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What kind of trade policy will the United States have under President Donald Trump? This
is a hot issue, as Trump has made unorthodox pronouncements on trade issues during
and after the election campaign. If he acts on even some of the positions he took, it will

create a sea change in trade policy in the US and possibly the world.

Trump has recently emphasised that he will take the US out of the Trans Pacific
Partnership Agreement (TPPA) on his first day of office, and renegotiate the North
American Free Trade Agreement (NAFTA).

He called them a disaster for the US. He was probably referring to the claim that many of
manufacturing jobs lost in the US in recent years were due to free trade agreements
(FTAs) and the overseas relocation of US companies. He is also probably blaming trade

agreements for the US’ huge trade deficits.

Most economists however have a different view. They attribute US job losses mainly to

technological change.

There are legitimate fears that Trump’s “Put America First” slogan, when applied to trade,
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will lead to an increase in trade protectionism.

Trump has threatened to raise tariffs on products from China and Mexico by as much as
45%. Trump in his campaign accused China of being a “currency manipulator”. If a country
is so labelled by the Treasury Department it could be grounds under US law to slap extra

tariffs on its products.

President Obama came under pressure from many Congress members and economists to
do just that, but he smartly resisted as he realised it would trigger a very nasty trade war
with China.

It is possible Trump will also climb down from this populist stance once he is President. For
a start, China’s currency is not under-valued and currently its government is trying to

prevent (not encourage) its currency from further sliding.

Secondly, taking trade action against China on currency grounds would be against the
rules of WTO, and China should be able to successfully take a WTO case against the US

for any such action.

Finally, China has warned it will retaliate if the US were to take protectionist actions. An
article in the Beijing-based Global Times spelled out how the country would cancel its
orders of Boeing aircraft, restrict US auto and I-phone sales in China and halt US soybean

and maize imports, while a number of US industries would be impaired.

But if an across-the-board tariff hike is out of the question, the Trump administration is
likely to consider taking more trade-remedy action on a range of products from China and

other countries by claiming they are being dumped or unfairly subsidised.

There are loopholes in the WTO rules on trade remedies which have made these a
favourite protectionist tool. A country can slap on high tariffs against an imported good
from another country by claiming its price is artificially low because it has been “dumped”

(exported at a price lower than the domestic price) or unfairly subsidised by the state.

But if the exporting country complains and a WTO panel rules that the actions were
wrongly taken, there is no penalty imposed against the offending country which is only
asked to lift the tariff. Meanwhile the aggrieved country has lost many years of export

earnings. Moreover, the same actions can again be taken against the same country, thus



perpetuating the protection.

We may see a rise in such trade-remedy actions under President Trump, especially if he is

counselled against taking the more blatant route of imposing an all-out tariff wall.

But we can also expect tit-for-tat counter-action of the same type by the affected countries,

in a global spiral of protectionism. That will be in nobody’s interest.

The new Trump presidency is also expected to usher in a major change in how the US
(and eventually many other countries) will perceive free trade agreements. Trump’s
objection to the TTPA and NAFTA seems to be based on the issue of goods trade, that the
template of these agreements seems to favour the exports of the partner countries at the

expense of the US.

Trump said he would instead “negotiate fair bilateral deals that bring jobs and industry
back.” This appears to be neo-mercantilist and against the free-trade principle, but it is this

kind of “America-first” populism that helped propel him to power.

If the new US policy moves in this direction, what is to prevent other countries from doing
likewise? “Free trade” or “fair trade” will be interpreted by each country in ways that favour

it, and many of the present rules will have to be set aside.

However the FTAs are much more than trade, and they became unpopular with the public
in the US and elsewhere not only because of the threat of cheap imports taking over the
market of local producers, but also because of the non-trade issues that are embedded in
most recent FTAs, including FTAs between developed countries, and those between

developed and developing countries.

One of these issues include investment rules aimed at liberalising foreign investment and
financial flows, with an especially controversial section that gives rights to foreign investors

to take cases and make claims against the host government in an international tribunal.

Another issue is the strengthening of intellectual property rules that favour multinational
companies at the expense of local consumers. A most unpopular effect is a tremendous
rise in the cost of some patented medicines through the additional curbing of competition

from cheaper generic drugs.



Other issues include the opening up government procurement to foreign firms on a
national-treatment basis, thus reducing the share of local businesses in this huge sector;
the liberalisation of the services sectors, which for some countries may affect the cost of
basic services that are normally performed by the public sector; and, in the most recent
FTAs, the establishment of new rules overseeing the policies and behaviour of state-

owned enterprises.

The structure of this kind of North-South FTAs is mainly unfavourable to developing
countries in general. While a developing country can get some benefits on the trade
component through better market access to the developed country, the non-trade issues
are usually against their interests as the developed countries are far stronger and have the

upper hand in the areas of investment, intellectual property, services and procurement.

However, civil society groups in the developed countries also find the non-trade issues
against the public interest. For example, the investor-state dispute system undermines the
ability of these countries to set their own environmental or health policies, and the tighter
intellectual property rules impede access to medicines and knowledge in these advanced

countries as well.

Through the recent FTAs, sensitive areas and issues that were previously under the
purview of the national government are now subjected to new and intrusive rules that
cramp the space that countries (whether in the South or North) normally have to set their

own policies.

Both the trade and non-trade issues have made the “trade agreements” highly
controversial. Civil society groups in developing countries have been expressing their

concerns that the public interest and national sovereignty are being undermined.

At the same time, the public in developed countries, including in the US, Europe, Canada,
Australia, New Zealand and Japan, have become disillusioned and even outraged by the

effects of the FTAs their governments signed or proposed.

The anti-FTA movement became so strong in the US that it helped boost the unexpectedly
good showing by Bernie Sanders in the Democratic primaries, pressurised Hillary Clinton
to pledge her opposition to the TPP, and enabled Trump to ride on and add to the “anti-

trade” emotions in his campaign.



The heightened focus on trade policy during and after the US elections is a good time to

review what works and what does not work for the public interest in trade agreements.

It is becoming clear that trade agreements have become overloaded with many issues that

do not belong to an agreement originally designed for trade in goods.

For example, there is a history and logic to the “non-discrimination” and “national
treatment” principles established for trade in goods among countries, and even then there
is a debate on the conditions under which the application of these principles bring about

mutual benefits in trade.

The same principles and template are often inappropriate when applied to non-trade
issues for which they were not designed. Creating rules based on these principles and
including them in trade agreements can lead to imbalances and unequal outcomes among

the partners, and even adverse consequences for all the partners.

However in recent years the scope of trade agreements has grown to include more and
more issues, to which the original trade principles have been applied, leading to more and

more contention and unpopularity.

The overloaded agenda in FTAs gives trade a bad name, with people being confused

between trade, trade policy and trade agreements. Many people who are disgruntled with
trade agreements also become unhappy with trade per se, and the benefits that trade can
bring get mixed up with and overwhelmed by the contentious non-trade issues, and trade

ends up being condemned as well.

It is important, at this moment of an imminent Trump presidency, to clarify the difference

between trade and trade agreements, and to review the whole issue of trade policy.
A good outcome would be to design new agreements that are mutually beneficial in the
trade aspect to all partners, whilst removing the controversial non-trade issues from the

agenda. And this could be part of a broader pro-development trade agenda.

But this is not likely to be the new agreements being envisaged by the Trump team. The

danger is that these may be even worse than the existing ones.

We risk entering a new era where the US, and maybe some other developed countries as



well, are tempted to promote extreme trade protectionism, whilst retaining or expanding the
unpopular non-trade issues in the trade agenda because it is in the interest of their

corporations.

We might end up with a new type of “America first” agreements, in which a Trump
administration ensures that the US can curb imports whilst championing its exports, thus
reducing the trade benefits to its partners; while at the same time strengthening the rules in
non-trade issues like intellectual property and liberalising financial services that favour US

corporations but are against the partners’ interests.

That would be the worst of both worlds, at least for developing countries.

It is thus crucial for policy makers and thinkers in developing countries to rethink what kind
of trade is good for their economies, what kind of trade policy would correspond to that
positive trade performance, and what kind of trade agreements would be good to have and

which types should be avoided.
It is also time to rethink the role of the World Trade Organization and reaffirm the priority of
developing a balanced and pro-development multilateral trading system. If (and that is a

big if) the WTO could evolve into such an ideal system, there would be no need or less

need for bilateral trade agreements.
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