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I. Introduction

With the resurgence of populism in recent times, ongoing debates on free trade continue to 

dominate the political scene. These discussions have focused on international trade deals as President Donald 

Trump’s protectionist rhetoric continues to rattle economies around the world causing disquiet among the 

majority of world leaders. With the United States’ (US) withdrawal from the twelve country Trans-Pacific 

Partnership (TPP) agreement and plans to renegotiate the North American Free Trade agreement (NAFTA) 

with Mexico and Canada, questions about the future of globalisation have been brought to the forefront as 

the international economic order that emerged at the end of World War II (WWII) continues to be challenged. 

This has resulted in lengthy global discussions in an attempt to reach a new international consensus in an 

effort to ensure continued prosperity for all. In the face of slower global economic growth, this solution will 

lie in recognising that because countries are at different stages of development, a more realistic trade policy 

must be developed which strikes a balance between national autonomy and globalisation while ensuring 

mutually beneficial trade for all parties involved. 

II. The Advantages of Free Trade

Among the well-known advantages of free trade is that it increases prosperity by allowing 

consumers access to a wider variety of goods and services at cheaper prices by broadening supply sources 

and strengthening competition. In a study done by Fajgelbaum and Khandelwal (2016) which covered 40 

countries, it was found that on average, people with high incomes (90th percentile of the income distribution) 

lose 28% of their purchasing power if trade were closed off. This is in stark contrast to the poorest 10% of 

the population who would experience a 63% loss in real income if a country made a move to autarky.  

The poorer members of society tend to gain disproportionately more as compared to their wealthier 

counterparts for two main reasons. In the first case, impoverished individuals tend to spend a greater 

proportion of their incomes on goods (which are more traded) while their affluent counterparts shell out more 

on services (which are less traded). In addition, low-income individuals’ spending is concentrated in sectors 

where there is a lower rate of substitution between imports and domestic goods. As a result, there are larger 

gains for the poor from trade when compared to the rich. 



 Free trade also encourages export diversification by facilitating access to new markets and 

materials. This results in an increase in business opportunities for local companies as production of existing 

and new products rises. The value of merchandise trade exports from the US to China rose by 537% from 

US$1.9 billion in 20011 to US$12.1 billion in 2016. Moreover, such opportunities increase the wages of 

workers in export-intensive industries. Former US President Barack Obama’s Council of Economic Advisers 

found that the benefits of increasing exports are shared with workers-on average, US export-intensive 

industries pay workers up to 18% more than their non-exporting peers. 

 

International trade is also crucial for the growth and sustainability of some economies which 

require access to a sustainable supply of raw materials and other essential commodities which they may lack. 

After WWII, during the 1950s to early 1960s, Japan’s rebuilding, reindustrialization and strong growth was 

dependent on international trade. There was a dearth of raw materials and foreign exchange in Japan during 

this period. The sogo shosha2  which came into existence during this time imported the raw materials 

(including energy resources), industrial equipment and technology needed to revive the Japanese economy. 

They also imported foodstuff for locals. As the nation’s heavy industry re-emerged, the sogo shosha began 

exporting heavy intermediate and other goods such as industrial machinery and steel earning much needed 

foreign currency for the country. As the Japanese economy continued to expand from the 1960s into the early 

1970s, the sogo shosha increased their imports of raw and intermediate goods to further support the 

economy’s burgeoning needs. 

 

In addition, free trade sustains and creates new jobs. Apart from the jobs created by the export 

sector (which are highly visible), without imports, many jobs that exist today would vanish. Many foreign 

goods require local service facilities in the country in which they are imported. International laptop brands 

such as Hewlett-Packard, for example, would not be sold in a particular country if the parts and technical 

assistance required to service the product are unavailable. 

 

Jobs are also created through cheaper inputs and from foreign direct investment (FDI). The ability 

to import low-cost raw materials enables manufacturers to compete more effectively with foreign firms in 

export markets while it also helps to maintain the company’s market share in its own country. Such companies 

would be able to expand as their competitiveness increases boosting employment locally and internationally. 

The same benefit is achieved by some multinational firms which engage in outward FDI in developing 

countries to take advantage of lower input costs. This would create employment for individuals in those 

countries that are recipients of FDI as many multinationals use local content. The recipient country also 

stands to benefit from the improved knowledge and management expertise of the foreign multinational as 

well as technology transfer thereby adding to the country’s potential for growth. Companies which save 

money from lower costs and achieve higher profit margins can then use these extra resources for research 

                                                   
1 China joined the World Trade Organisation in December 2001. The data was obtained from Bloomberg. 

2 Sogo shosha is the term given to a Japanese diversified trading conglomerate. 



and development and other desirable activities. 

 

Moreover, free trade contributes to rapid economic growth in the long run. One of the engines of 

world trade is global supply chains which are not usually reflected in traditional export and import figures. 

In most bilateral trade, companies don’t just trade goods with each other across borders, they also add value 

to each other’s products at different points in the production process. This usually results in goods moving 

across countries’ borders multiple times before the final product is ready to be sold. For example, according 

to a recent estimate, 39.8% of US final good imports from Mexico consist of its own value added, Mexico 

contributes 42.4% of that final value and the remainder is provided by foreign suppliers.  

 

Countries import cheaper intermediate goods from other nations which are then used in further 

processing resulting in increased production, and through reduced input costs, businesses’ production costs 

also decline. This results in increased economic growth and competitiveness in international markets. 

Protectionism on the other hand can have the opposite effect. A typical example of this can be seen when the 

US Congress enacted the Smoot-Hawley Tariff Act in 1930 which affected thousands of imported goods. 

This triggered retaliatory trade and currency wars which in turn exacerbated the Great Depression. 

 

Furthermore, free trade bolsters relations between countries by uniting people in peaceful and 

mutually beneficial exchanges thereby contributing to global peace and stability. A study done by the Centre 

for Economic Policy Research using empirical data showed that the probability of disputes escalating to 

conflict is lower for countries that engage in more trade because of the opportunity cost associated with the 

loss of trade gains. A clear example of this can be seen when the US shifted it geopolitical strategy to 

isolationism in the 1920s and 1930s. Protectionism, which started with the Smoot-Hawley Tariff in the US 

in 1930, was followed by foreign retaliation by other governments which resulted in a deterioration of 

political relationships. With the lack of trust and little incentive to cooperate, currency and trade wars 

increased geopolitical tensions eventually contributing to the start of WWII.  

 

III. The Advantages of Protectionism 

 

One of the oldest arguments used to justify the protection of domestic industries from international 

trade is the Infant Industry argument which was formulated into theory by German economist Frederick List. 

List’s reasoning is based on the fact that because countries are at different levels of development, those at the 

early stages of industrialization, such as developing economies, should be allowed temporary protection for 

selected industries which can later be removed as these industries mature and become viable. This type of 

protection is recommended for the following reasons: countries with little or no manufacturing experience 

will not be able to survive in the face of foreign competition; due to the risk involved in the establishment of 

sunrise industries, there must be additional incentives to attract producers to enter; and finally if there are 

dynamic learning effects emanating from protection, the action is warranted. The theory predicts that the 

protection of such industries and the resulting monopoly would reduce costs and prices through the 



exploitation of the domestic market (economies of scale). These industries would then be introduced to local 

competition (to protect the interests of consumers resident in the same economy) and eventually would be 

introduced to planned and gradual trade liberalisation. 

 

Protectionism is also advocated under the Senile Industry argument. This argument proposes if 

industries are declining and inefficient, they may require a significant amount of investment in order to make 

them more modern, efficient and able to withstand international competition. In such cases, trade protection 

allows these industries to reinvent themselves. However, the argument for this type of protection is only 

justified in cases where capital markets do not exist or are still in a primitive state. If a country has a developed 

capital market, it is expected that such industries will be able to easily access the capital they need to 

rejuvenate themselves in order to become profitable as private participants in the capital market should be 

able to identify such opportunities available to them. Until such market failure is corrected, protection 

remains as the second best policy. 

 

Another reason to deviate from free trade stems from the need to support strategic industries such 

as energy, national defence and particularly agriculture (for food self-sufficiency). These industries are 

sometimes considered essential to the survival of a country and protectionism may be one of the policy tools 

recommended to ensure a consistent supply in the face of adverse events such as war, natural disasters and 

volatility in supply and prices (which is more likely to occur when there are only a few suppliers in the 

international market). Economists have always argued that such protectionist policies are trade distorting and 

inefficient. However, because countries do not have access to the same resources to achieve similar goals, 

governments may adopt whatever tools are at their disposal (especially if it is temporary), to pursue what it 

deems to be sound economic policies even if the measure is judged to be inefficient. For example, a rich 

country may be able to provide investment to boost domestic food production out of its national budget 

without disrupting trade while a poor country may have to resort to a trade-restrictive measure to achieve the 

same objective because of its fiscal constraints. The absence of better options restricts the poor country’s 

decisions. 

 

Similar to the strategic industry argument, another reason for government targeting of particular 

sectors lies in the external economies argument. It is based on the idea that those industries that create positive 

externalities and spillover effects for other groups should be given trade protection if the benefits outweigh 

the cost involved. It differs from the strategic trade policy argument in the sense that policies to promote 

certain sectors/industries with positive externalities will not necessarily harm other countries’ commercial 

interests once the scope of the spillover is international. In the rare event that the externality is limited to 

national borders, a possible solution would be to allow each country the opportunity to provide the optimal 

subsidy for their own local industry. This should help resolve any conflict that may arise among countries 

from the provision of such externalities.  

 

IV. The Disadvantages of Free Trade and Mitigating Measures 



 

One of the main arguments against free trade is the problem of inequality wrought by globalisation. 

Economic theory predicts that free trade will tend to put downward pressure on the wages of those workers 

whose skills are relatively abundant abroad. Under the assumption of perfect markets, free trade will ensure 

the equality of wages of unskilled labour around the world. When countries trade goods, it acts as a substitute 

for the movement of labour so importing goods from a place such as China (where a lot of cheap low-skilled 

labour exists) would reduce demand for such workers in the economies in which the goods are imported, for 

example, Europe and the US. This creates unemployment and also depresses unskilled workers’ wages 

worldwide while demand (and wages) increases for highly skilled workers. In a 2013 updated model (initially 

created by trade economist Paul Krugman), the Economic Policy Institute showed that trade with poor 

countries reduced unskilled worker wages by 10% in 2011, an increase from 2.7% in 1979. 

  

In order to deal with this situation, governments can use the gains from free trade agreements to 

provide stronger social welfare programs. Those workers displaced as a result of trade in advanced economies 

need to be provided with adequate unemployment compensation and skills training to help them transition 

into new jobs in the shortest time period possible. For developing countries that cannot afford such welfare 

support, one solution is the “Aid for Trade” option3 whereby advanced economies give financial transfers to 

developing economies to compensate them for their displaced production and export capacities as well as 

lost tax revenues. These transfers can also be used by recipient countries to revamp their productive capacity 

and infrastructure to become more competitive.  

 

In addition, trade agreements tend to put commercial interests ahead of broader national interests 

for non-trade related provisions such as financial regulation and intellectual property (IP). Many trade 

agreements encourage financial liberalisation and deregulation. Financial liberalisation can often induce 

financial crises as can be seen from the most recent 2007-2009 financial crisis in the US. It can also prohibit 

the use of capital controls which the International Monetary Fund (IMF) has shown can be an important tool 

for macro-prudential policy. In this particular case, countries engaged in trade negotiations should exclude 

this type of non-trade related provision if broader national interests will be jeopardized. 

 

High levels of IP protection in developing countries also prohibit access to affordable medicines. 

Governments especially in developing countries need to strike a balance between encouraging innovation 

and ensuring that new products are widely available to the public. Extensive patent protection for new 

medicines tends to delay and sometimes prevent generic competition harming public health outcomes. 

America’s pharmaceutical industry, for example, which strongly influences the Office of the US Trade 

Representative (USTR), has successfully imposed an unbalanced intellectual-property regime on other 

countries through its trade agreements. These provisions were specifically designed to delay generic 

competition rewarding intellectual property owners vis-à-vis governments at the expense of poorer countries. 

                                                   
3 This was proposed by Columbia University economist Jagdish Bhagwati. 



As such, there needs to be a modernized Agreement on Trade-Related Aspects of Intellectual Property Rights 

to prevent such occurrences when trade agreements are negotiated and it must be enforced. 

 

Free trade places commercial interests ahead of other values in a society such as protection of the 

environment as well. The pollution haven hypothesis posits that countries will cling to weak environmental 

regulations in order to improve their international competitiveness in product markets and/or to attract FDI. 

Environmental regulations tend to raise the cost of inputs for goods with pollution- intensive production and 

hence reduce these countries’ comparative advantage in these products. This is especially the case for those 

industries that use fossil fuels (for example, those involved in heavy manufacturing) and in the agricultural 

sector. These industries emit greenhouse gases which include carbon dioxide where the reduction or 

containment costs are known to be significantly high. As such, companies involved in these industries may 

choose to shift their operations to countries where regulations are not as stringent. To treat with this issue, 

effective environmental legislation should be created in countries with this problem of carbon leakage. Since 

this is not always feasible, another alternative would be to introduce a global border adjustment tax regime 

for carbon emissions. 

 

Furthermore, free trade may encourage dumping which can potentially obstruct monetary policy 

goals and restrict growth. Excess capacity in some countries may lead to an increase in cheap exports 

resulting in a glut in foreign markets further depressing prices. With inflation at low levels in several countries 

and limited conventional monetary policy tools to address this situation, many countries are likely to use 

protectionist tariffs similar to those in the 1930s where there where similar monetary policy constraints 

because of the gold standard. Anti-dumping measures, like other normal restrictive trade policies, reduce 

supply and cause an increase in prices when efficient producers are barred from exporting. However, anti-

dumping legislation tends to encourage companies to sell at higher prices in fear that their rivals may file 

anti-dumping petitions against them if they were to reduce their prices to gain market share. This type of 

silent collusion inhibits innovation and creative destruction thereby restricting growth. To minimize the 

effects of this type of damage from temporary anti-dumping tariffs, normal protectionist measures can be 

implemented instead as they are less harmful. 

 

V. The Ideal Future International Trade System 

 

The ideal future international trade system will be one where trade rules have been revised. It will 

embrace a relatively open economy whereby differential situations of countries are taken into consideration. 

As such, it will permit certain protectionist policies under temporary and/or specific circumstances in cases 

such as those mentioned above. It will also ensure certain provisions remain non-negotiable when trade 

agreements are drafted to secure national interests. These measures will help both developed and developing 

countries meet their different objectives. Developing economies are usually interested in further development 

while developed economies are more interested in greater equality and distributive justice as part of their 

goals. As such, the ideal system will also allow for more fair trade among all involved.  



 

Data from the IMF4 show that the annual growth in world trade has been faltering with the volume 

of world trade averaging just 3% over the 2009-2016 period which represents half of the 6% rate recorded 

from 1980 to 2006. This is due both to the 2007-2009 recession and a slow global recovery. In such a weak 

environment, given the importance of trade and investment for long term growth, it is even more important 

to make certain that there is a level playing field for all parties involved. For the latter to occur, there will 

need to be a review and revision of the responsibilities and rules of the current multinational trading system-

the World Trade Organisation (WTO). 

 

The WTO at present has a few major drawbacks. In the first case, it is very slow in settling disputes 

and secondly because of its most favoured nation principle, some countries which became members later 

than others benefitted from trade liberalisation without much reduction in their existing tariff levels. As a 

result, tariff commitments are significantly lower for some countries as compared to others and this continues 

to be a source of contention. The US, for example, has an average tariff rate5 of 3.5% compared to China 

which has a 9.9% rate. One solution may lie in a renegotiation of tariff cuts for some countries that have 

significantly higher trade tariffs as compared to their trading partners. 

 

In addition, the WTO should push for more harmonized international tax rules together with the 

Organisation for Economic Cooperation and Development (OECD) to assist in the clampdown on the use of 

tax havens by multinational enterprises to move profits to offshore low-tax subsidiaries. Resident companies 

do this to lessen the effective tax burden in their home state where business is conducted and it has the effect 

of subsidizing the cost of production for domestic firms. This is in direct opposition to some existing 

agreements6 under the WTO which need to be dealt with in order to create a more level playing field. 

 

Moreover, while there has been a decline in traditional protectionism7, there have been more 

frequent incidents of covert protectionism8. For example, many developing countries such as China have 

been using export promotion and industrial policy to advance their own commercial interests at the expense 

of other countries. With the rise of these beggar thy neighbour policies, the WTO could consider expanding 

its definition of protectionist activity similar to that used by the Global Trade Alert organisation to formally 

address such illegal subsidies in the long run. In the short to medium term, when such issues arise, those 

countries involved in a dispute can work together with an agreed independent third party (to mediate) to 

determine if there is any case of illicit subsidies after all relevant information have been considered and 

                                                   
4 IMF world trade volume of goods and services index. 

5 WTO World Tariff Profiles 2017. 

6 General Agreement on Tariffs and Trade and the Agreement on Subsidies and Countervailing Measures. 

7 This refers to those measures covered under WTO rules. The WTO’s definition of protectionism entails 

mainly those actions designed to restrict imports. 

8 These measures are used to avoid breaching WTO rules. 



determine a minimum price for offending countries’ products moving forward.  

 

Further, data and digital trade are becoming an important part of the world economy and global 

data flows are rising. Data localization requirements and protectionism are also increasing as data privacy 

and cyber security becomes serious concerns. As such, given the fact that existing key trade agreements such 

as the General Agreement on Trade in Services were compiled before the pre-internet era and hence does not 

hamper the emergence of such protectionist policies, it is very important that as innovation in some industries 

surpasses the trade rules designed to govern them, the conceptual framework in the global trade infrastructure 

is quickly updated to reflect the changes that are occurring. In this particular case, given the rapid growth of 

technological advances, it is necessary to have guarantees on the free cross-border flow of data in order to 

prevent a drag on growth. Governments can also benefit from such developments by finding a way to tax 

such technology as this can become an important source of revenue for countries in the future. 

 

As mentioned earlier, while free trade produces many benefits, it is inevitable that there will be 

some globalisation losers. The idea of free trade has lost some of its credibility due to the fact that over the 

years, politicians have touted and exaggerated its benefits without having honest conversations with the wider 

public about the disadvantages and risks involved. Governments have also failed to implement sufficient 

domestic measures to mitigate its disruptive impact on their economies resulting in public angst and perhaps 

even greater support for populism which now threaten the status quo. As a result, there is a need for 

governments to have frank discussions with the public whom they serve while adequately addressing the 

uneven effects of free trade. This will help ensure a future for globalisation. 

 

Finally, for this reformed system to work effectively, countries need to develop strong legal 

frameworks since it makes trade easier due to stricter laws as well as reliable enforcement of the same. 

 

VI. Conclusion 

 

The ideal trade policy will be one that preserves a relatively open economy. It will entail 

acknowledging that while there are many advantages to free trade, that in some temporary and specific 

circumstances, protectionism will be preferable. It is very easy to advocate free trade and apply the same 

rules to everyone across the board, however, the fact remains that each country is faced with its own unique 

circumstances, constraints and objectives and these must be taken into account in order to formulate a better 

trading system.  

 

  As the existing trading system is reformed, it is envisaged that there will be some changes to the 

global trade landscape such as a review and revision of the responsibilities and rules of the WTO. Also, with 

the continued rapid growth of technology, the conceptual framework for international trade will have to be 

amended to reflect new global rules. Laws will have to be strengthened in some countries to facilitate easier 

trade and it is also expected that governments will implement sufficient programs to deal with those most 



negatively impacted by trade with other nations. 

 

Over the long term, a relatively free trade system such as the one described above will protect each 

country’s national interests and ensure that there is mutually advantageous trade. It will also stave off any 

trade wars that could occur as a result of the perception of unfair trade. Hypothetically, free trade may be 

good policy but realistically it isn’t the best policy. 
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