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INTRODUCTION

With the inauguration of the new US-president protec-
tionism in the world of international trade reached a 
new level. The United States of America is currently 
the world’s largest single market, in which the US cit-
izens earn one of the highest worldwide per capita 
incomes of 58,000 US dollars. Due to its economic size, 
economic policy measures, in particular trade poli-
cies, have a far-reaching impact on global economic 
developments. The consequences of a protectionist 
US trade policy may not only be limited to economic 
dimensions, but can also have important political and 
social implications. 

Against this background, this article quantifies 
the economic consequences of US protectionist trade 
aspirations. Our analysis focuses on trade policy 
scenarios, which have been communicated by the cur-
rent US administration as potential new trade policies 
to date. We draw on the results of a recent study of 
the ifo Institute conducted on behalf of the Bertels-
mann Foundation.1 In the first simulation, a retrac-
tion from the North American Free Trade Agreement 
(NAFTA) is considered. The study then illustrates the 
potential consequences of a ‘Border Tax Adjustment’ 
(BTA) policy. Finally, further measures to protect the 
US market are simulated by presuming an increase 
in American duties. The study presents the robust 
quantitative results that can be 
expected if an increasingly pro-
tectionist US trade policy were to 
be implemented. The results are 
intended to contribute to deci-
sion-makers’ and stakeholders’ 
ability to critically assess the risks 
that such policies entail. 

GROWING PROTECTIONISM

In the wake of the global financial 
crisis in 2008/09 and the resulting 
economic stagnation in the Post-
Doha round within the World 
Trade Organisation (WTO), lead-
1	 Yalcin et al. (2017).

ing trading nations strived to conclude new regional 
trade agreements (RTA) to advance progress in global 
trade liberalization in individual regions. These 
agreements included the Transatlantic Trade and 
Investment Partnership (TTIP), aimed at improving 
economic relations between the EU and the United 
States, and the transpacific trade agreement between 
the United States and a multitude of Pacific-Pacific 
countries (Trans-Pacific Partnership ‒ TPP). Prevail-
ing literature suggests that free trade agreements 
lead to a reduction of tariffs and non-tariff barriers 
(such as the mutual recognition of product standards) 
‒ see e.g. Bergstrand et al. (2015). In the mid-1990s, 
30 trade agreements were ratified each year. This rate 
fell to 26 during the financial crisis, and since 2011 the 
average amount of ratified FTAs has fallen to 10. At 
this point, it is important to mention that these new 
agreements are deeper and farther reaching than 
their predecessors and include, for example, public 
procurement, services and regulatory chapters.

The ratification of free trade agreements can 
help to foster growth through structural reforms, for 
example, which are needed in times when the com
petitiveness of the industrial countries is eroded, 
especially compared to that of advanced developing 
countries like China or India. Thwarting such initia-
tives may not be a good idea. The relative gridlock 
of the ratification of new trade agreements certainly 
cannot be compared to the rise of the protectionist 
era; but the data shows that the global trend towards 
explicit protectionist measures has been growing 
for several years. Trade protection measures, such 
as anti-dumping tariffs, tariffs, quotas, or other pro-
tective duties implemented for a certain number of 
product lines is a good indication. Admittedly, these 
measures are regulated through international trade 
laws and might even be justified, but they still occur 
in terms of protectionist aspirations. The share of 
product lines affected by such protective measures 
increased from approximately 0.5 percent in 1990 
to 2.5 percent in 2015; in other words it more than 
doubled. 
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With the appointment of Donald Trump as the new 
US president, this ‘America first’ attitude reached new 
dimensions. In terms of its global tariff rates, the United 
States can be considered a very open economy due to 
its relatively low tariffs. This country has reduced tariffs 
both within NAFTA and within the WTO to a relatively 
low level compared to its respective trading partners. If 
non-tariff barriers are taken into consideration, howe-
ver, this statement needs to be qualified. Examining 
non-tariff trade protection, however, the United Sta-
tes proves to be an increasingly protectionist country 
– especially in recent years. In the last two years, the 
number of regulatory trade barriers, on the US import 
side, has increased considerably. Figure 2 shows the 
development of an increasingly protectionist attitude 
on the part of the United States; especially in the recent 
past. In 2009, only 126 protectionist measures were evi-
dent. In 2017 the number rose to almost 1,200 discrimi-
natory measures.

Compared to the remaining G20 countries, the Uni-
ted States is by far the most protectionist country, as 

it implements the highest number 
of non-tariff barriers (see Figure 3). 
The darker the shaded area, the 
higher the number of US protec-
tionist measures against the res-
pective region. 

Empirical studies showed 
that it is not an increase in tariffs, 
but an increase in non-tariff 
barriers that is responsible for 
creating welfare losses. The pro-
tectionist measures adopted by 
the United States may therefore 
have serious consequences. The 
increasingly diffident US atti-
tude towards international trade 
might have consequences that 

go beyond the economy to impact for politics and 
society across the globe. More specifically, the Uni-
ted States has put the already very advanced trade 
agreements negotiated with both the EU and the 
trans-pacific countries on hold: TTIP and TPP are not 
being implemented for the time being. Official papers 
on the foreign trade strategy of the US president sug-
gest renegotiating old agreements if goals like lowe-
ring the trade deficit, are not achieved. The United 
States has announced a renegotiation of the North 
American Free Trade Agreement, and in addition to 
NAFTA the Korean agreement and the conditions for 
China’s WTO membership are also candidates for US 
protectionism. The main goals of this protectionism 
include new job creation, lowering the trade deficit 
and an economic upswing. But this ‘Hire American, 
Buy American’ approach misjudges the fact that the 
trade balance is more dependent on the saving and 
investment decisions made by US citizens than on 
trade policy. The US attention is particularly focused 
on Germany and China.

In recent years, China has 
played a particularly important 
role in US trade relations with the 
rest of world. After China joined 
the WTO 2001 in particular, US 
trade with the country surged 
dramatically. This development 
was the driving force behind the 
steadily growing US trade deficit 
with China. US import value from 
China now exceeds 3.5 times that 
of US exports to China. Over the 
years a persistent US trade deficit 
has not only existed with China. 
The United States is currently run-
ning a sizeable trade deficit with 
eight out of its ten most import-
ant trading partners. These part-
ners include Japan and Germany, 
which export twice as much to the 
United States as they import. Wit-
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hin the EU, trade relations with the United States are 
predominantly characterised by trade surpluses.

The US administration is currently examining 
trade relations with all foreign countries and is evalua-
ting whether the trade practices are ‘fair’ from a US 
perspective. If trade practices by foreign countries are 
classified as non-competitive or unfair, the US admi-
nistration plans to restrict their access to the US mar-
ket. Specifically, the taxation of goods in America is to 
be reformed to the disadvantage of imported, foreign 
value-added. This is to be achieved by, among other 
things, a so-called Border Tax Adjustment (BTA). The 
fact that the United States in particular is showing an 
increasingly reserved attitude towards international 
trade weighs particularly heavy.

On the one hand, the United States is a relatively 
open economy with regard to tariffs, both within NAFTA 
and with the rest of the world; while, on the other hand, 
it is highly protectionist in form of non-tariff barriers. 
Although the US service sector is increasingly moving 
into trade surpluses, political dissatisfaction with long-
run adjustments is understandable. High trade deficits 
in goods trade, coupled with high import volumes from 
China and Europe, raise the question of how these 
developments are compatible with the low level of job 
creation in traditional industries in the mid-Western 
United States. Thus, the call for a correction of these 
imbalances via a protectionist trade policy is initially 
understandable. Nevertheless, a protectionist trade 
policy is very unlikely to address these economic imba-
lances. The threats of worldwide counteractive pro-
tectionist measures will not only harm key US trading 
partners, but will predominantly threaten the stability 
of global economy. 

QUANTITATIVE ANALYSIS – IFO TRADE MODEL

The essential objective in the following analysis is to 
quantify all of the trade effects that take place. Firstly, 
the direct response of trade flows to an increase in tar-
iffs; and secondly, general equilibrium effects, such 
as price adjustments for consumers and the indirect 
increase in production costs. Trade protectionism can 
certainly benefit individual stakeholders, while being 
to the advantage of a majority of economic agents. The 
quantification of general equilibrium welfare effects is 
therefore of particular interest to avoid any political 
misguidance.

The underlying ifo Trade Model, described in 
detail in Aichele et al. (2014) and Aichele et al. (2016) 
is a static, general equilibrium model of international 
trade. It is used to analyse different political scenarios. 
Data for the value-added linkages are derived from a 
global input-output database (WIOD 2017), covering 
over 90 percent of global value added as a result. The 
trade policy scenarios simulate different, counterfac-
tual scenarios in which the United States introduces 
a protectionist trade policy in the world, observed 
today by reintroducing tariffs and establishing non-ta-

riff trade barriers. It provides quantitative information 
on the resulting changes in gross household income, 
trade flows, and sectoral production structures in this 
alternative world. The base year for the simulations 
is 2014 and the model encompasses 43 countries, as 
well as the rest of the world and a detailed structure 
for 50 goods sectors, making a heterogeneous sector 
analysis viable. The WIOD database used provides the 
latest available data in a harmonised form for goods 
and services transactions, and is compatible with the 
input-output tables of different countries. The data-
base provides value-added information and produc-
tion values on a sectoral level, and bilateral interme-
diate and final goods trade flows with producer and 
consumer prices (incl. services). Bilateral input-out-
put tables and value-added levels can be constructed. 
Data on bilateral tariffs is retrieved from the World 
Integrated Trade Solutions (WITS TRAINS), as well as 
the integrated database (IDB) of the WTO. The esti-
mated demand elasticities are based on the results 
obtained by Felbermayr et al. (2017). One has to note 
that, unlike in macroeconomic models, the static CGE 
model does not take any dynamic effects like capital 
accumulation, savings and investment behaviour over 
time, into account and neither a monetary aspect nor 
exchange rate policies are simulated here. The poten-
tial dynamic effects of trade like the innovation acti-
vities of firms or the diffusion of technologies are also 
beyond the scope of this analysis. The contribution of 
the ifo Trade Model is to quantify structural adjust-
ments, which in turn provides insights into the impli-
cations for production structures within sectors and 
across trading partners. 

SCENARIOS

This subsection presents the actively communicated 
US trade policies that may potentially be implemented 
by the current US administration. Additionally, an iso-
lation of the US market – as far as possible under the 
WTO agreement – is simulated. Due to uncertainties in 
the potential design of a US protectionist policy, it is 
necessary to quantify different scenarios. A detailed 
analysis and description of counterfactual policies can 
be retrieved from the recent ifo study on the conse-
quences of Trump’s protectionist aspirations. 

Scenario No. 1: Withdrawal from NAFTA 

The first scenario considers the expected economic 
consequences of a partial reintroduction of US 
trade barriers with NAFTA countries. To this end, it 
considers possible tariff adjustments and non-tar-
iff barriers between the NAFTA countries. Countries  
like Germany could be indirectly affected due to the 
weakening of demand from NAFTA members due to 
protectionism. Sectors heavily reliant on this region’s 
trade in particular may face negative consequences. 
However, third countries may also stand to profit from 
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a decrease in trade between NAFTA 
members through trade diversion 
effects. The German automotive 
industry could, for example, act as a 
substitute for initial US demand from 
Mexico or Canada in this scenario. 

Scenario No. 2: Protectionist US 
Trade Policy with Respect to the 
Rest of the World 

In principle, it is possible for the 
United States to introduce an even 
stronger protectionist trade policy 
by systematically raising tariffs on all 
traded goods of all WTO trading part-
ners. The first sub-scenario assumes 
a one-sided US tariff increase of 20 
percentage points. Simultaneously, 
WTO members increase their tariffs towards the United 
States, thus simulating tariff retaliation in response to 
the increased US import duties. In addition to the tariff 
increases of the previous scenario, the second sub-sce-
nario includes a simultaneous 20 percent increase in 
non-tariff barriers against all US trading partners and 
vice versa. 

Scenario No.3: Introduction of Border Tax 
Adjustment

In 2016, the US representatives Paul Ryan and Kevin 
Brady introduced a new tax reform. They suggested a 
decrease in the federal tax on corporate profits from 
today’s 35 percent to 20 percent, enabling invest-
ments to become completely deductible and mak-
ing international revenues subject to the Border Tax 
Adjustment. Concrete, exports are tax deductible, 
while imports have to be added. Consequently, the 
system would tax consumption more heavily than 
production, making it equivalent to the European 
system of value added taxes. It thereby offsets the 
disadvantage of (non-deductible) 
equity as opposed to deductible 
foreign capital. The US admin-
istration wants to tax domestic 
consumption instead of domes-
tic production by increasing tar-
iffs on imports and dispensing 
exports from taxation. Implicitly, 
such a tax policy means that US 
imports are subject to a protec-
tive tariff. The introduction of 
such a trade policy could not 
only affect foreign suppliers, but 
also US citizens. It is therefore 
of general interest that such a 
tax policy is evaluated quantita-
tively. This quantitative analysis 
shows which countries stand to 

gain from this trade policy and which will lose out. By 
assuming a flexible exchange rate, the US trade bal-
ance can be expected to remain largely unchanged, 
and any changes will be confined to welfare parame-
ters, like changes in tax revenues and terms-of-trade 
conditions. Effects can nevertheless be expected 
across sectors and trading partners.

RESULTS

As already described, the ifo Trade Model is able to 
show the trade diversion and creation effects aris-
ing due to a counterfactual change in trade policies. 
Table 1 shows the top-10 US exporting destinations 
and the respective initial value of exports in million 
US dollars. Furthermore, the table shows the resulting 
percentage changes of US exports for each of the sce-
narios. Table 2 is built similarly as Table 1 and shows the 
US import side. 

As a result of the protectionist US policies imple-
mented against the other NAFTA members, exports from 
the NAFTA members decrease the most (– 21 percent 

Table 1  
 
 
Change in Bilateral US Exports with Top-10 Trading Partners  

Rank Importing 
country 

Value of 
initial US 
exports 
(million 

US 
dollars)  

Change in exports (% ) 

NAFTA  

WTO (only 
tariff 

change)  

WTO (tariff 
and NTB 
change)  BTA  

with retaliation  
1 Canada 289,808 – 11.4 – 48.6 – 73.7 – 6.1 
2 Mexico 176,284 – 9.8 – 55.6 – 77.8 – 6.9 
3 China 110,369 – 1.2 – 48.0 – 76.9 – 7.5 
4 Germany 79,446 – 0.8 – 34.7 – 73.8 – 7.5 
5 UK 73,643 – 1.3 – 41.6 – 76.0 – 4.1 
6 Japan 63,598 – 1.2 – 48.7 – 75.3 – 5.4 
7 Ireland 60,924 – 0.1 – 12.5 – 61.9 – 6.2 
8 France 57,650 – 2.0 – 38.4 – 76.4 – 5.3 
9 Netherlands 47,883 – 1.3 – 30.4 – 72.1 – 7.0 

10 Korea 43,853 – 1.1 – 45.0 – 75.0 - 7.1 
  Total 1,917,773 – 3.52 – 38.54 – 73.45 – 5.87 

Source: ifo Trade Model. 

 

Table 1

Table 2  
 
 
Change in Bilateral US Imports with Top–10 Trading Partners 

Rank Exporting 
country 

Value of 
initial US 
imports 

(million US 
dollars)  

Change in imports (%) 

NAFTA  

WTO (only 
tariff 

change)  

WTO (tariff 
and NTB 
change)  BTA  

with retaliation  
1 Canada 348,576 – 21.2 – 34.0 – 57.0 – 5.8 
2 China 344,939 1.5 – 37.3 – 59.3 – 6.7 
3 Mexico 265,531 – 13.7 – 37.4 – 58.6 – 6.7 
4 Germany 134,374 3.2 – 32.4 – 62.0 – 5.0 
5 Japan 120,174 4.1 – 38.5 – 60.8 – 6.1 
6 UK 85,289 2.1 – 17.2 – 61.3 – 0.5 
7 Korea 77,881 3.5 – 34.0 – 61.3 – 5.4 
8 France 49,168 1.6 – 21.5 – 61.1 – 1.6 
9 Italy  44,966 2.0 – 33.4 – 59.4 – 5.1 

10 India 36,474 2.2 – 32.1 – 55.0 – 5.0 
 Total 2,395,728 – 2.82 – 30.85 – 58.80 – 4.70 

Source: ifo Trade Model. 

 

Table 2
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of exports from Canada and – 14 percent of exports 
from Mexico). Exports from the other most important 
US-export destinations increase slightly between 1.5 
and 3.5 percent (see Table 2, NAFTA scenario). On agg-
regate, however, US exports decrease by 3.5 percent, 
meaning that the positive trade diversion effect 
towards third countries like Germany or France can-
not compensate for the decrease in trade with Canada 
and Mexico (see Table 1, NAFTA scenario). This picture 
looks quite similar for the import side, because trade 
diversion effects resul-
ting from the resolu-
tion of NAFTA induce an 
increase in US imports 
from non-NAFTA mem-
bers, mainly from 
China, Japan and Ger-
many. At the same 
time, however, imports 
from NAFTA countries 
decrease by 21 percent 
(Canada) and 14 percent 
(Mexico), as already 
mentioned above. 
Overall, US imports 
decrease, which shows 
that the negative effects 
dominate (see Table 2, 
NAFTA scenario). 

A protectionist US 
trade policy with res-
pect to the rest of the 
world, as simulated in 
the next two depicted 
scenarios (WTO scena-
rios, only tariff change 
and tariff plus NTB 
change), would have 
larger effects on the US 
trade structure than 
the NAFTA scenario. 
This outcome is reaso-
nable, because a pro-
tectionist trade policy 
would not only affect 
the trade structure 
with NAFTA members, 
it would also influence 
trade relations with all 
other remaining WTO 
members. Overall, US 
exports would decrease 
by 73.5 percent in the 
case of higher tariffs 
and non-tariff barriers 
(Table 1). The change 
in bilateral exports 
is relatively homoge-
neous across all top-10 

US export destinations. Only exports to Ireland are 
less negatively impacted than those to other coun-
tries, which can be ascribed to the high rate of service 
trade (e.g. financial transfers) between the United  
States and Ireland. The effects on US imports look 
fairly similar, although the percentage changes are a 
little bit smaller. In total, US imports would decrease 
by 58.8 percent (NTB plus tariff change, WTO scena-
rio), as shown in Table 2. When only tariffs are treated 
and not NTBs, US imports decrease by 30.85 percent. 
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The aggregate effect of the BTA causes a small decline 
in total US exports (-5.87 percent in Table 1) and 
imports (– 4.7 percent in Table 2). In relative terms, 
US trade declines homogeneously across all partner 
countries. 

Changing trade patterns through protectionism 
do not solely affect the import and export structure, 
but also impacts the sectoral output of a country. 
On that account, the next two tables illustrate the 
changes in US sectoral value added. The percentage 
change featured in these tables gives an indication 

of the amount of pressure a sector is exposed to in 
times of the rising protectionism. Table 3 shows the 
initial US value added for all goods in millions of US 
dollars, its initial share, the percentage changes and 
the change in million US dollars that occur in the 
counterfactual scenarios. The US mining industry 
(5.3 percent), wood and wood products (0.9 percent), 
print and reproductive media (1 percent), rubber and 
plastic (0.5 percent), processed metals (0.1 percent), 
and electrical machinery (1.7 percent) increase their 
sectoral value added in the case of the end of NAFTA. 
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Nonetheless, this does not compensate for the los-
ses in the remaining sectors. Among others, the US agri-
cultural sectors suffer from the potential termination of 
the NAFTA: crops decreases its sectoral value added by 
0.1 percent, food and beverages by 0.2 percent and the 
fishery sector loses 5.9 percent. Similarly to the trade 
picture, the WTO protectionist scenarios influence the 
United States to a larger extent than is the case in the 
NAFTA scenario.

For most US sectors the strongest decrease 
occurs when WTO member countries retaliate against 
the protectionist measures of the United States. 
The sectoral value added changes increase with 
the growing extent of protectionism (WTO scenario 
increase of tariffs and/or NTBs). The vehicles sector 
‘other means of transport’ faces a decrease of 27.1 
percent, followed by the ‘water transport’ sectors 
(– 20.5 percent). In nominal terms, the sectoral value 
added in wholesaling (excluding vehicles) only drops 
by 8.86 percent; yet this decline amounts nominally 
to 93 billion US dollars, which represents the greatest 
absolute sectoral contraction in the United States 
(see Table 4). But there are also sectors like the com-
puter and electronical machinery sectors that can 
expect an increase in sectoral value added (Table 3). 
The last scenario, the adjustment of the Border Tax 
shows a relatively homogeneous decrease in value 

added across all manufacturing and agricultural sec-
tors. Most US service providers gain homogeneously 
between 0.1 percent and 0.8 percent in value added 
in the case of the dissolution of the NAFTA. Only a few 
sectors such as air transport (– 0.3 percent) are con-
fronted with a decrease in their value added (Table 4). 
In general, the value added changes for services chan-
ges less heterogeneously across sectors than in the 
goods’ sectors. 

The revocation of the NAFTA would do consider-
able economic damage to its member countries: the 
United States (– 0.22 percent), Mexico (– 0.96 percent) 
and Canada (– 1.54 percent) as shown in Table 6. With 
the exception of Luxembourg (0.06 percent in Table 5) 
and Norway (0.09 percent in Table 6), it would hardly 
change real income for third countries (see again  
Tables 5 and 6). The same applies to real wage 
changes. 

In the case of increased protectionism against 
all WTO-members and vice versa, the real income 
and real wages of the WTO members incur losses 
from increasing tariffs and non-tariff barriers. Mexico 
(– 3.42 percent) and Canada (– 3.85 percent) in par-
ticular experience disproportionate declines and the 
US real income would shrink by 2.32 percent (Table 6). 
For some countries, retaliation might compensate for 
the economic losses in the case of unilateral US pro-

Table 5  
 
 
Real Income and Real Wage Changes for EU28 Countries 

  

Real income changes (%)  Real wage changes (%)  

NAFTA  

WTO (only 
tariff 

change)  

WTO (tariff 
and NTB 
change)  

BTA  
NAFTA  

WTO (only 
tariff 

change)  

WTO (tariff 
and NTB 
change)  

BTA  

with retaliation    with retaliation    
Austria 0.01 – 0.09 – 0.20 – 0.15 0.00 – 0.12 – 0.22 0.03 
Belgium 0.02 – 0.09 – 0.72 0.34 0.01 – 0.28 – 0.80 0.52 
Bulgaria 0.00 – 0.04 – 0.12 0.78 0.01 – 0.07 – 0.12 0.67 
Cyprus – 0.02 – 0.02 0.00 1.02 0.00 – 0.05 0.02 0.95 
Czech Rep. 0.02 – 0.03 – 0.13 – 0.67 0.01 – 0.09 – 0.19 – 0.16 
Germany 0.03 – 0.14 – 0.40 – 0.86 0.00 – 0.21 – 0.43 – 0.22 
Denmark 0.02 – 0.11 – 0.28 – 0.50 0.00 – 0.13 – 0.30 – 0.05 
Spain 0.02 – 0.01 – 0.06 0.27 0.02 – 0.07 – 0.09 0.29 
Estonia 0.01 – 0.04 – 0.14 0.24 0.00 – 0.09 – 0.17 0.31 
Finland 0.00 – 0.09 – 0.32 0.31 0.00 – 0.14 – 0.35 0.35 
France 0.00 – 0.04 – 0.25 0.48 0.00 – 0.12 – 0.29 0.46 
UK 0.00 – 0.10 – 0.43 0.76 0.01 – 0.24 – 0.50 0.75 
Greece – 0.01 – 0.01 – 0.08 0.88 0.01 – 0.02 – 0.04 0.84 
Croatia 0.00 – 0.06 – 0.15 0.40 0.00 – 0.11 – 0.19 0.41 
Hungary 0.03 – 0.06 – 0.32 – 0.40 0.01 – 0.12 – 0.36 0.02 
Ireland 0.00 – 0.78 – 3.60 – 0.46 – 0.03 – 0.76 – 3.00 0.70 
Italy 0.01 – 0.07 – 0.19 – 0.10 0.00 – 0.10 – 0.20 0.03 
Lithuania 0.04 – 0.13 – 0.17 – 0.43 0.03 – 0.16 – 0.18 0.02 
Luxembourg  0.06 – 0.47 – 2.31 – 1.36 0.00 – 0.41 – 1.79 0.10 
Latvia – 0.01 – 0.04 – 0.08 0.61 0.00 – 0.08 – 0.09 0.54 
Malta 0.01 – 0.09 – 0.46 0.71 0.00 – 0.17 – 0.50 0.66 
Netherlands 0.04 – 0.05 – 0.60 – 0.74 0.00 – 0.25 – 0.70 0.05 
Poland 0.01 0.00 – 0.09 – 0.11 0.00 – 0.04 – 0.12 0.05 
Portugal 0.00 – 0.04 – 0.10 0.57 0.00 – 0.07 – 0.10 0.52 
Romania 0.01 – 0.02 – 0.07 0.36 0.00 – 0.05 – 0.10 0.37 
Slovakia 0.02 – 0.05 – 0.13 – 0.38 0.01 – 0.11 – 0.17 – 0.05 
Slovenia 0.01 – 0.03 – 0.04 – 0.39 0.00 – 0.05 – 0.07 – 0.02 
Sweden 0.01 – 0.07 – 0.27 – 0.02 0.00 – 0.11 – 0.31 0.22 

Source: ifo Trade Model. 
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tectionist policies. In the case of Germany, this would 
imply a 0.40 percent loss of GDP (Table 5), while Chi-
na’s GDP would only drop by 0.34 percent (Table 6). 
But one can see that retaliatory trade policy measu-
res by WTO members against the US do not improve 
the economic situation in any country; making it a 
‘lose-lose’ scenario. In general, this can be attributed 
to the strong dependency of domestic economies 
on the US market. Individual countries can never- 
theless reduce their potential losses by taking coun-
tervailing measures (like increasing tariffs), but not 
a single country can fully compensate for the loss 
of gross household income and real wages incurred. 
Vengeance should therefore not be a main response 
to threatened, discriminatory US policies. Instead, a 
prior containment of protectionist policies is highly 
advisable. 

Contrary to the intentions of the US government, 
the introduction of the BTA causes a negative US real 
income change of 0.67 percent (in Table 6). Taiwan 
(– 1.45 percent), Luxembourg (– 1.3 percent), Norway 
(– 1.1 percent), Germany (– 0.86 percent), the Nether-
lands (– 0.74 percent) and South Korea (– 0, 73 percent) 
suffer even greater losses from the BTA than the US 
itself. On average, Europe experiences an increase in 
its gross household income of 0.04 percent, as the BTA 
positively affects gross household income for the majo-
rity of EU28 countries. These changes are nevertheless 
quite small and therefore coincide with the prevailing 
views expressed in the literature on this topic.

The US real wage is also hardly affected by its imple-
mented BTA (Table 6) and the EU28 effects are quite 
diverse. There are countries like Austria (0.03 percent), 
Belgium (0.52 percent), France (0.46 percent) and Bri-
tain (0.75 percent) that stand to gain in real wages. Ger-
many (– 0.22 percent) and Denmark (– 0.05 percent), on 
the other hand, will suffer from US protectionist poli-
cies (Table 5). 

CONCLUSION

With the inauguration of Donald Trump, the new US 
administration initiated a detailed analysis to identify 
supposedly increasing ‘unfair trade practices’ by other 
nations that threaten or destroy ‘well-paid American 
jobs’. Several US trading partners were viewed with 
growing scepticism as a result. As counterstrategy, the 
US administration has presented three protectionist 
trade policies as potential measures for correcting 
what it perceives to be unfair trade. Based on a recent 
ifo trade study, this report substantiates the effects 
of a US protectionist trade policy agenda and offers a 
comprehensive assessment of the political debate. In 
all of the scenarios presented, an isolation of the US 
market would primarily have a negative effect on the 
US economy itself. A worldwide policy of retaliation 
against the US protectionism will lead to substantial 
economic damage; particularly to the United States 
itself. A protectionist trade policy will not solve the 
economic challenges facing this country. Seeking for 
new forms of cooperation between the United States 
and its main trading partners like China, Germany 
and the NAFTA partners would be a far more effective 
strategy. 
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