced and it is often not fair. The international business community has talked, quietly, for 
years about a lack of fairness in China which the administration is now taking up. Similarly, the 
Europeans have grown increasingly concerned with China and they are now worried that 
Chinese producers which suffer from over capacity will divert more cheap steel and aluminum 
to their market. Fairness, and for whom, must be explicitly addressed when talking about trade. 

• The US has opened its markets over the past several decades but adequate mitigation 
efforts for job dislocation have not been put in place. Moreover, it is not easy to train, 
retrain, and relocate workers—especially those with limited skills and economic means. At the 
same time, the benefits are not evenly distributed: Global “gateway” cities such as Los Angeles 
and New York, London and Paris are prospering while their hinterlands just 100 miles away are 
lagging. This has created the perception that the benefits of free trade accrue disproportionately 
and globalization leaves the losers to fend for themselves. Chile, on the other hand, has done a 
much better job of managing the societal benefits and costs of free trade. 

• Global free trade had its roots in Washington's geopolitical agenda to rebuild Europe and Japan 
after World War II and to capitalize on American economic preeminence. Those conditions are 
now past, so more compelling geopolitical justifications for free trade must be made. 
Also, economic liberalism and prosperity were thought to promote political liberalism. This has 
not occurred in Russia or China—which became much more integrated into the global 
economy in the 1990s and 2000s—and it is not surprising that the hardening of the US 
economic stance against both countries has coincided with recent authoritarian leadership 
events there. NAFTA was pitched as a way to promote prosperity and reform in Mexico, but 
over the past 25 years, Mexico has underperformed emerging markets as a whole, deep 
poverty and economic exclusion have not been ameliorated, and migration pressures have 
persisted. (Poor governance is the source of Mexico’s economic malaise and free trade can’t 
really solve that problem, although it may ease domestic political pressure do something about 
it.) In the EU, there is frustration with German trade and fiscal policies which are seen as 
undermining the competitiveness of its neighbors. 

• Free trade, along with business and technology innovation, have radically changed international 
economic and business relations. It is realistic to expect that trade rules should not be set in 
stone but adjusted periodically to reflect changing economic, business, and social conditions. 

• US-China economic tensions are rising in tandem with growing sense that China has become 
a formidable geostrategic competitor—in South and East China seas, in cyberpace, and 
with its Belt and Road and Made in China 2025 ambitions. It is important to note that on the 
same day that the White House announced its IP-related sanctions, the head of the FBI testified 
to Congress about the pervasiveness of Chinese economic and political espionage and that 
China increasingly is pursuing political influence tactics similar to Russia. Despite 
macroeconomic costs, trade is going to suffer as the US-China geostrategic stand-off heats up. 

• Finally, the trade drama is occurring within a much larger political context in the US 
characterized by a pervasive sense of personal insecurity related to tech-driven job 
redundancy due, cyber breaches, economic inequality, and the rapidly rising cost of education, 
housing, and healthcare. Establishment politicians are seen as remote and ineffective at dealing 
with these structural challenges. People feel out of control and are saying “enough” and political 
entrepreneurs and the Kremlin are stepping in to exploit this vulnerability. Similar forces are at 
work in the UK, Italy, and France and they are unlikely to dissipate in the foreseeable future. ! 


