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Adam Smith on free trade

•“Not only the prejudices of the 
public, but what is much more 
unconquerable, the private 
interests of many individuals, 
irresistibly oppose it . . . ”





http://fred.stlouisfed.org/graph/?g=jY08


Bad Ideas                    Steel industry



Trump trade premises

1. U.S. is most open market in the world

2. Other countries don’t offer reciprocal market access, 
treat U.S. unfairly

3. U.S. “losing” & others “winning”

4. How do we know? → U.S. trade deficit



Adam Smith

• “Nothing, however, can be more absurd than this whole doctrine of 

the balance of trade, . . . When two places trade with one another, 

this doctrine supposes that, if the balance be even, neither of them 

either loses or gains; but if it leans in any degree to one side, that one 

of them loses and the other gains in proportion to its declension from 

the exact equilibrium. Both suppositions are false.” 



Problems with Trump approach

1. Misunderstanding the causes of the trade deficit

2. Wrongly blaming trade agreements for outcomes 
(yet complaints about reciprocity)

3. Alienating friends & allies, no new agreements



US trade deficit

• Consumption > Production

• Reflect capital inflows from abroad, NOT trade agreements

• Trump policies will increase trade deficit
• Increase in fiscal deficit (large ↑G, large ↓T) – more 

borrowing



Actions so far . . . 

• Withdraw from Trans-Pacific Partnership (TPP)

• Renegotiate NAFTA, KORUS

• Safeguard protection (washing machines, solar panels)

• National security protection (steel, aluminum, and cars?!?)

• Tough line with China? (threatens 25% tariffs on $150 billion imports)

• Disable WTO dispute settlement system











NAFTA renegotiation

• Was renegotiated in TPP

• Odd demands
• Trade balance trigger?
• 5-year sunset
• Tighter rules of origin (85% for autos!)
• Break into bilaterals
• Dispute settlement – eliminate investor-state provision











Selective protection

• Escape clause (Section 201) – washing machines & solar panels

• National security (Section 232) – steel and aluminum & CARS!!











Commerce Secretary Wilbur Ross





• "So now we will also impose 
import tariffs. This is basically a 
stupid process, the fact that we 
have to do this. But we have to 
do it. We will now impose 
tariffs on motorcycles, Harley 
Davidson, on blue jeans, Levis, 
on Bourbon. We can also do 
stupid. We also have to be this 
stupid."



Auto sales
2017



• Return of Section 301

• Threatens 25% tariffs on $150 
billion of US imports from China



Demands on China
(May 2018)





Back to the 1980s?
• Similar concerns:

• trade deficit
• old industries (autos, steel)
• Section 301 - unfair trade (Japan, now China)

• Problematic responses:
• Managed trade, VERs, VIEs

• Big differences
• Trade deficit stable today
• Reagan dealing with recession – no one asking for protection today!!
• Reagan had strategic vision of freer trade & stronger multilateral system 





Problems with Trump approach

• Misunderstanding the causes of the trade deficit

• Wrongly blaming trade agreements (yet complaints about reciprocity)

• Alienating friends and allies, no new agreements



July 2017



October 2017



March 2018



March 2018



Why exercise in futility?

• Won’t reduce trade deficit

• Won’t bring back manufacturing jobs

• Won’t lead to “better” trade agreements

• Risks retaliation to detriment of exports





Adam Smith

• “Commerce, which ought naturally to be, 
among nations, as among individuals, a 
bond of union and friendship, has become 
the most fertile source of discord and 
animosity.”
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