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In this article, two key questions are asked: why has the General Agreement on Tariffs and

Trade (GATT) and its predecessor the World Trade Organization (WTO) worked in terms of

multilateral tariff reduction and promotion of global trade, and to what extent will it act as a

constraint on economic nationalism? To answer these two questions, three themes are laid out in

the article: first, the seminal economic model rationalizing the economic logic of the GATT/

WTO is assessed; second, the perceived relevance of the GATT/WTO in a world of increasing

regionalism is discussed; and third, the robustness of the GATT/WTO legal framework and dis-

pute resolution mechanism is evaluated. The key conclusion is that the underlying economic

logic of the GATT/WTO is still relevant, but that enforcement of the cooperative agreement

will likely be placed under significant strain with the threat of increased protection, and even a

potential trade war.
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Since the high-point of global protection fol-
lowing U.S. implementation of the Smoot-
Hawley Tariff Act of 1930, successive rounds
of trade negotiations under the auspices of
the General Agreement on Tariffs and Trade
(GATT) have resulted in substantial reduc-
tions in manufacturing tariffs by developed
countries (Bhagwati 1991; Irwin 1995;
Bagwell and Staiger 2002; Rose 2004), as well
as commitments in the Uruguay Round of
GATT to cut agricultural tariffs and place

constraints on support for domestic agricul-
ture (Anderson 1994). Against this back-
ground, the election of President Trump
presents a significant challenge to the global
trading system. Already, his administration
has chosen not to not ratify the Trans-Pacific
Partnership (TPP), renegotiation of the
North American Free Trade Agreement
(NAFTA) is ongoing, and the prospects of a
U.S.-China trade war have increased. The
United States has imposed tariffs on imports
of Chinese solar-panels, steel and aluminum,
and is threatening to impose tariffs on a
range of Chinese goods valued at $50 billion.
In response, China imposed tariffs on
imports of U.S. sorghum, processed pork and
has also indicated it will impose tariffs on
$50 billion worth of U.S. goods, including
aerospace products and soybeans. There is
also considerable unpredictability in this
administration’s trade policy: despite having
left TPP, the President recently signaled and
then backed away from an interest in its suc-
cessor, the Comprehensive and Progressive
Agreement for Trans-Pacific Partnership
(CPTPP).

These uncertainties pose a particular threat
to the agricultural sector. The Doha Round
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of the World Trade Organization (WTO) has
been stalled in large part due to disagree-
ments over agricultural issues. Following the
Nairobi Ministerial Conference in 2015,
WTO members agreed to eliminate agricul-
tural export subsidies as part of a targeted
package of agricultural policy reforms (FAO
2017). However, progress made on a broader
set of agricultural issues has not been suffi-
cient to close the round (Hufbauer et al.
2015). Agriculture is also central to the ongo-
ing NAFTA renegotiations. While agricul-
ture represents only 7% of total U.S. trade
with Mexico and Canada, intra-NAFTA
trade is critical for certain agricultural prod-
ucts. For example, approximately one third
of U.S. corn and beef exports went to Mexico
and Canada in 2016 (Hendrix 2017). If the
current administration were to pull out of
NAFTA and other trade agreements, it
would erase the progress made toward global
integration of the agricultural sector.

The rhetoric and actions of both the
President and the members of his administra-
tion suggest current U.S. trade policy can be
characterized as economic nationalism.
Despite considerable discussion in the politi-
cal science literature about its precise mean-
ing (Pickel 2003), the current article follows
convention by defining economic nationalism
in terms of the doctrine of mercantilism
(Sheldon 2018). This is clear from the
President’s inaugural address:

“We must protect our borders from
the ravages of other countries
making our products, stealing our
companies, and destroying our jobs.
Protection will lead to great pros-
perity and strength.” (President
Trump, January 20, 2107)

In this context, two key questions are asked
in this article: how has the GATT/WTO
achieved multilateral tariff reduction and
promoted global trade, and to what extent
will it act as a constraint on economic nation-
alism? To answer these two questions, the ar-
ticle is divided into four sections: first, the
model originally developed by Bagwell and
Staiger (1999) to rationalize the economic
logic of the GATT/WTO is outlined; second,
the approach to trade policy of the current
administration is set in the context of this
model; third, the perceived relevance of the
GATT/WTO in a world of increasing region-
alism is discussed; and fourth, the robustness

of the GATT/WTO legal framework and dis-
pute resolution mechanism is evaluated. The
two key conclusions of the article are: first,
the underlying economic logic of the GATT/
WTO is still relevant, but that enforcement
of the cooperative agreement will likely be
placed under significant strain with the threat
of increased protection, and even a potential
trade war; and, second, the only logical rea-
son for the United States to pull away from
the cooperative game that characterizes the
GATT/WTO is that there has been a substan-
tive shift in the political economy of trade
policy, combined with the current administra-
tion’s view of trade agreements as a zero-sum
game.

Background to and Economic Logic of
GATT/WTO

Success of GATT/WTO

By some simple metrics, the GATT, and its
successor the WTO, has been very successful.
GATT/WTO has established a rules-based
system for world trade based on a set of prin-
ciples enshrined in the GATT Articles, along
with a dispute settlement system, that have
been universally accepted and respected by
its members (Baldwin 2016). Membership
has grown from the twenty-three countries
that signed the GATT in 1947 to 164 coun-
tries today. WTO members account for more
than 95% of both global trade and GDP
(Williams 2008). Over the seventy years of its
existence, there have been eight rounds of
trade negotiations, resulting in average indus-
trial tariffs being reduced to less than 4%, al-
though it should be noted that there is quite a
bit of heterogeneity in the level of bound tar-
iffs across both countries and industries
(Bagwell, Bown, and Staiger 2016; Baldwin
2016).

There have been several empirical studies
that have explored the relationship between
membership of the GATT/WTO and coun-
tries’ trade flows. The initial finding by Rose
(2004) came as something of a shock to trade
economists and policy analysts: membership of
the GATT/WTO was not correlated with in-
creased trade flows as compared to nonmem-
ber countries. Not surprisingly, this generated
a body of research seeking to overturn
Rose’s (2004) result, including, inter alia,
Subramanian and Wei (2007), Tomz, Goldstein
and Rivers (2007), and Balding (2010).
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Subramanian and Wei (2007) provide the most
robust response to Rose’s (2004) findings, their
econometric analysis being much more consis-
tent with theoretical treatment of GATT/
WTO. Specifically, they argue that the impact
of a country’s membership of GATT/WTO
will depend on three dimensions: first, what a
country does with its membership; second, with
which other countries a country negotiates;
and, third, which products are covered in trade
negotiations. Their econometric results are
consistent with these predictions: industrial
countries that participate in reciprocal trade
negotiations enjoy a significant increase in
trade, bilateral trade is greater when both
countries engage in tariff reduction as com-
pared to when only one country does, and sec-
tors such as agriculture that were not covered
by trade negotiations exhibit little or no
increases in trade. It should be noted, however,
that in subsequent empirical work, Grant and
Boys (2012) find that, countries’ agricultural
trade has been significantly increased by their
membership of GATT/WTO.

These results, subsequently confirmed by
Chang and Lee (2011) and Eicher and Henn
(2011), have been interpreted in the context
of developing countries receiving special and
differential treatment (SDT) under GATT/
WTO rules (Bagwell and Staiger 2014).
Specifically, developing-country members of
GATT/WTO have been exempted from its
reciprocity norm, that is, developing coun-
tries get a “free pass” on any tariff cuts nego-
tiated between industrialized countries
through the most favored nation (MFN) rule
by not being expected to cut their own tariffs.
The motivation for SDT is ostensibly that de-
veloping countries would be able to gain
greater access to developed country markets
under MFN. However, Bagwell and Staiger
(2014) argue that, by not lowering their own
tariffs, developing country resources are
retained in inefficient import competing sec-
tors. In a simple general equilibrium setting,
this acts as a tax on their export competing
sectors, that is, in trade negotiations,
“. . . what you get is what you give . . .”
(Bagwell and Staiger 2014, p. 99). Therefore,
the conclusion to be drawn from the extant
empirical research is that membership of
GATT/WTO can be characterized as the out-
come of a cooperative game that is Pareto-
superior in some sense for its members, and
particularly those that engage in reciprocal
tariff-cutting.

Economic Logic of GATT/WTO

Orthodox trade theory suggests that a small
Country should unilaterally cut its tariffs,
gains from trade occurring through speciali-
zation and exchange. This is not necessarily
the case if a country is large enough to influ-
ence its terms-of-trade, or if public policy is
influenced by government preferences other
than maximization of national income. In
other words, economic analysis of GATT/
WTO is about seeking a logical explanation
for why a country would seek to be part of
such a trade agreement, despite these unilat-
eral incentives to raise tariffs. We might also
ask, if it is Pareto-improving to be part of a
cooperative agreement, why would a member
undermine that agreement or leave it
altogether?

In order to answer the first question, the
bare bones of the seminal approach to model-
ing GATT/WTO is described, the reader in-
terested in more technical details being
directed to the considerable body of work by
Kyle Bagwell and Robert Staiger (e.g.,
Bagwell and Staiger 1999, 2002, 2005, 2010,
2014; Bagwell, Bown, and Staiger 2016).
Using their notation, the workhorse model
for their approach is a simple two-good two-
country general equilibrium model, where
the home country has a comparative advan-
tage in producing good y, and the foreign
country has a comparative advantage in pro-
ducing good x. Local relative prices are
p � px=py and p� � p�x=p�y in the home and
foreign country respectively, while world pri-
ces are pw � p�x=py, and in the absence of tar-
iffs p � pw � p�. If home and foreign tariffs
are s and s� respectively, market-clearing
local and world prices can be written as,
p ¼ pðs; ~pwÞ; p�ðs�; ~pwÞ, and ~pwðs; s�Þ, the
following conditions being assumed, dp=ds
> 0 > dp�=ds� and @~pw=@s < 0 < @~pw=@s�,
that is, each country’s tariff drives a wedge
between local and world relative prices,
giving protection to their import-competing
sector, but at the same time each country is
large enough to be able to improve their
terms-of-trade through a tariff. The welfare
functions of the home and foreign govern-
ments are defined in terms of relative prices,
Wðp; ~pwÞ and W�ðp�; ~pwÞ, respectively. Given
that local prices determine the level and
distribution of factor incomes in each coun-
try, various government preferences dis-
cussed in the political economy literature can
be captured, including national income
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maximization (Johnson 1953; Mayer 1981),
and political lobbying models (Grossman and
Helpman 1994, 1995). It is also assumed
that holding its local relative price fixed, both
home and foreign governments value an
improvement in their terms-of-trade,
W~pwðp; ~pwÞ < 0 < W�

~pwðp�; ~pwÞ.
If there is no trade agreement, the home

and foreign countries play out a Nash equilib-
rium in tariffs, the first-order conditions de-
fining optimal tariffs being:

ð1Þ Wp þ kW~pw ¼ 0;

W�
p� þ k�W�

~pw ¼ 0;

where k¼½ð@~pw=@sÞ=ðdp=dsÞ�< 0; and k�¼
½ð@~pw=@s�Þ=ðdp�=ds�Þ�< 0. The expressions in
equation (1) reflect the balance that each
government strikes with respect to the local
and world relative price effects of their tariff
choices. In terms of local relative price
changes, there is a trade-off between the po-
litical benefits of redistribution to factors
employed in the import-competing sector and
any deadweight losses to domestic consum-
ers. With respect to world relative price
changes, the improvement in one country’s
terms-of-trade necessarily results in a worsen-
ing of the other country’s terms-of-trade, that
is, each country shifts some of the costs of
their protection onto the other country.

Essentially, it is the cost-shifting externality
that results in Nash equilibrium tariffs being
inefficient (Bagwell and Staiger 1999). Given
that Wp < 0 < W�

p�, each government would
like to lower their respective tariffs in order
to reduce the domestic distortion and gener-
ate more trade, but if done unilaterally they
suffer a worsening of their terms-of-trade,
given kW~pw > 0 > k�W�

~pw . Bagwell and
Staiger’s (1999) insight is to argue that, if the
terms-of-trade externality can be neutralized,
it will be Pareto-improving for both countries
to lower their tariffs. In other words, suppose
that neither country’s government cared
about terms-of-trade effects, Wp � 0 and
W�

p� � 0; from equation (1), optimal tariffs
will be set to satisfy domestic political objec-
tives, that is, Wp ¼ 0 and W�

p� ¼ 0. These tar-
iffs are termed “politically optimal tariffs,”
which would either be zero if each govern-
ment seeks to maximize national income
through free trade, or they would be positive
in order to satisfy domestic political-lobbying
constraints, but importantly, they are lower

than Nash equilibrium tariffs. Therefore, if
countries enter into a trade agreement, they
will seek mutual reductions in tariffs that will
generate a Pareto improvement, with equilib-
rium tariffs being located on the efficiency lo-
cus. Necessarily, “politically optimal” tariffs
satisfy this condition, but they are only one of
several tariff combinations on the efficiency
locus.

Given this model structure, Bagwell and
Staiger (1999) argue that application of the
principle of reciprocity in GATT/WTO does
result in welfare-improving tariff reductions.
Specifically, reciprocity means that for either
country to offer a tariff concession, it requires
a tariff concession from the other country
such that the world relative prices remains
unchanged, that is, terms-of-trade effects are
ruled out. Tariff-cutting continues until one
of two conditions is satisfied: one country’s
government achieves its preferred local price
before the other, that is, Wp ¼ 0;W�

p� 6¼ 0 or
Wp 6¼ 0;W�

p� ¼ 0; politically optimal tariffs”
are achieved, that is, Wp ¼ 0 and W�

p� ¼ 0. Of
course, the idea that trade negotiators are
concerned with the technicality of terms-of-
trade effects is likely unrealistic, but as
Bagwell and Staiger (2010) point out, this
concept can be expressed in terms of market
access. A tariff, while creating a terms-of-
trade benefit for the importing country, also
results in a loss of market share for the
exporting country. In other words, from a
practical standpoint, trade negotiations are
about mutual concessions on market access.1

Reciprocity also helps explain the idea be-
hind “withdrawal of equivalent concessions”
as part of the dispute settlement mechanism
of GATT/WTO. Standard game theory
would suggest that both home and foreign
countries have an incentive to deviate from
the low-tariff equilibrium that results from a
trade agreement. Consequently, in a standard
repeated game, the punishment for not ad-
hering to a trade agreement is reversion to
the static Nash tariff equilibrium, that is, a
trigger strategy (Zissimos 2007). In practice,
the rules of GATT/WTO seek to maintain
the balance of concessions and avoid the use
of punitive actions (Staiger 1995). Essentially,
if the home country were to raise its bound

1 There is a growing body of empirical evidence supporting
the terms-of-trade theory of trade agreements, e.g., Broda,
Lim~ao, and Weinstein (2008), Bagwell and Staiger (2011), Bown
and Crowley (2013), and Dhingra (2014).

4 July 2018 Amer. J. Agr. Econ.

Downloaded from https://academic.oup.com/ajae/advance-article-abstract/doi/10.1093/ajae/aay060/5074454
by Ohio State University Libraries user
on 15 August 2018



tariff, this would imply a loss of previously
negotiated market access for the foreign
country. Assuming that this action is not
“abusive,” under GATT/WTO rules, the for-
eign country is allowed to withdraw an
amount of market access equivalent to what
the home country has withdrawn, a punish-
ment path that is subgame-perfect (Zissimos
2007). However, if the home country deviates
in an “abusive” manner, there is reversion to
the trigger strategy, that is, there is an indefi-
nite suspension of GATT/WTO obligations,
both home and foreign countries setting Nash
tariffs (Zissimos 2007).2 In other words, the
objective of GATT/WTO rules is to ensure
that retaliation by one country against the uni-
lateral action of another is proportionate,
thereby minimizing the chance of a trade war.

As well as reciprocity, the principle of non-
discrimination in GATT/WTO also requires
that tariffs be applied on an MFN basis, that
is, in the simple model, if the home and for-
eign country agree to lower their tariffs, those
tariff cuts should be extended to any other
country that is a member of GATT/WTO.
Importantly, MFN in combination with reci-
procity can minimize the risk of third-country
spillovers (Bagwell and Staiger 2005, 2010).
Suppose the home country exports good y to
two foreign countries, and imports good x
from both countries. In addition, the home
country may consider setting discriminatory
tariffs on its imports of good x from the two
foreign countries. In this case the composition
of trade volume matters; that is, the home
country would want to import more from the
foreign country on which it imposes a higher
tariff, export market shares of the two foreign
countries depending on their specific world
and local relative prices. Consequently, MFN
removes any local relative price effects due to
discriminatory tariffs, leaving a single world
relative price as the only mechanism through
which tariffs can create externalities.

In a multilateral setting, MFN allows for
reciprocity to be applied in a sequence of bi-
lateral bargains between countries where the
risk of concession erosion is eliminated
(Bagwell and Staiger 2010). Suppose that the
home country chooses to enter into reciprocal
tariff reduction with foreign country 1, but

each offers their respective tariff cuts to for-
eign country 2 under MFN. The end result is
that given foreign country 2 keeps its tariff
fixed, negotiations between the home and for-
eign country 1 under MFN ensure that there is
a single world relative price that remains
unchanged, that is, foreign country 2 experien-
ces no change in its export volume. It should
be noted, however, that without reciprocal tar-
iff cuts by the home and foreign country 1, the
world relative price will change, thereby af-
fecting foreign country 2’s export trade vol-
ume—in other words, MFN on its own is not
sufficient to prevent concession erosion.3

Economic Nationalism in the Context of
GATT/WTO

Is it possible to rationalize the trade policy
approach of the current administration in the
context of this large body of theoretical and
empirical evidence on the GATT/WTO? If
the existing tariff equilibrium is on the effi-
ciency frontier, and has until now been politi-
cally optimal, there are no obvious gains to
economic welfare to unilaterally raising tar-
iffs, that is, it should be renegotiation-proof
(Bagwell and Staiger 1999). However, it is
possible that the existing tariff equilibrium,
while on the efficiency frontier, is no longer
politically optimal, and is, therefore, not re-
negotiation proof. Given sufficient domestic
political changes within the United States, it
might be optimal for the current administra-
tion to withdraw some tariff concessions un-
der GATT Article XXVII, after which the
affected country(ies) would be permitted to
withdraw equivalent concessions.

These two arguments are described in
figure 1. Given home U.S. and foreign coun-
try tariffs, s and s�, EE is the efficiency locus,
PO and R describing two specific efficient tar-
iff combinations. The relevant iso-world-
price loci, pPO

w and pR
w, run through these two

tariff combinations, that is, neither country’s
terms-of-trade vary along these loci. Finally,
the loci along which tariffs result in Wp ¼ 0
and W�

p� ¼ 0 are shown for the United States
and foreign country, respectively. These loci
only intersect at the politically optimal point
PO where there is a multiple tangency between

2 From a game-theoretic standpoint, these results draw on
Friedman’s (1971) “Nash-threats” theorem, i.e., if the foreign
country withdraws more than an equivalent amount of market
access, this will trigger indefinite imposition of Nash tariffs.

3 Empirical evidence supporting the reciprocity and non-
discrimination principles in GATT/WTO negotiations can be
found in Bown (2004), and Lim~ao (2006, 2007).

Sheldon, Chow, and McGuire Trade Liberalization and Constraints on Moves to Protectionism 5

Downloaded from https://academic.oup.com/ajae/advance-article-abstract/doi/10.1093/ajae/aay060/5074454
by Ohio State University Libraries user
on 15 August 2018



the iso-welfare contours W and W� and the
iso-world price locus pPO

w . If the U.S. economy
has actually reached this point after successive
rounds of trade negotiations, it cannot be
Pareto-improving for it to raise its tariffs unilat-
erally, that is, it is renegotiation proof.4

Suppose instead that the U.S. economy
starts at a point such as R, the locus Wp (not
shown) being sufficiently close to R such that
at the margin, there is no incentive to with-
draw any tariff concessions. Suppose instead
that the current U.S. administration has dif-
ferent political objectives to those held by
the previous administration, the locus being
W 0

p. This puts pressure on the United States
to withdraw some tariff concessions, the for-
eign country responding by withdrawing
equivalent concessions in such a way as to
preserve the world price ratio at R0 where
the United States now maximizes welfare.
Under these circumstances, there may be a
rationale for the United States to withdraw
tariff concessions, but its willingness to do so
is constrained by the retaliation allowed to
the foreign country by the GATT/WTO
rules.5

The key to this argument is that the prefer-
ences of the current administration have
shifted enough in favor of renegotiating pre-
vious tariff concessions in the GATT/WTO.
Why would they choose to do this? First, one
could appeal to a political lobbying model
such as Grossman and Helpman (1995).
Following Maggi’s (2014) stripped down ver-
sion of this model, assume a home and for-
eign government, k¼ h, f, where each
maximizes the sum of their aggregate social
welfare Wk and contributions Ck from lobby
groups, where members of lobbies own a spe-
cific factor of production such as human capi-
tal used in combination with labor to produce
two traded goods, j¼ 1, 2. The policy instru-
ment available to each government is a tax/
subsidy sk

j depending on whether the traded
good is imported/exported. A trade agree-
ment is signed if it maximizes the joint sur-
plus of both governments and lobbies, the
resulting net trade policy for goods j¼ 1, 2
being:

Figure 1. Tariff equilibrium

4 Bagwell and Staiger (1999) show formally that politically op-
timal MFN tariffs are also renegotiation proof under reciprocity.

5 If political objectives have changed at the initial equilibrium
R in figure 1, it is not an empty threat for the US to seek to move

to R’. It increases its welfare at the expense of the foreign coun-
try, even though the latter withdraws equivalent concessions,
thereby maintaining world relative prices. Of course to avoid
such renegotiation, both countries should have sought a tariff
equilibrium closer to PO in the first place. Also, a significantly
larger deviation from R by the United States will provoke a trig-
ger strategy by the foreign country, pushing tariffs to the Nash
equilibrium.
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j ¼ 1 if a lobby exists in the sector

producing good j, ak is the weight attached to
social welfare, ak � 1, gk

j is the price elastic-
ity of import demand (export supply) for
good j, and m

f
j =y

f
j is the market share of

imports (exports) for good j. The intuition of
equation (2) is straightforward: if good j is an
import/export for the home/foreign country,
the net policy outcome of the trade agree-
ment is very sensitive to whether there is a
lobby in industry j and also the weight at-
tached to social welfare. Therefore, drawing
on this model, the United States could be
seeking to increase the tariff in an import-
competing sector where either a lobby has
become active, and/or less weight is being at-
tached to social welfare, that is, the dead-
weight costs imposed on individual voters are
not weighed as heavily in the policymaker’s
decision calculus. Of course, by the logic of
reciprocity, the foreign country will also seek
to increase the tariff in its import-competing
sector, in order to maintain the balance of
concessions made in the original trade
agreement.

However, this argument is difficult to rec-
oncile with empirical research by Fajgelbaum
and Khandelwal (2016), who find that the
burden of increased protection is likely to fall
disproportionately on individuals at the lower
end of the income distribution, many of
whom likely voted for President Trump. In
addition, if the U.S. import-competing indus-
try has been long in decline, by the logic of
Freund and €Ozden (2008), the level of pro-
tection should be declining not increasing, as
sensitivity to losses in the sector diminishes,
an argument they support empirically with
reference to the U.S. steel industry.

Interestingly, under the Trade Expansion
Act of 1962, Section 232, the current adminis-
tration has authorized tariffs to be levied on
U.S. steel imports due to a perceived threat
to national security, and the argument that
excess capacity in the Chinese steel sector has
resulted in their dumping steel on the world
market (Bown 2018), that is, the current ad-
ministration is seeking to push sh

j � sf
j � 0.

The Chinese have already responded propor-
tionately by levying tariffs on an equivalent
amount of imports of U.S. goods such as
processed pork, and Japan has also

threatened retaliation if they are not
exempted from the tariff (Fujikawa 2018; Li,
Zhang, and Hart 2018). The latter raises an
interesting point: initially, the tariff was tar-
geted at all major exporters of steel to the
United States, but since its announcement,
permanent exemptions have been agreed
with Argentina, Australia, and Brazil, and
imposition has been postponed in the cases of
Canada, the European Union, and Mexico;
that is, the United States is acting in a dis-
criminatory manner in its application of steel
tariffs (Lawder 2018). However, if the current
administration is doing this to manipulate
both world and local relative prices in order
to extract maximum tariff revenue, why not
target tariffs at the largest suppliers of steel
to the United States such as Canada and the
European Union, as opposed to a relatively
small supplier such as China? Of course, the
current administration may be using the
threat of steel tariffs against Canada and
Mexico in order to extract concessions in the
NAFTA renegotiations as opposed to explicit
bilateral opportunism.

A second possibility is that the United
States is seeking to rebalance trade with
countries with whom it has a bilateral trade
deficit, the objective being to negotiate
“more reciprocal” tariffs with such countries.
For example, the current administration
seems to believe that reciprocity should result
in uniform reciprocal tariff rates, that is, if
the United States has a tariff rate of 2.5% on
automobiles, then China should also have a
2.5% tariff on automobiles (Bown, Staiger,
and Sykes 2017). However, this view does not
appear to recognize the exact nature of reci-
procity in GATT/WTO which incorporates
the notion of “first-difference” reciprocity,
i.e., “. . . tariff cuts are to proceed via bargain-
ing that reflects a balance of perceived advan-
tage at the margin rather than
by . . . perceived full equality of market ac-
cess and reverse market access (or what in
modern American parlance, is pithily de-
scribed as ‘level playing field’) . . .”
(Bhagwati 1988, p.36).

Third, it is possible that the current admin-
istration does not fully appreciate the GATT/
WTO “latecomers” problem. While develop-
ing countries such as Brazil, India, and China
might like to offer tariff cuts in the GATT/
WTO, developed countries such as the
United States do not have much to offer in
new rounds of reciprocal tariff-cutting, that
is, there is essentially “globalization fatigue”
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(Bagwell and Staiger 2014). Bown, Staiger,
and Sykes (2017) argue that the way to ap-
proach this problem, is not through “leveling
the playing field,” that is, unilaterally threat-
ening to raise tariffs if developing countries
such as China do not lower their tariffs but in-
stead seek a new reciprocal trade bargain
within the GATT/WTO. Bagwell and Staiger
(2014) address this issue in terms of how to
“make room” for the developing countries at
the GATT/WTO table. Specifically, they ar-
gue that the traditional reciprocal exchange
of market access through tariff concessions
will have to be replaced with an approach
that involves developed countries lowering/
eliminating their agricultural export sector
subsidies, thereby improving the terms-of-
trade of developing country agricultural
exporters, in exchange for which developing
countries reduce their tariffs on imports of
manufactures.

The overall conclusion to be drawn is that
the current administration’s objective func-
tion differs from those of previous adminis-
trations. While previous administrations
participated in decades of successful rounds
of multilateral tariff cuts, the current admin-
istration is following a path of economic na-
tionalism and pushing back with threats of
not playing by the accepted rules of interna-
tional governance. The approach of the cur-
rent administration is to address what they
see as “unfair trade practices” by following
unilateral policies, renegotiating or withdraw-
ing from trade agreements, and threatening
to apply import protection (Handley and
Lim~ao 2017). Essentially, President Trump
believes that his approach to bargaining will
be much more likely to get a “better deal” for
the United States (Bown, Staiger, and Sykes
2017). In other words, rather than being the
win-win of reciprocal and multilateral ex-
change of market access as a resolution to an
inefficient Nash tariff equilibrium, it would
seem that trade agreements are instead per-
ceived as a zero-sum game, where until now,
the United States has typically lost, and its
trading partners have won.

This view of trade agreements certainly
appears to characterize the current adminis-
tration’s attitudes towards dispute settlement
within GATT/WTO, where it has been block-
ing the appointment of judges to the WTO’s
Appellate Body (Keynes and Bown 2017).
Essentially, the current administration feels
that in the WTO’s dispute settlement process,
the United States is being denied the benefits

it signed up for. Specifically, U.S. Trade
Representative Robert Lighthizer is of the
view that these benefits included the right to
impose anti-dumping duties, and the fact that
the United States has lost a significant num-
ber of cases involving anti-dumping actions,
means that the judges are denying the United
States its benefits (Wroughton 2017).

However, this conclusion seems to be
based on a narrow reading of the history of
the WTO’s dispute settlement process. In
fact, the WTO’s dispute settlement system
was developed during the Uruguay Round at
the insistence of the U.S. Congress
(Payosova, Hufbauer, and Schott 2018). The
United States has made frequent use of the
system, initiating or participating in 112 com-
plaints between 1995 and 2016. Of course, the
United States has also been a frequent target
of complaints, responding to a total of 130
over the same period (Leitner and Lester
2017). Those skeptical of the WTO argue
that its dispute settlement process is biased
against the United States, citing the fact that
the United States has lost approximately
90% of the adjudicated cases where it was
named as a respondent (Stewart and Drake
2017). This ignores the fact that the United
States has also won approximately 90% of
the adjudicated cases in which the United
States was a complainant (Ikenson 2017).
Rather than indicating an anti-U.S. bias, this
indicates that governments are strategic in
which cases they allow to go through adjudi-
cation. In fact, almost two thirds of all dis-
putes raised are settled voluntarily without
ever being adjudicated in the formal dispute
settlement process (Johannesson and
Mavroidis 2016).

Regional Trade Agreements

At the same time that the current administra-
tion has expressed skepticism about multilat-
eral trade agreements, they have
demonstrated an interest in negotiating
smaller, especially bilateral, trade deals
(Porter 2017). One notable example is the
ongoing effort to renegotiate NAFTA.
Although the current administration has
expressed a willingness to walk away from
NAFTA if they are not satisfied with the pro-
cess (Gillespie 2017), the negotiations con-
tinue. This stands in stark contrast to
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withdrawal from TPP in January of 2017
without any attempt to renegotiate the deal.

The current administration’s decision to re-
negotiate NAFTA but not TPP is puzzling
when comparing the content of TPP with the
current administration’s NAFTA renegotiat-
ing objectives. Both include increases in mar-
ket access for American goods, and both
include so-called “deep integration” meas-
ures, also known as “WTO-extra” provisions.
These commitments extend beyond the areas
covered by the GATT/WTO. They typically
target the harmonization of domestic regula-
tory standards, including labor and environ-
mental standards as well as protection for
foreign investors and intellectual property.
These have become the target of trade nego-
tiations as firms increasingly rely on
“offshoring” some parts of their production
processes to other countries in order to re-
duce costs. Today, approximately 40% of the
value of exports is derived from imports, and
trade in intermediate goods represents over
half of all merchandise trade (Lamy 2014).
“Deep integration” would help firms avoid
the costs of dealing with inconsistent regula-
tory standards across multiple countries.

Deep integration has become important
for U.S. farmers as agricultural supply chains
have stretched across national borders, the
pork industry being a telling example. In
2014, approximately 4.9 million pigs were
imported into the United States from
Canada. These pigs were finished with cheap
U.S. corn and soybean meal on farms in the
Midwest before finally being slaughtered and
processed in U.S. facilities. Some of the
resulting pork products were then re-
exported to Canada and Mexico (Hendrix
2017). The central importance of these trade
agreements to U.S. agriculture has led several
agricultural industry groups to express con-
cern over the Administration’s approach to
trade negotiation. After the current adminis-
tration announced it would pull out of TPP,
the National Cattlemen’s Beef Association
(NCBA) issued a press release expressing
concern that the Trump administration was
acting “. . . without any meaningful alterna-
tives in place that would compensate for the
tremendous loss that cattle producers will
face without TPP or NAFTA” (NCBA 2018).
Similarly, the American Farm Bureau
Federation (AFBF) has stated that the cur-
rent NAFTA renegotiation “. . . must protect
gains achieved in agricultural trade and work

to remove remaining barriers to trade with
Canada and Mexico” (AFBF 2017).

One way to interpret President Trump’s
skepticism toward the WTO and (begrudg-
ing) embrace of NAFTA is simply as an ex-
tension of the global trend away from
multilateralism toward Regional Trade
Agreements (RTAs). Although President
Trump’s particular brand of regionalism may
be more accurately described as bilateralism.
This may reflect a bias identified by Bhagwati
(1994) as the tendency of U.S. politicians to
“. . . mistakenly identify multilateralism with
America’s postwar altruism” (p. 29).
Movement toward RTAs might be seen as an
attempt to act in the U.S.’s own best interests.
Whether this engagement with RTAs will ul-
timately lead to progress on multilateral
trade agreements is still an open question.

Will RTAs Lead to Multilateral Trade
Liberalization?

Since the early-1990 s there has been a rapid
expansion in the number of RTAs, 445 being
in force by 2017 (WTO Secretariat 2017).
This shift to regionalism has led economists
to consider whether or not RTAs increase
global economic welfare, that is, in the words
of Bhagwati (1994), are they “building blocs”
or “stumbling blocs” toward multilateral
trade liberalization? Ever since Viner (1950),
economists have been skeptical of the effi-
ciency implications of RTAs. Although
RTAs reduce trade barriers, they are, by defi-
nition, discriminatory, granting concessions
to only a select few trade partners. RTAs
may reduce global welfare if they lead to
trade diversion, which occurs when RTA
members import from less-efficient producers
inside the agreement rather than the more ef-
ficient producers outside the agreement.
Discriminatory tariff cuts can also create op-
portunities for “bilateral opportunism”
(Bagwell, Bown, and Staiger 2016). Bilateral
opportunism exists when two parties to an
RTA agree to reduce tariffs on each other’s
goods, improving their terms-of-trade at the
expense of excluded partner(s). As noted ear-
lier, concerns like these are why MFN has
been central to the GATT/WTO since its
inception.

Aghion, Antr�as, and Helpman (2007) pro-
vide a framework to understand trade nego-
tiations where a leading country such as the
U.S. either bargains multilaterally with all
other countries simultaneously or
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sequentially negotiates RTAs with subsets of
countries which may or may not lead to a mul-
tilateral agreement, termed a “grand coalition.”
Assuming all countries maximize aggregate
economic welfare (national income plus con-
sumer surplus), and the leading country is will-
ing to make side payments to other coalition
members, it is shown that RTAs will generally
be building blocs toward a multilateral agree-
ment.6 As long as the benefits of the grand coa-
lition are greater than either the sum of the
benefits under no agreement, or the sum of the
benefits under an RTA excluding at least one
country, RTAs will eventually lead to a multi-
lateral agreement. Importantly this result holds
regardless of whether or not an initial RTA
generates a price “externality.” If an initial coa-
lition lowers (raises) the world price of the
good exported by an excluded country, the
leading country will prefer sequential (multilat-
eral) bargaining in order to minimize the size
of its side payments, the equilibrium trade
agreement being multilateral.

The result that RTAs are not stumbling
blocs to multilateral agreements is condi-
tional on markets being competitive as well
as policymakers maximizing a country’s ag-
gregate economic welfare. To understand
this, we can draw again on Grossman and
Helpman’s (1994, 1995) model of trade policy
formation as the outcome of competition
among domestic interest groups. In their full
model, policymakers maximize a weighted
sum of aggregate economic welfare and the
welfare of industry-specific interest groups
whose members can earn additional profits
from trade policies offered by politicians
seeking campaign contributions.

Political competition among special inter-
est groups, both inside and outside the RTA,
can lead to a “domino effect” that draws
more and more countries into the agreement
(Baldwin 2006). If it is assumed that the
country starts in political equilibrium, an ex-
ogenous shock that expands the RTA will ex-
pand exporting sectors in member countries
states relative to import-competing sectors.
This translates into a shift in the relative sizes

of their campaign contributions, and political
movement towards expanding the RTA. If
expansion of the RTA imposes negative ex-
ternalities on the remaining nonmembers,
that is, through terms-of-trade effects, this
will also strengthen the special interest
groups pushing to join the RTA within non-
member countries.

However, as Aghion, Antr�as, and Helpman
(2007) note, this kind of political competition
does not guarantee that RTAs will always ex-
pand to form multilateral agreements. An RTA
might actually prevent the formation of a multi-
lateral agreement if the RTA imposes positive
externalities on the excluded country. Suppose
that the leading country along with a second
country both import a good from a third coun-
try, the second country imposing a higher tariff.
If the leading country and the second country
form an RTA, the price of the good falls in the
second country relative to the leading country,
resulting in increased import demand from the
newly-expanded RTA, and an increase in the
world price. As a consequence, profits earned
by pro-trade political interest groups rise in
both the leading country and excluded country
but fall in the second country due to the fact
that the increase in the world price does not
compensate its political interest groups for the
reduction in its level of protection. Politicians in
the leading country prefer this outcome to that
of a multilateral agreement because the payoff
to its special interest groups is higher than un-
der a multilateral agreement where profits
would fall; therefore, no further expansion of
the RTA is likely to occur.

Future Negotiations

Will the current administration’s focus on bi-
lateral and regional trade deals ultimately
produce a multilateral agreement? Its willing-
ness to renegotiate NAFTA at least shows
that progress can be made toward lowering
trade barriers between the US and its part-
ners. However, the current administration’s
unwillingness to negotiate multilaterally or in
mega-regionals such as TPP may ultimately
be self-defeating. There is a real danger that
RTAs will stop the progress of multilateral
negotiations. While the current administra-
tion may believe it can achieve “a better
deal” in bilateral or small regional trade
deals, only multilateral negotiations can fully
realize the gains from trade.

6 Side payments among the members of existing RTAs can be
rationalized in terms of an exchange of concessions on non-trade
related issues such as agreements on product and labor standards
(Aghion, Antr�as, and Helpman 2007). Side payments help ensure
the expansion of customs unions by transferring a portion of the
gains from expanding the RTA to the losers among the existing
RTA members. Without these mechanisms, RTAs are more
likely to stall Bhagwati (1992).
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WTO Dispute Settlement and Protectionism

Although the U.S. political objective function
seems to have changed, the institutional fea-
tures of the WTO have not. The WTO dis-
pute settlement system is considered to be
one of the WTO’s crowning achievements. It
ensures reciprocal and proportionate
responses when countries fail to uphold their
obligations under the WTO. It is difficult to
quantify exactly how effective the dispute set-
tlement mechanism has been. First, most dis-
putes are settled without being adjudicated.
Second, WTO members may disagree about
whether or not an action constitutes compli-
ance with a dispute settlement ruling. Finally,
respondents may not fully comply with a rul-
ing, but complainants may choose not to
press the issue because some other arrange-
ment has been made among the parties. In
2013, the outgoing chair of the Dispute
Settlement Body (DSB) estimated the com-
pliance rate (broadly defined) among WTO
members to be 90% (Bashir 2013).

However, the dispute settlement system
may be less effective in an era of rising eco-
nomic nationalism as exhibited by some of
the policies of the current administration. To
understand why this is the case, we must start
with a basic understanding of how the dispute
settlement system works to resolve trade dis-
putes. The ultimate goal of the dispute settle-
ment system is to bring a non-conforming
measure, law or regulation issued by a WTO
member into compliance with the obligations
of the WTO as set forth in its agreements. All
other types of remedies, such as compensa-
tion or retaliation (both further explained be-
low), are seen as temporary measures with
the goal of inducing compliance.

WTO Dispute Settlement and Trade Remedies

To bring an action within the dispute settle-
ment system, the complaining party must show
a “nullification or impairment” of a trade bene-
fit in order to assert a viable claim against an
offending party. One can view this as a require-
ment that the complaining party must show an
injury cognizable under the WTO. This is the
standard that is adopted in the WTO Dispute
Settlement Understanding (DSU):

General Agreement on Tariffs and
Trade Article XXIII
Nullification or Impairment

1. If any contracting party should consider
that any benefit accruing to it directly or
indirectly under this Agreement is being
nullified or impaired or that the attain-
ment of any objective of the Agreement is
being impeded as the result of
a. the failure of another contracting

party to carry out its obligations under
this Agreement; or

b. the application by another contracting
party of any measure, whether or not
it conflicts with the provisions of this
Agreement, or

c. the existence of any other situation,

the contracting party may, with a view to
the satisfactory adjustment of the matter
make written representations or proposals
to the other contracting party or parties
which it considers to be concerned. Any
contracting party thus approached shall
give sympathetic consideration to the rep-
resentations or proposals made to it.

To begin with, note that under Article
XXIII, an action cannot be brought before
the WTO DSB until a “nullification or
impairment” of a benefit has already oc-
curred. In other words, the WTO dispute set-
tlement system does not contemplate any
type of relief to prevent an injury; in general,
the injury must have already occurred before
any relief is possible. Contrast this position
with a domestic legal system such as that of
the United States in which it is possible under
the right circumstances to obtain injunctive
relief to prevent an injury from occurring
when such a possibility is imminent. The
WTO lacks the power to issue injunctive re-
lief to prevent a harm from occurring; this
type of relief is not possible within the WTO
and this can be considered one of its short-
comings. The result of this deficiency in the
WTO is that the global trading system must
have first suffered a trade distortion in the
form of a protectionist trade measure before
any type of relief can be sought. The relief
that is sought must then undergo a set of pro-
cedures and a decision-making process that
can last several years before a decision is
reached.

Now assume that the current administra-
tion makes a sudden unilateral decision to
raise tariffs on imports above the bound
WTO rate. The United States is implementing
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a new set of protectionist measures meant to
protect local industry from import competi-
tion. In this situation, the nation that is subject
to the sudden increase in tariffs on its imports
can assert the “nullification or impairment” of
a trade benefit, that is, the U.S. decision to im-
pose a higher tariff than the bound WTO
rate. The nullification or impairment is the re-
sult of U.S. failure to carry out its obligations
under the WTO to apply the WTO tariff rate
(GATT Article XXIII(1)(a)). The aggrieved
nation can then bring an action within the
WTO dispute settlement system subject to
the rules of the WTO DSU. Further assume
that the aggrieved nation wins the WTO case
and the WTO issues a decision finding that
the United States is in violation of its WTO
obligations. In this event, the WTO dispute
settlement body will “recommend” that the
United States bring the offending measure,
that is, the higher tariff, into compliance with
its WTO obligation, that is, the United States
lowers the tariff rate to the lawful WTO rate.
At this point, under the WTO procedures, the
United States has a reasonable period of time
to comply with the recommendations of the
DSB (DSU Article 21.3).

If the United States fails to follow the rec-
ommendation of the DSB within a reason-
able time by removing the offending higher
tariff, the aggrieved party can seek compen-
sation from the offending party (DSU Article
22.2). Providing compensation is a voluntary
decision on the part of the offending party,
the United States in this hypothetical case.
Compensation in this context does not refer
to a monetary payment but the granting of
additional concessions on the part of the
offending party to benefit the aggrieved
party. For example, the United States could
agree to impose zero tariffs instead of the
bound WTO rate on certain imports from the
aggrieved party, which would provide a finan-
cial benefit or compensation to the aggrieved
party. As compensation is a voluntary mea-
sure on the part of the offending party, the
current administration might refuse to pro-
vide compensation. At this point, the ag-
grieved party can seek authorization from the
DSB to impose countermeasures in the form
of suspending trade concessions, such as low
tariffs on U.S. imports, given to the offending
member (DSU Article 22.3). Although the
WTO uses the term “countermeasures,” this
is really a form of trade retaliation. The ag-
grieved member can ask for and may receive

authorization to impose higher tariffs on
imports from the United States. Retaliation,
like compensation, is viewed by the WTO as
a form of political pressure to induce the
offending member to bring its non-
conformity measure into compliance with its
WTO obligations. In other words, retaliation,
like compensation, is meant to induce the
United States to lower its tariffs.

Trade retaliation is viewed as an extreme
measure and is rarely invoked, but trade re-
taliation is problematic and may be the weak-
est part of the WTO dispute settlement
system, at least in relation to powerful states.
Trade retaliation may create effective pres-
sure on weaker trading states to comply with
the WTO, but trade retaliation creates the
possibility that powerful states, such as the
United States, will refuse to comply for many
years and simply live with retaliation. This
policy could mean that in the event of a trade
dispute arising from the current administra-
tion’s imposition of higher tariffs as a protec-
tionist measure, the current administration
will ignore any adverse decision of the WTO
and simply live with the consequences of any
WTO authorized trade sanctions. Living with
trade retaliation, while arguably against the
spirit of the WTO is in line with its letter. In
fact, the current administration might further
escalate trade tensions by imposing addi-
tional protectionist trade measures as a form
of counter retaliation against the aggrieved
country.

The WTO as an Ineffective Deterrent against
Trade Protectionism

The structure of the WTO dispute settlement
system is based upon the good faith of the
WTO members, peer pressure, and an overall
desire of all WTO members to maintain the
viability and credibility of the WTO system.
In the event that a powerful country such as
the United States is determined to impose
protectionist measures that promote its own
view of economic nationalism as opposed to
multilateralism as the basis of the modern
trading system, there is little that the WTO
can do. A powerful country like the United
States can simply decide to live with any
sanctions authorized by the WTO, an option
that is permitted under the DSU. The WTO
dispute settlement system, as presently orga-
nized, will not be able to operate as an effec-
tive deterrent to the type of nationalistic
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policies that the current administration has
announced that it intends to follow.

Conclusion

The election of Donald Trump as U.S.
President has resulted in adoption of eco-
nomic nationalism in the form of mercantil-
ism. The approach of the current
administration is a radical departure from
that of previous administrations and is in fun-
damental tension with the GATT/WTO. The
basic approach of the GATT/WTO has been
shown to be remarkably successful in reduc-
ing trade barriers and in increasing trade vol-
umes through eight successive rounds of
trade negotiations and through the wide-
spread implementation of GATT/WTO obli-
gations, such as reciprocity and MFN. The
key conclusion of this article is that the eco-
nomic logic of the GATT/WTO is still rele-
vant and effective and, if undisturbed, should
continue to result in future trade liberaliza-
tion and increases in trade volumes.
However, the adoption of economic national-
ism by the Trump administration poses a sig-
nificant threat to the continuing function of
the GATT/WTO system.

Underlying President Trump’s economic
nationalism is a basic departure from the or-
thodox view that trade is a positive-sum game
with mutual benefits for all or most nations
that abide by the rules set forth in the GATT/
WTO. Replacing this is the view that trade is
a zero-sum game, and as a consequence, the
current administration is seeking to influence
its terms-of-trade in a way that will allow the
United States to benefit at the expense of its
trading partners. A key finding of this article
is that there is a major contradiction in this
approach: in seeking to satisfy his political
base through implementing tariffs on U.S.
imports of goods such as steel and aluminum,
President Trump also stands to reduce that
same base’s purchasing power through tariffs
on a range of imports from China. While ex-
tant political economy models do recognize
that members of lobby groups also consume
traded goods, future research might be fo-
cused on developing a better understanding
of whether it is ever politically optimal to
pursue trade policy that simultaneously bene-
fits and hurts a subgroup(s) of voters.
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