
 

 

ECONOMIC POLICY NOTE 28/2/2018 

Protectionism returns to US policy agenda 

 

AGNIESZKA GEHRINGER 

 With the recent safeguard tariffs on US imports of solar cells and washers, US trade protection-

ism is back. Retaliation by US trading partners is likely. 

 The bad news is that a fully-fledged trade war would create serious economic damage. Moreo-

ver, selective protectionist measures reduce employment in affected industries. The good news 

is that selective protectionism is unlikely to harm either aggregate economic growth or stock 

market performance.  

 

After a reasonably good first year in office, ulti-

mately crowned with the success of tax reform, 

Donald Trump has returned to his trade agenda 

to defend US workers from the “carnage” of 

“bad trade deals”. With his decision on January 

25, 2018, safeguard tariffs of 30 percent will be 

applied to US imports of solar cells and 20 to 50 

percent to imports of washers.1 But the US 

trade agenda is not yet exhausted here. In the 

months to come president Trump is supposed 

to take more measures on intellectual property 

rights, technology goods as well as steel and 

aluminum goods. Trump has also claimed to 

renegotiate NAFTA and, in case of failure, he 

has threatened to “tear it up”. It is more plausi-

                                                           
1
 The 20 percent tariff should apply to the first 1.2 million 

imported large industrial washers in 2018. On each addi-
tional unit the tariff of 50% is eligible. 

ble than not that this is the beginning of a costly 

tit-for-tat whereby US trade protection will be 

countered by others. 

The intensity of the tit-for-tat is difficult to pre-

dict, but it will ultimately determine the damage 

from protectionism to the US and the rest of the 

trading world. Recent estimations by Ralph Ossa 

from University of Chicago indicate that a global 

trade war, resulting in a rise in trade barriers for 

all countries, would slash real incomes by an 

average 3.4 percent.2  

                                                           
2
 In a current context of a 3.6 percent annual GDP growth 

on average for developed and emerging economies in 
2017, this corresponds to a loss of almost one year of 
growth efforts. For details regarding estimations of losses 
from a global trade war, see Ossa, Ralph (2014), “Trade 
wars and trade talks with data”, American Economic Re-
view 104(12): 4104-4146. In another set of simulations, 
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Case study: US safeguard tariffs on steel 2002-

2003 

However, even a simple muscle flexing might be 

enough to impact some parts of the US econo-

my, although the extent of harm would be lim-

ited to the loss of jobs in the user industries of 

the protected sector. This can be illustrated on 

the case of the US steel safeguard tariffs be-

tween March 2002 and December 2003. A re-

treat of this case is possible now, after US State 

Secretary of Commerce, Wilbur Ross, suggested 

in a report published on February 16, 2018 to 

impose tariffs and quotas on imports of steel 

and aluminum. 3 

Back in 2002, mounting competitive pressures 

on the steel industry led President George W. 

Bush to impose safeguard tariffs ranging be-

tween 8 and 30 percent on ten steel product 

groups with a total of 272 tariff lines. Steel im-

ports from NAFTA countries, from other prefer-

ential trade agreement parties (Jordan and Isra-

el) and from 100 developing countries falling 

under the so called de minimis provision were 

exempted.4 Moreover, around 1000 firm-

specific exemptions were granted by the US 

Trade Representative.  

                                                                                        
Noland, Robinson and Moran [“Impact of Clinton’s and 
Trump’s trade proposals”, in: Markus Noland, Gary C. 
Hufbauer, Sherman Robinson, and Tyler Moran (Eds.), 
“Assessing trade agendas in the US presidential campaign”, 
PIIE Briefing Nr. 16-6, 2016] estimate that under a full-
trade-war scenario, with the USA imposing a 45 percent 
tariff on nonoil imports from China and Mexico and the 
latter countries retaliating symmetrically, the US economy 
would experience a cumulative deviation in investment of 
30 percent from its baseline and a rise in unemployment 
from 4.9 percent in 2017 to a pick of 8.6 percent in 2020.  
3
 The report provides Trump three options, among which a 

24 percent tariff on all steel imports. Trump’s decision in 
this regard is expected by April 11, 2018. 
4
 De minimis provision under Art. 9.1 of the WTO Agree-

ment on Safeguards assures that no safeguard measure is 
applied against a product originating in a developing coun-
try as long as its share of imports in the concerned country 
does not exceed 3 percent, or, if several developing coun-
tries with individual import shares below 3 percent are 
involved, safeguard measures will not be applied unless 
their collective share exceed 9 percent.  

As a result of trade restriction, US imports of 

steel products diminished between 2002 and 

2003 by five percent, bringing the industry’s 

trade deficit down by 28 percent. However, 

immediately after the protection ended, import 

growth rebounded and contributed to a rapid 

widening of the industry’s trade deficit, above 

the levels from pre-protectionist era (Figure 1).  

The protection of the industry produced nega-

tive spillover effects to other parts of the US 

economy. Steel is a key input in several indus-

tries.5 Taken together the steel-using industries 

generated in 2001 far more value added than 

did the steel industry itself and employed 57 

workers for every employee in the steel indus-

try.6  

It is difficult to precisely quantify the extent of 

the damage (direct and indirect), also due to 

challenge to separate it from other cyclical and 

structural factors at play in the US economy at 

that time. But it is strongly suggestive that dam-

age did result, given that each of the steel-using 

industries experienced an above-average em-

ployment drop in the two years under safeguard 

tariffs (Table 1).  

 

                                                           
5
 Based on input-output tables for the US, we identified 7 

industries with an above-average intensity of steel-related 
inputs in the industry’s overall intermediate consumption. 
These are: manufacture of basic metals (30%), manufac-
ture of fabricated metal products (28%), manufacture of 
electrical equipment (18%), manufacture of machinery and 
equipment not elsewhere classified (n.e.c.) (12%), manu-
facture of furniture; other manufacture n.e.c. (6%), manu-
facture of other transport equipment (5%), manufacture of 
motor vehicles, trailers and semi-trailers (9%). All these 
industries depend intensively not only on domestic supply 
but also on steel imports from abroad. Finally, manufac-
ture of food products, beverages and tobacco products 
and manufacture of coke and refined petroleum products 
are among the most intensive steel importers, with rela-
tively low domestic demand for steel.  
6
 See Ikenson, Daniel J. (2002), „Steel trap: How subsidies 

and protectionism weaken the US steel industry”, Cato 
Briefing Paper No. 14. 



 
 

 
3 

 

Figure 1. US trade in iron and steel industry 

 
Source: Own elaborations Flossbach von Storch Research Institute based on data from OECD STAN Bilateral Trade in Goods by 
Industry and End-use (BTDIxE)  
 
 
 
 
Table 1. Employment change in the US steel-consuming industries during steel protection (2002-2003) 

 

Loss of hours worked on 
average between  

2002 and 2003 

Share of steel imports  
over industry’s total  

intermediate consumption 

Share of steel products 
over industry's total in-

termediate consumption 

Manufacture of machinery and equip-

ment n.e.c. 
-8.5% 2.4% 11.6% 

Manufacture of basic metals -8.8% 5.7% 30.3% 

Manufacture of fabricated metal prod-

ucts, ex. machinery and equipment 
-6.0% 5.2% 28.4% 

Manufacture of other transport equip-

ment 
-5.9% 1.0% 5.4% 

Manufacture of furniture; other manu-

facturing 
-4.6% 1.3% 6.3% 

Manufacture of electrical equipment -8.6% 3.5% 17.9% 

Manufacture of motor vehicles, trailers 

and semi-trailers 
-4.5% 1.6% 8.5% 

Average over all industries -0.7% 0.4% 2.1% 

Source: Own elaborations Flossbach von Storch Research Institute based on OECD STAN Database for Structural Analysis and 

WIOD input-output tables for the US 
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However, it seems that the harm was limited to 

the loss of jobs and that there was no visible 

macro impact. US GDP growth even accelerated 

after March 2002 (Figure 2). Also the stock mar-

ket was not particularly affected by the 

measures. Both steel producing and steel using 

industries did better than the broad stock mar-

ket between March 2003 and December 2003 

(Figure 3).7 

How did it end? Nine WTO members (Brazil, 

China, Chinese Taipei, the EU, Japan, Korea, 

New Zealand, Norway and Switzerland) opposed 

the safeguard measures in the WTO. It was 

found that the safeguards violated WTO rules 

by failing to show a “causal link” between in-

creased imports and “serious injury” on the US 

side. Also, the US did not provide comprehen-

sive and appropriate evidence of “unforeseen 

developments” of steel imports explaining their 

increase. Due to the continuation of non-

compliance of the US with the WTO-ruling, the 

EU was authorized to raise retaliatory tariffs on 

US goods. It targeted, among others, citrus 

fruits and textiles, with the aim to build up in-

ternal opposition to the US protectionism. Safe-

guard measures on steel were eventually termi-

nated by the US in December 2003. 

Who’s next on Trump’s trade agenda? 

Table 2 gives an overview of industries with a 

negative trade balance as of 2016, which could 

be destined for protection by Donald Trump and 

the US government in the attempt to restore 

the US trade balance. Among the three indus-

tries with a trade deficit above 100 billion US 

dollar, manufacture of motor vehicles, trailers 

and semi-trailers and manufacturing of elec-

tronic and optical products are the likely candi-

                                                           
7
 In the first year under steel tariffs the stock market per-

formance was mixed, with automobiles, auto components 
and steel index underperforming and machinery as well as 
electrical equipment outperforming the broad stock mar-
ket index.  

dates. Regarding the latter, import tariffs are 

already in play: solar cell manufacturing belongs 

to this industry. And imports of vehicles have 

been already targeted by Donald Trump with a 

potential 35 percent tariff. In both industries, 

one could expect a non-negligible impact in 

terms of higher prices on user-industries, given 

the relatively high shares of imports going to 

intermediate consumption. Considering addi-

tionally imports of capital goods, these shares 

increase to 71 and 44 percent, respectively.8 In 

the case of electronic and optical equipment, a 

negative impact on re-exports should be also 

expected, given their relatively high share (22 

percent) over total imports. 

Protectionist measures could be also applied on 

products from other industries with trade defi-

cits. And in analogy with the previously analysed 

case of steel tariffs, negative spillover effects on 

employment could follow.   

However, a detrimental impact on the US and 

the rest of the trading world does not need to 

end here. As a response to US trade barriers, 

affected trade partners could target and retali-

ate on exporting sectors and their products, as 

illustrated in Table 3. This could be particularly 

painful for manufacturers of military fighting 

vehicles, air and spacecraft and chemicals and 

chemical products, given that 63, 51 and 25 

percent, respectively, of the industries’ outputs 

is being exported.9  

                                                           
8
 Among the most intensive intermediate users of motor 

vehicles is the industry itself (with 33% of its intermediate 
consumption constituted by own sector’s products), in 
addition to manufacture of machinery and equipment 
n.e.c. (5%) and, among services, wholesale and retail trade 
(9%) and repair and installation of machinery and equip-
ment (7%). For electrical and optical equipment, the users 
are the sector itself (31%), in addition to manufacture of 
other transport equipment (11%) and among services 
telecommunications (9%) and motion picture, video and 
television program production (7%). 
9
 Noteworthy is also the fact that almost 11 percent of US 

exports of aerospace products and parts and 3.3 percent 
of chemicals and chemical products go to China. 
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Figure 2. US GDP growth 

 
Source: Haver Analytics 
 
 
 
 
 

Figure 3. S&P 500 index and sectoral S&P 500 indices of steel-producing and steel-using sectors 

 
Source: Bloomberg 
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Table 2. US industries with trade deficit 

Industry 
Trade  

balance 
In bn USD 

Share of intermediate 
imports over indus-

try's total imports 

Share of re-exports 
over industry's 

total imports  

Motor vehicles, trailers and semi-trailers -175.7 33.8% 3.7% 

Electronic and optical products; scientific instruments -115.0 26.0% 21.6% 

Extraction of crude petroleum and natural gas -102.9 100.0% 0.1% 

Wearing apparel -82.1 0.1% 2.8% 

Furniture, other manufacturing -76.6 13.9% 22.1% 

Computers and peripheral equipment -65.5 20.6% 23.6% 

Electrical equipment -61.3 52.1% 14.0% 

Basic pharmaceutical products and pharmaceutical preparations -44.9 28.3% 4.5% 

Machinery and equipment n.e.c. -35.7 40.2% 11.2% 

Leather and related products -35.3 2.0% 3.7% 

Manufacture of other fabricated metal products; metalworking service activities -24.9 71.9% 6.8% 

Rubber and plastics products -21.9 71.7% 6.8% 

Textiles -17.6 34.2% 4.1% 

Iron and steel -15.5 100.0% 3.2% 

Beverages -15.1 1.7% 2.4% 

Non-ferrous metals -14.9 68.0% 9.5% 

Wood and products of wood and cork, except furniture -13.2 90.6% 1.4% 

Other non-metallic mineral products -11.4 87.3% 3.7% 

Food products -6.3 19.1% 2.2% 

Electricity, gas, steam and air conditioning supply -2.0 100.0% 0.0% 

Railroad equipment and transport equipment n.e.c. -1.7 33.0% 5.6% 

Fishing and aquaculture -1.5 4.5% 2.2% 

Other mining and quarrying -0.6 73.4% 20.8% 

Source: Own calculations Flossbach von Storch Research Institute based on data from OECD STAN Bilateral Trade in Goods by 

Industry and End-use (BTDIxE) 

 

 

Table 3. US industries with trade surplus 

Industry 
Trade balance 

in bn of USD 
Share of export over 

 industry’s output 

Air and spacecraft and related machinery 86.9 50.7 % 

Coke and refined petroleum products 32.3 15.3% 

Crop and animal production, hunting and related service activities 21.7 10.7% 

Chemicals and chemical products 19.9 25.4% 

Mining of coal and lignite 3.7 2.8% 

Mining of metal ores 3.7 2.8% 

Manufacture of weapons and ammunition 2.0 8.9% 

Forestry and logging 1.8 4.0% 

Military fighting vehicles 1.5 63.4% 

Paper and paper products 0.8 11.6% 

Building of ships and boats 0.3 6.6% 

Tobacco products 0.2 3.1% 

Printing and reproduction of recorded media 0.1 0.9% 

Source: Own calculations Flossbach von Storch Research Institute based on data from OECD STAN Bilateral Trade in Goods and 

OECD STAN Database for Structural Analysis by Industry and End-use (BTDIxE) 
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Make trade or perish 

There should be no doubt that unfair trading 

practices undermine the harmonious function-

ing of the global trading order. But the WTO’s 

dispute resolution has exactly the aim to assist 

discordant trading partners in a peaceful resolu-

tion of trade tensions. As a matter of facts, the 

US enjoys an above-average success rate in 

disputes judged at the WTO since its foundation 

in 1995.10 At the same time, some WTO rules 

might be indeed outdated and could be renego-

tiated to better reflect the changing nature of 

trade today. Finally, the lack of an investment 

treaty between the US and China undermines 

the fair access to reciprocal markets for multi-

nationals and only adds fuel to the flames.  

Should Donald Trump push ahead with protec-

tionist pledges, a tit-for-tat trade conflict or at 

least elements thereof would be unavoidable. 

                                                           
10

 See “America wins often with trade referee that Trump 
wants to avoid”, Bloomberg, March 27, 2017, available at: 
https://www.bloomberg.com/news/articles/2017-03-
27/trump-isn-t-a-fan-of-the-wto-but-u-s-lawyers-often-
win-there. 

 

Smaller muscle flexing with respect to single 

industries would probably not harm the big 

macro picture, nor would it negatively impact 

stock market developments. Against this, a ful-

ly-fledged trade war would be detrimental to 

the US and its trading partners.  

More generally, however, the current Trump’s 

strategy reflects a false diagnosis of the underly-

ing problem of chronic current account deficits 

of the US. As long as US excess demand con-

sumption is financed by savings from abroad 

there is no economic reason for current account 

deficits to improve. Protectionism only reallo-

cates the deficits among sectors. With regard to 

protectionism and trade wars, Donald Trump 

should heed the warning of his illustrious pre-

decessor Thomas Jefferson that “the most suc-

cessful war seldom pays for its losses”.  
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LEGAL NOTICE 

 

The information contained and opinions expressed in this document reflect the views of the author at the time of publica-

tion and are subject to change without prior notice. Forward-looking statements reflect the judgement and future expecta-

tions of the author. The opinions and expectations found in this document may differ from estimations found in other 

documents of Flossbach von Storch AG. The above information is provided for informational purposes only and without any 

obligation, whether contractual or otherwise. This document does not constitute an offer to sell, purchase or subscribe to 

securities or other assets. The information and estimates contained herein do not constitute investment advice or any 

other form of recommendation. All information has been compiled with care. However, no guarantee is given as to the 

accuracy and completeness of information and no liability is accepted. Past performance is not a reliable indicator of fu-

ture performance. All authorial rights and other rights, titles and claims (including copyrights, brands, patents, intellectual 

property rights and other rights) to, for and from all the information in this publication are subject, without restriction, to 

the applicable provisions and property rights of the registered owners. You do not acquire any rights to the contents. Copy-

right for contents created and published by Flossbach von Storch AG remains solely with Flossbach von Storch AG. Such 

content may not be reproduced or used in full or in part without the written approval of Flossbach von Storch AG. 

 

Reprinting or making the content publicly available – in particular by including it in third-party websites – together with 

reproduction on data storage devices of any kind requires the prior written consent of Flossbach von Storch AG. 

 

© 2018 Flossbach von Storch. All rights reserved. 
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