
[image: image]



[image: image]




Dedication

To Bob and Claire and to every American

worker who makes our country great





Epigraph

When the facts change, I change my mind. What do you do, sir?

—attributed to John Maynard Keynes

Failure is not fatal, but failure to change might be.

—John Wooden
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Introduction

In Washington, DC, it was an overcast day on June 9, 2010, and, by local standards, on the cool side. Seventy degrees is a comfortable temperature there in the summer. I was in a taxi on my way to the Dirksen Senate Office Building to testify before the US-China Economic and Security Review Commission. This was a group of twelve men and women appointed by the bipartisan congressional leadership and tasked with assessing US relations with China.

By the time my panel began, the temperature had risen a bit, and it had started to rain. I thought, “Perfect, depressing report on a depressing day.” I was appearing on a panel with a couple other trade law experts. A group from Congress including Senators Lindsey Graham of South Carolina and Chuck Schumer of New York was on right before us. My task for the commission was to evaluate the impacts of China’s joining the World Trade Organization (WTO) ten years on.

The commission invited me to speak because by that point I was well known in Washington circles as a skeptic not only of trade relations with China but also of the international trade system writ large. I had been a trade lawyer for more than thirty years—working for the US Senate, in the Reagan administration, and in private law practice representing American manufacturers in front of administrative agencies and courts. By the time of the hearings in 2010, I was one of a small handful of Washington commentators willing to openly argue against the negative effects of Washington’s one-sided free trade agenda.

My testimony on American trade relations with China that day was thirty-five single-spaced pages. It showed in great detail what a disaster the 2000 decision to grant China “Most Favored Nation” (MFN) status had been for America—and particularly for our workers. It listed all the commitments that China had made back then and showed how they hadn’t kept them, presented the economic calamity that these ten years had been for us, and highlighted the giddy pronouncements that our politicians had made, including President Clinton, Republican presidential candidate George W. Bush, and many leaders in Congress. The testimony quoted their unparalleled optimism—this was a “hundred to nothing deal” proclaimed then President Clinton. And then my testimony gave the butcher’s bill. We had lost millions of jobs and thousands of factories while wages had stagnated. This ultimate concession to Communist leaders, free trade, and multinational corporations had been an unmitigated disaster for working people.

Finally, I predicted it was only going to get worse for our workers if we stayed on the same course, and I made specific policy recommendations, including imposing tariffs on Chinese imports, to correct the problem. After the hearing, two of the commissioners told me it was the most important testimony they had heard in their tenure, but little to nothing changed over the following half decade. My warnings over China went largely unheeded, just as they had throughout the 1990s, when I editorialized and fought against allowing China to join the WTO, the ratification of the North American Free Trade Agreement (NAFTA), and Washington’s radical free trade agenda.

* * *

Well before 2010, it was clear to me that the issue of American trade relations with China was not an isolated problem but was instead emblematic of larger issues in US trade policy. The political establishments of both the Republican and Democratic parties, under the influence of multinational corporations and importers, were unwilling or unable to recognize their mistakes. Instead, they remained convinced that rather than protect American workers and manufacturers, government policy had to put them at risk amid a quest to maximize corporate profits and economic efficiency while minimizing consumer prices.

The result of this effort today is a starker, more indisputable failure than even I could have predicted. While corporate profits soared for a select group of importers and retailers, many of America’s manufacturing companies were hollowed out—forced either into bankruptcy or into moving their factories abroad. And what about ordinary Americans? Though prices for some products declined, wage growth in this country has utterly stagnated since the 1980s—driven in large part by the decline of manufacturing sector employment. As a result, increasingly, working-class families must rely on two full-time incomes in lower-end service sector jobs to maintain the same quality of life one manufacturing sector income once provided. It is no exaggeration to say that American leaders traded the health of the US industrial base and the good-paying manufacturing jobs it supported for current consumption and little more.

A look at the specifics emphasizes the problem:


	We have had fifty straight years of trade deficits with Japan, annual deficits of more than $300 billion with China for years, and enormous and sharply growing deficits with Europe (primarily Germany and Ireland), and a whopping 27 percent of Vietnam’s entire economy is exports to the United States.

	The first personal computer was rolled out by Apple in 1976, made in America. Today, the vast majority of our personal computers are imported, and those few that are made domestically are assembled largely with imported parts. In 2020, almost $90 billion worth of computers were imported.

	In 1995, America was the largest producer of solar cells globally, with 45 percent of world production. Today, virtually no solar cells are made in America, and 78 percent of world production is in China.

	From the 1960s through the 1980s, the United States was the lead source of rare earth materials, largely from Mountain Pass Mine in California. Today, because of Chinese industrial policy, the United States accounts for just 12 percent of global production, while China accounts for 62 percent.

	North Carolina had a vibrant furniture manufacturing sector with ninety thousand middle-class jobs. Within ten years of China’s joining the WTO, imports flooded our market, and half the workforce lost their jobs. Now 73 percent of all furniture sold in America is imported.1

	In 1990, the United States imported about $40 billion worth of cars. That number exploded to more than $180 billion by 2020, and for the first time in our history, less than half the cars sold in America may be assembled here.

	In the 1970s and 1980s, the United States was the world’s leading producer of critical semiconductors. Today, we manufacture only 12 percent of global supply, and we cannot make any of the most advanced chips.

	For the first time in our history, the United States is on track to import more food than we export.



* * *

Donald Trump was elected president in 2016 in substantial part because he opposed the failed policy that got us such miserable results and promised to change it. He asked me to head up his trade policy and negotiation effort because I had spent my professional life fighting against these same forces. For nearly forty years, I had litigated, negotiated, and editorialized against the failed policies of hyper free trade.

My philosophy of international trade—and the philosophy that undergirds this book—is starkly at odds with the radical free trade theology that got us here. Simply put, I believe that American trade policy should revolve around helping working-class American families. Enhancing corporate profits, increasing economic efficiency, and lowering consumer prices are important but, in my view, secondary to this goal. When I look at the world today, the only practical way to help working people I see is to support the American manufacturing sector.

We must never forget that international trade, like all economic policy, is beneficial only if it contributes to the well-being of most of our citizens, if it makes families stronger, and if it makes our communities better. These broader goals are the real objective. In this context, it is imperative to remember that our citizens are first producers and only second consumers. Producing things is crucial to citizens’ capacity to enjoy the dignity of work, support their families, and actively contribute to society. When all citizens—including those without college degrees—have a chance to be productive, it’s good for the country.

American trade policy in the 1990s and early 2000s ignored this reality, and its failures are why, when I took over running American trade policy in early 2017, I knew we needed to follow a new trajectory aimed at advancing America’s workers. Our success explains why the Biden administration has continued many of the changes in US trade policy that President Trump and I began.

The Trump administration had two historic accomplishments in the area of international trade policy. First, we changed the objective. Previous presidents had too often chased big trade deals that made it easier for companies to import products into the United States and that effectively encouraged manufacturing overseas. The decisions of bureaucrats at the WTO, meanwhile, were regarded as sacrosanct. President Trump changed all that. He was committed to bringing manufacturing jobs back to America. He wanted to reduce imports and to increase exports of manufactured goods and agricultural products. He judged success by the creation of new jobs, wage increases, the movement of factories back to America, and the reduction of the trade deficit. With this new objective as our lodestar, we increased tariffs on imports and fought unfair practices. We insisted that our trading partners grant us more market access. Finally, we took on the WTO and largely stopped its unfair, undemocratic appellate body.

The Trump administration’s second great contribution was to awaken the country and ultimately the world to the danger of our growing economic dependence on China. China is an adversary of the United States. Regardless of its rhetoric to the contrary, its actions—and, increasingly, its words as well—show that China views us as a foe. It poses a military, diplomatic, and economic threat. Prior to the Trump administration, China was often portrayed as a friendly partner. This is an illusion. The reality is that it is a mercantilist nation that wants to impose its system on the world. It is opposed to the liberal democratic order and wants to put an end to American hegemony. Trump’s policies reversed the trend of economic dependence and the transfer of trillions of dollars to our adversary in the form of trade deficits. This policy was also a success. Leading up to the onset of COVID-19, the trade deficit with China was reduced from the year before in five straight quarters. Dependence on China was declining. Supply chains were shifting away from China to the United States and other countries. The historic “Phase One” trade agreement with China maintained our tariffs, brought about substantial systemic change there, and created new markets for our products here at home.

* * *

I have two goals in this book. First, I want to challenge the way you think about trade policy. I want to lay out the reasoning behind my philosophy of trade and the underlying data that support the major course correction we took under the Trump administration. Second, I want to describe what we did in the Trump administration to implement this philosophy. Through doing this, I hope to show you how a more assertive US trade policy aimed at helping US workers can actually work in practice.

In the first part of the book, I will explain in detail how I think about international trade. I feel strongly that the course we set for trade policy must rest on a more complete and nuanced understanding of the effects of international trade in the United States—and throughout the world—than can be captured by the question of how much we pay for televisions and toys. So, throughout the first four chapters I will explain why I care about trade policy (chapter 1), my overarching philosophy on international trade (chapter 2), how this philosophy is a part of the American tradition (chapter 3), and how the WTO has failed (chapter 4).

In the second part of the book, I will focus on how the Trump administration pursued a worker-focused trade policy by resetting our economic relationship with China. It has become increasingly clear that China is the United States’ major adversary in the world, militarily, diplomatically, and economically. And yet in trade policy we don’t treat them as an adversary. Indeed, we give them Most Favored Nation status. While we criticize Germany for sending billions of euros to Russia for natural gas, some think it is okay for us to send hundreds of billions of dollars to China for televisions and other consumer goods. Indeed, trade is the Achilles’ heel of our relationship with China—a weakness that has sapped our strength and that continues to distort our actions across a range of different arenas on the world stage. We need to understand the threat we face from China. We must understand its economic policy. This is a country that is fundamentally different from ours in ways that we have long ignored to our detriment. We need to see the subtexts and implications of Chinese actions and rhetoric, rather than solely the deeds done and words spoken out loud.

I feel this issue is so important that I have devoted three chapters to explaining the threat China poses to American security (chapter 5), how the Chinese economic model works (chapter 6), and how this model threatens American economic vitality (chapter 7). With this foundation established, I then explain how the Trump administration used tariffs to negotiate with China (chapters 8 through 10). Finally, I conclude the China section with my thoughts on how the United States must develop a policy of strategic decoupling with China (chapter 11).

China, of course, is not the only complex trade issue facing our country. In the third part of the book, I will explain how we renegotiated the North American Free Trade Agreement with Mexico and Canada (chapters 12 through 14). In the fourth part of the book, I will discuss various international trade issues with other major trading partners and in the global economy (chapters 15 through 17). Finally, in the last part of the book, I will conclude with my thoughts on the path forward for America’s approach to international trade.

* * *

By now, it is clear to me that the once nearly unanimous Washington consensus on free trade is dead. In the final days of the Trump presidency, some Republicans in Congress who had disagreed with me for decades confided that I had changed the way they thought about trade, and the few staunch free trade holdouts remaining in the party are slowly retiring. President Biden, despite supporting most of the failed trade policies of the past during his time in the Senate, essentially adopted the Trump trade policy during his 2020 campaign. The Biden administration’s subsequent decisions to keep most of the China tariffs in place, to continue to ignore the World Trade Organization, and to support American semiconductor and electric vehicle production show that the shift in priorities that we started has become entrenched across both parties.

Understanding why and how this happened is imperative for anyone seeking to find a new path forward. During the course of the Trump presidency, I was often asked to recommend one book that would give the history and philosophy of our worker-oriented trade policy. This is that book.





Part One

Foundations





Chapter 1

Where It Started

When I arrived at Mar-a-Lago in December 2016 to meet with President-elect Donald Trump, I anticipated I would be offered the job of United States Trade Representative, and indeed I was. Sitting there in the walnut-paneled former library across the table from the president-elect, I knew that what I was being offered was not just a job. It was the chance to fight a battle that I had been preparing for my whole life: the battle to build trade policy that supports a society in which American workers, including those without college educations, can build better lives for themselves and their families through the stable, well-paying jobs that no healthy country can do without.

I knew what I was signing up for. I was facing four years of eighteen-hour days and seven-day weeks. Along with my team, I’d be fighting big business. I’d be fighting globalists and nationalists of all stripes from China, Mexico, Canada, and Europe whose interests diverged from those of American workers. I’d be at odds with upholders of the orthodox free trade position of the Republican Party. Indeed, some of those people would be my colleagues in the Trump administration. That didn’t faze me particularly. I was up for the fight. And I had already been developing a philosophy on trade—based on practice rather than theory—for almost thirty-five years at that point.

I am often asked how I developed my concern for this issue. Why have I dedicated so much of my life to this fight?

In large part, the answer lies in my upbringing in Ashtabula, Ohio—a small industrial city in the uppermost northeastern corner of Ohio on Lake Erie. Ashtabula was thriving when I grew up in the 1950s and 1960s. It had a port that brought in iron ore from the Minnesota Iron Range and then shipped it by rail down to Pittsburgh to be made into steel. It had a vibrant railroad industry. Off of Bridge Street near the harbor, you could see hundreds of hopper cars of iron ore in the process of unloading. Ashtabula also had a lot of small manufacturing jobs, many based at companies that were suppliers to the auto industry in Detroit. These days, the hopper cars aren’t unloading much iron ore, as many of the steel industry jobs that relied on that supply have moved overseas. The manufacturing jobs supporting the auto industry in Detroit have also dwindled to a comparative trickle. But back when I was growing up, my hometown was an ordinary, prosperous, bustling American city—one of many such places.

My father was a doctor. His story is an interesting one. Our family—the Lighthizers—originally came to America in 1748. George Lighthizer fought for independence in the American Revolution alongside his sons. According to our family history, he was illiterate and of humble origin. Over the nineteenth century and into the twentieth, the life and livelihood of the Lighthizers was woven into the fabric of American history. My ancestors on that side were farmers and smelters of pig iron. Then, as the industrial revolution transformed the country, many of them became blue-collar workers. My father was born early in the twentieth century and raised in a small town near Steubenville, Ohio. He and his brother were the first in our family to go to college. Their hometown, Mingo Junction, had one steel mill that was the center of economic activity and employed much of the population. My grandfather, the son of a farmer, was a bricklayer. My father worked in the steel mills and then gradually worked his way through college. After graduating from the University of West Virginia in 1933 at the relatively old age of twenty-nine, he went on to medical school—first at West Virginia, then at NYU in New York City. He built a good life for our family.

Like my father, my mother was also the first in her family to attend college—in her case, at the University of Kentucky. Her family was Irish with some Scottish mixed in. My brother and I are thus Irish, Scottish, and German, with a little of everything else. We went to Mother of Sorrows Catholic School in Ashtabula, in the district near the harbor. Our friends were the children of families with blue-collar jobs. Ashtabula had many immigrants from many places—notably, sizable communities from Italy and, interestingly, Finland. There were three Catholic parishes when I was growing up. Our parish had been built in the 1890s by the rapidly growing immigrant community who worked in Ashtabula Harbor. Mount Carmel was a parish largely of Italian immigrants, and nearby there was Saint Joseph’s. Now all three parishes are combined into one. Mother of Sorrows Catholic School closed long ago. The building stands empty.

Our house was a couple of miles away—across the street from Lake Erie. I can remember watching the boats heading down Lake Erie toward Ashtabula Harbor. Like most of my friends, I had a summer job every year from the time that I was maybe twelve years old. I worked in the first automated car wash in town. Other years, I bagged groceries in a grocery store. I sometimes caddied at our country club when I got the chance. From my last year in high school through my first year of law school, I spent my summers painting what seemed like an endless series of apartments.

Ashtabula was a good place to grow up in the middle of the twentieth century. I’m reminded of the line from Wilbur Wright (of Wright Brothers fame), who mused, “If I were giving a young man advice as to how he might succeed in life, I would say to him pick out a good father and mother, and begin life in Ohio.”1 But growing up in Ashtabula doesn’t hold as much promise these days as it did back then. The city’s population peaked in 1970 at about 24,000 people. Since then, many of the jobs have left. A lot of the people left, too, in search of greener pastures somewhere else. Many of those who remain are struggling. Nearly a third of the people of Ashtabula live in poverty. Less than 10 percent of its residents have a college degree. The vast majority have only a high school education or less.

What happened to Ashtabula, and indeed much of the industrial heartland of the Midwest, has several causes but among the largest is poor international trade policy, helped along by the waves of technological change that transformed the nature of many jobs. Surging steel imports hurt the port, the flood of imported Japanese cars cost auto parts manufacturing jobs, and so on. Our country simply does not make many of the things we need anymore. Instead, we buy things from other countries and have them shipped here in an endless flow of container ships. Think about the things you use every day. How many of them were made in this country by people who live here? Increasingly few.

In the 1960s, I packed up for college. For me, Georgetown University—and later Georgetown Law School—in Washington, DC, was a world far removed from Ashtabula. Both academically and socially, it was exciting and invigorating. I had the sense that my horizons were expanding in every direction. But the disconnect from the concerns of people I knew well was disconcerting and disturbing. In the early 1970s, the currents of trade were already shifting fast. When I went back home during the summers, I could see those effects beginning to play out in people’s lives, and I didn’t like what I saw. But it was tough to convey the reality of that perspective to the fast-paced world of Georgetown, where resistance to the tides of free trade was largely seen as untenable and antediluvian.

In that elite world, the benefits of globalization were very much in the forefront, while the concerns of those hurt by it were far away and easy to dismiss. The reasoning of the free trade advocates was perfectly clear, but from my viewpoint, their relative priorities on the costs versus benefits seemed seriously askew. Advocates for free trade seemed to accept the growing distress in so many manufacturing-centered communities with the easy assurance of those whose understanding of the calamity was wholly theoretical. It was also hard to dismiss the sense that the proponents of free trade whose voices were heard the most were not trying very hard to see the reality of those costs in the context of the people and families whose lives were affected. Impersonal, inexorable market forces provided an acceptable fig leaf for the turn to globalization that was always the preferred course regardless.

After law school I practiced law at the law firm of Covington and Burling in Washington for a few years. In 1977, after his run for vice president, Senator Robert Dole decided he wanted to hire a young conservative lawyer to help him put together his Senate Finance Committee staff. Elizabeth Dole called a friend of hers at the law firm and that partner recommended me. I met Senator Dole and we liked each other from the start. Few encounters have proved more consequential in my life. A few months later, he offered me the job of staff director for the Republicans and entrusted me with hiring a staff. Over the following years, I worked closely with him, initially on his staff and later in many different forums.

During the time that I worked with Senator Dole (December 1978 to April 1983), he was approaching the peak of his career. He was the ranking member of the Senate Finance Committee, and in 1981 he became its chairman. I became the staff director of the committee. Senator Dole was a smart, tough legislator. We helped write the economic plan of the Reagan administration and then helped get it passed through Congress.

In 1983, I left Senator Dole’s staff to accept an appointment as deputy US trade representative (USTR) under Bill Brock in the Reagan administration. Brock was a smart Tennessee politician. He had been a congressman and a senator and had served as the head of the Republican Party that organized the across-the-board sweep of the 1980 election.

By this time, trade was well on its way to becoming a passion for me. The staff at USTR was getting started on a major multilateral round of trade negotiations (the Uruguay Trade Round), and we were also in the throes of negotiating trade agreements on major issues with Japan, including steel and autos. While Ronald Reagan spoke in favor of free trade, in his heart he was always a strong advocate for American national interests. And one prior assumption was always understood: free trade could be a force for our prosperity only if it rested on a level playing field. In a speech on September 23, 1985, President Reagan said:

Above all else, free trade is, by definition, fair trade. When domestic markets are closed to the exports of others, it is no longer free trade. When governments subsidize their manufacturers and farmers so that they can dump goods in other markets, it is no longer free trade. When governments permit counterfeiting or copying of American products, it is stealing our future, and it is no longer free trade. When governments assist their exporters in ways that violate international laws, then the playing field is no longer level, and there is no longer free trade. When governments subsidize industries for commercial advantage and underwrite costs, placing an unfair burden on competitors, that is not free trade.2

President Reagan distinguished between free trade in theory and free trade in practice. He imposed quotas on imported steel, protected Harley-Davidson from Japanese competition, restrained imports of semiconductors and automobiles, took on the overvalued dollar, and pursued similar steps to keep American industry strong during the 1980s. Indeed, after he left office, one group of rabid libertarian free traders said that he was the most protectionist president since Herbert Hoover.3 I can’t hide the fact that I always took that as a compliment.

From 1983 to 1985, I was one of two deputies to the USTR. My colleague had responsibility for the geographic offices—those, for example, that dealt with Asia, Europe, and the Middle East. My responsibilities were the sectoral offices. That means that I was responsible for industry, agriculture, investment, services, and trade policy. It’s easy to see that, given that kind of division, both deputies could claim responsibility for almost everything that came into the office. However, in our case, the division of responsibilities worked out well. While my colleague was coordinating our efforts on a multilateral level, I handled most of the actual negotiations with our trading partners. And it was in the process of those trade negotiations that I truly found my wheelhouse.

Under the Reagan administration, our office undertook a number of actions to enforce US rights and fairness in our trading relationships. My first major negotiation was the long-term grain agreement between the Soviet Union and the United States. This corrected President Carter’s unfortunate decision to stop our grain sales to the Soviets after they invaded Afghanistan. These were the “Evil Empire” days, and I was among the first senior US officials to travel to Moscow.

My next negotiations involved steel. President Reagan made the strategic decision to take action to limit the imports of specialty steel from a variety of countries around the world because of the threat they posed to American industry. I negotiated those bilateral deals with a team of career staffers from USTR. The president then decided to impose similar limits on carbon steel imports. My team and I negotiated several agreements here as well. Overall, I led the negotiations of about twenty international deals while deputy. During my time at USTR, I focused more and more on negotiations, the unfair practices of our trading partners, growing trade deficits, and the problem of Japanese industrial policy and its effect on US jobs. For a period, I negotiated on a bilateral investment treaty with China. This was 1984, and of course China was not what we see today. We never did come to an agreement, but I had my initial up-close experience with the Middle Kingdom.

One lesson that became crystal clear throughout those trade negotiations: no one gives up anything valuable for nothing. The strategic use of leverage was essential to successful negotiating. It was the potential to impose costs that allowed us to demand action on issues of unfair trade. And a key point of leverage was the credible threat to act unilaterally to impose tariffs. Our bilateral voluntary restraint agreements (VRAs)—that is, agreements in which our trading partners decide to restrain their imports in order to create breathing space for American companies—with Japan and other countries on steel and cars rested on this leverage. We would block their imports if we could not reach a deal. This was a lesson that was to stand us in good stead in the Trump administration, which differed from that of the Reagan administration in significant ways with respect to trade.

The most noteworthy distinction between the Reagan years and the Trump years was that President Trump cared enormously about trade issues. It was one of the major reasons why he chose to run for president. Taking action in this area was something that he thought about every day, whereas for President Reagan, trade had not been a top-level priority—he had many critical domestic and international policy issues on his mind. President Reagan didn’t talk about trade or have meetings on it more than a few times a year. The same thing could be said of President Bush and President Obama. But for President Trump, issues of international trade were a key priority that dominated his thoughts, and I quickly came to know the depth of his level of engagement firsthand when I assumed my role as USTR.

The Post-Reagan Years

On September 2, 1987, I was paging through my usual stack of newspapers when I came across a full-page ad on issues of foreign policy and trade. “There’s nothing wrong with America’s Foreign Defense Policy that a little backbone can’t cure,” it declared. It was addressed, “To the American People,” from Donald J. Trump.

“For decades, Japan and other nations have been taking advantage of the United States,” Trump observed. “The world is laughing at American politicians as we protect ships we don’t own, carrying oil we don’t need, destined for allies who won’t help.” The letter noted the costs for America of acting as de facto policeman to the world, but it also touched on trade issues because these costs coincided with vast trade deficits. “Over the years, the Japanese, unimpeded by the huge costs of defending themselves (as long as the United States will do it for free), have built a strong and vibrant economy with unprecedented surpluses. . . . It’s time for us to end our vast deficits by making Japan, and others who can afford it, pay.”

I had been aware of Donald Trump through the 1980s. His larger-than-life personality ensured that. As a young lawyer, I often took the Trump shuttle into New York City. And I was familiar with Trump Towers and his other property interests in New York City. But that letter to America, published in the New York Times, the Washington Post, and the Boston Globe, and paid for by Trump personally at a cost of close to $100,000, was one of the first times I paid serious attention to him on the issue of trade. I realized that his instincts were similar to mine. For the decades afterward, I cheered on his pronouncements on trade and the harm done to our country by unfair imports.

One thing I had begun to realize very early after my arrival at Georgetown was that standing up for American interests on trade was often not a popular opinion in Washington, DC. That rule applied even more so to New York and its financial and investing interests. We had labor advocates in our corner but sometimes few others. The enlightened position was the standard neoclassical case for free trade. This was still the case as late as the 2016 campaign. Anything other than full-throated support for free trade was regarded as a throwback to protectionism and isolationism, as well as an invitation to trade wars. “Isolationism is a recipe for total failure,” Harvard professor and Clinton adviser Nicholas Burns said at the time regarding Trump’s trade policy.4

Proponents of free trade reassure us that the United States is much better off and stronger on balance by opening ourselves to trade. Concern about American workers and communities, as they see it, is shortsighted. New jobs would develop in new industries that would grow. Workers would move to new locations. Government job training would fix any remaining problems. Everything will work out, they said and continue to say. By the time that it became apparent that everything was not working out and that there were devastating costs to many communities, most people in DC didn’t worry very much, because it was all happening someplace far away to people they didn’t know. Nothing useful could be done to hold back the tides of inexorable market forces. This was all aided, of course, by the fact that many in the Washington business trade associations had become far more concerned with the interests of importers than those of US manufacturers. The lobbying money was on the side of free trade.

Over the years of following Trump’s pronouncements on trade, I came to believe that he had good instincts. In the run-up to the 1988 presidential election, there was discussion about the possibility of Donald Trump running for president. I was vice chairman of Senator Dole’s campaign that year, and in that capacity, I was keeping track of the issue. I was very much aware of Trump and his criticism of our unfair trade with Japan. I advocated for a similar track for Senator Dole on issues of trade. In 1989, Trump had a well-known interview with Diane Sawyer in which he called for 15 percent to 20 percent tariffs on imports from Japan to get the trade deficit under control. Trump’s 1990 book, Surviving at the Top, laid out his trade philosophy as well, and his books after that time, including The America We Deserve (2000), expanded this philosophy along similar lines.

As the problem with international trade shifted in the 1980s and 1990s from Japan to China, Trump’s focus shifted as well. My focus on trade also changed at this time. It was obvious to those of us who were concerned about workers’ job losses and trade deficits that the growing problem with China was a much larger issue than the existing issues with Japan. On that topic, I increasingly followed what Trump had to say. He not only understood the underlying issues that we were facing with trade at the time, but he was a practical problem solver. He was knowledgeable, articulate, and passionate on the issues of trade that I considered pivotal.

My law practice in the 1990s and 2000s was largely focused on representing US manufacturers (mostly steel companies) in actions against foreign manufacturers who flooded our market with low-cost, unfairly traded products. We used laws that penalized dumping and subsidization by foreign producers. Essentially, after a litigation process, a duty would be put on the imported product to offset the unfair advantage. These cases were appealed to domestic US courts but also to the dispute resolution process at the WTO in Geneva. It became increasingly obvious that WTO decisions too often were not founded on the trade agreement text and went against our national laws. Problems of unfair trade would not be solved at the WTO. Indeed, it was making matters worse.

After 2000, China became a growing problem, with extensive state ownership, enormous state subsidies, a closed home market, currency manipulation, rampant government-sponsored theft of intellectual property, and every other mercantilist practice. Trade deficits skyrocketed to unprecedented levels. We were allowing China, a foreign adversary, to use all forms of state-sponsored, government-organized unfair trade to run up a more than $270 billion trade surplus with us and to take US jobs in the process. These were the years that American workers were hit by what economists later called the “China shock.”5 It was so severe that even the usual advocates for trade started to get a little nervous.

The deep recession after the financial crisis of 2008 was the only thing that put a dent in the massive trade deficits. But it wasn’t enough. We were on an unsustainable path, and no one had a plan to deal with it at the time—except possibly Donald Trump. In 2011, when there was talk of a Trump presidential run, I wrote an op-ed in the Washington Times making the case that his “get tough on China” views very much reflected the historical roots of American conservatism and of the Republican Party. (We’ll discuss that history in chapter 3.) In the end, of course, we had to wait until 2016 for the presidential run that would end up changing this country’s history on trade and, in effect, bringing us back to our roots.

The Trump Candidacy and Presidency

Over the course of the 2016 campaign, Donald Trump spoke about trade at every stop. He talked about the problems with China. He talked about the rip-off that was NAFTA. And he talked about trade deficits and how they were hurting working people. He summed up his position in a definitive speech just outside Pittsburgh in Monessen, Pennsylvania. Working people could see that, as president, Donald Trump would be on their side and that their concerns would no longer be treated as the necessary cost of economic progress.

When Donald Trump first laid out his objectives for trade policy on the presidential campaign trail, a long road lay ahead. Once in office, he faced the enormous challenge of putting the plan into practice with me as USTR. Despite the predictable bends in the road, the hand-wringing from advocates of free trade, the pushback from our trading partners, and the occasional setback in negotiations, we largely stuck with the road map that he had laid out back on that June day in Monessen. And our major trade partners were placed on notice.

President Trump was a great boss, and together we fought to keep his promises. At a cabinet meeting on May 19, 2020, after we had finished most of the milestone agreements, he said: “And one of the people I wanted to get when I was elected was Bob Lighthizer because he had the record and really had the reputation as being the best trade negotiator anywhere in the world that everybody respected. He was the authority. So I got him and you’ve lived up to your reputation.”6 I said thank you and started to think about that day at Mar-a-Largo three and a half years earlier. The long days had been worth it.





Chapter 2

Where We Are Now

Having spent most of my life thinking about trade policy, I’ve come to a few basic conclusions. First, the post–World War II strategy of reducing barriers to imports in return for the hope of new exports seriously went off the rails in the 1990s. The United States placed an all-or-nothing bet on free trade in the form of three consecutive deals. Since that time, we have seen the loss of millions of jobs and exploding trade deficits. Second, the United States needs to insist on fair trade in our market and reciprocal access in foreign markets. Decades of poor trade deals have produced neither. Third, we need a policy that assures balanced trade. We cannot afford to continue to transfer our wealth to foreign countries in return for consumer products. These are the realities. The more fundamental questions are, how did we get to this place, and what is the philosophy of trade that will achieve these objectives?

For some, trade is mostly a way to engage on the world stage. One hears about the need for America to use its economic prowess to gain friends and to influence events. We need to trade more—read: import more—so that other countries will like us instead of, say, China. For others, trade is really about obtaining the cheapest products for our consumers. For these people, if the result is the loss of manufacturing and related jobs, that is a fair exchange. Cheap televisions trump American factories.

I feel that most Americans reject both these approaches. For most average people, economic policy and thus trade policy should be about improving the prosperity of our communities, not high-minded foreign policy maneuvering or getting cheap stuff. They want to have better jobs, stronger families, and safer, more prosperous communities. They believe that America’s strength is its people as producers. A trade policy that pursues these goals is what we call a trade policy for the common good, and it is what we tried to carry out in the Trump administration. Our objective was no less than to turn around a failed policy that had been prevalent for sixty years. The disconnect between the elites who think primarily about foreign policy or economic efficiency and the vast majority of our people is great. It was time for the people to take back the policy. And for the most part they did.

Common Good Economics

The Trump administration broke with the orthodoxies of free trade religion at times, but contrary to what critics have charged, it did not embrace protectionism and autarky. Nor did it engage in a reactive tit-for-tat approach. Instead, it sought to balance the benefits of trade liberalization with policies that prioritized the dignity of work and more generally the common good. The goal was increasing the number of high-quality jobs paying higher wages in the United States.

Under this policy, the Office of the US Trade Representative took aggressive and, at times, controversial actions to protect American jobs. But it did so without sparking unsustainable trade wars and while continuing to expand US exporters’ access to foreign markets. The United States–Mexico–Canada Agreement (USMCA), which was first signed in 2018 and entered into force on July 1, 2020, offers the best and most comprehensive illustration of a trade policy oriented toward the common good. (We’ll discuss the negotiations for this agreement in chapters 12–14.) This new way of thinking also motivated the Trump administration’s policies toward China and the World Trade Organization (WTO), as we’ll discuss in chapter 4. In addressing other challenges, the administration always had the same goal: a balanced, worker-focused trade policy that served the common good for Americans and, where possible, achieved a bipartisan consensus.

I want to be clear. It is certainly not my position that post–World War II trade orthodoxy has been uniformly bad for America. Our country is the second largest exporting nation after China, and overseas markets help support millions of American jobs. Global competition is essential to maintaining technological superiority. Our companies must go head-to-head with foreign companies to remain sharp, and they must often integrate cutting-edge overseas technology to improve their own. Further collaboration in research and development with friendly, secure nations is important. The profitability of the American agriculture sector depends on exports. Our services sectors run substantial surpluses every year, and we lead in technology, financial services exports, and a number of other areas. America has a number of competitive advantages, and we make them count.

The US services surplus is very significant for our country. However, it is important to understand what that means. First, compared to the goods deficits, the services surpluses are small. Second, the services numbers are much less reliable than the goods numbers. By their nature they are more difficult to count than goods crossing a border. To create this data, the Department of Commerce sends out a survey to businesses in these industries and then it guestimates the imports and exports based on the responses. Many things that readers may not think are exports are still counted as exports. For example, foreign students coming to our universities and foreign tourists are both large services export categories. Finally, it is important to know that over 80 percent of our services surplus is accounted for by royalty payments for the use of intellectual property paid back to US companies by their foreign subsidiaries and financial services in which the United States has a large competitive advantage, but which also produce relatively more employment overseas than they do at home. In fact, the royalty payments are often part of a US tax-avoidance scheme that has no positive effect on our employment or the well-being of our country.

Further, trade policy has helped build our great American economy and contributed to making the world safer. Exports to US consumers rapidly helped Japan and West Germany rebuild and become responsible members of the world community. The tearing down of trade barriers within Europe, starting with the establishment of the European Coal and Steel Community in 1951, brought the democracies of Western Europe closer together, setting a template for future cooperation. Despite the benefits of our post–World War II trade policy to Western Europe, the US commitment to free trade in this period was not so unbridled as to produce neglect of Cold War challenges. Rather, the costs and benefits of trade liberalization were calibrated relative to national interests and changing political circumstances. No one would have argued for free trade and economic interdependence with the Soviet Union.

The Berlin Wall Falls . . . and So Does Our Guard

After the fall of the Soviet Union in 1989, however, the United States began to throw caution to the wind. Many believed that the end of autocracy and the triumph of democratic market capitalism was inevitable. This post–Cold War push for unfettered trade liberalization did yield some benefits. For example, lower trade barriers and the proliferation of free trade agreements (FTAs) in recent decades swelled the profits of many multinational corporations. That benefited not only CEOs but also middle-class Americans who hold equities in their retirement accounts. Trade also helped revive many of the country’s great urban centers. Cheap imports and the rise of big-box and online retailers have made an ever-expanding class of consumer goods available to the masses. And in China, India, and throughout the rest of the developing world, millions of people have been lifted out of poverty.

The thinking at the time was that this trade liberalization had no downside and that with the fall of the Soviet Union in the rearview mirror, the whole world, including Communist China, was being swept up on a rising wave of liberal democracy. Unlike most waves, however, this one was somehow never supposed to crash back down to earth. There was no need for caution about the prospects of the proposed plan of trade liberalization on steroids, the end goal of which was access to low-wage Chinese workers and the emerging middle class of Chinese consumers.

The policies of the 1990s and early 2000s embodied this free trade mentality. Under the Clinton administration, the United States doubled down on free trade in a way that served the interests of global corporations and foreign countries at the expense of American workers and US national interests. The United States ended up with the North American Free Trade Agreement (NAFTA), which went into effect on January 1, 1994. This agreement allowed for the removal of most trade barriers to goods and services flowing between the United States, Mexico, and Canada. Presidents George H. W. Bush and Clinton fought hard for it, but it was never popular. Next came the Uruguay Round trade agreement, which was also unpopular. Among other things, it produced the WTO. And to complete the trifecta in 2000, the United States gave China permanent Most Favored Nation treatment. The following year, China joined the WTO. This was a riverboat gamble—dramatically opening our markets would supposedly lead to prosperity and world peace. Thank you, Mr. Clinton and America’s elites.

First cracks and then holes soon started to appear in the wall of globalist delusions that could not be plastered over by rhetoric. Between 2000 and 2016, the United States lost nearly five million manufacturing jobs. Median household income stagnated. And in the places that prosperity left behind, the fabric of society frayed. Since the mid-1990s, the United States has faced an epidemic of what the economists Anne Case and Angus Deaton have termed “deaths of despair.” They have found that among white middle-aged adults who lack a college education—a demographic that has borne much of the brunt of offshoring—deaths from cirrhosis of the liver increased by 50 percent between 1999 and 2013, suicides increased by 78 percent, and drug and alcohol overdoses increased by 323 percent. From 2014 to 2017, the increase in deaths of despair led to the first decrease in life expectancy in the United States over a three-year period since the 1918 flu pandemic.1

Trade has not been the sole cause of the recent loss of manufacturing jobs or of the attendant societal distress. Automation, productivity gains, foreign currency manipulation, and the financial crisis of 2008 have played key roles as well. But it cannot be denied that the offshoring of jobs from high- to low-wage places has devastated communities in the American Rust Belt and elsewhere.

There Was Never Such a Thing as “Free Trade”

Today, the tide has turned against the argument for unfettered free trade, in no small part because of the changes we made in the Trump administration. More broadly, evidence and experience have shown us that free trade is a unicorn—a figment of the Anglo-American imagination. No one really believes in it outside of countries in the Anglo-American world, and no one practices it. After the lessons of the past couple decades or so, few believe in it even within that world, save for some hard-core ideologues. It is a theory that never worked anywhere.

All the great economies were built behind a wall of protection and often with government money. The British industrial revolution was aided by a wall of tariffs. Likewise, the late-nineteenth-century explosion of American industry was the product of protectionism and often subsidies. Can anyone imagine the great American railroads being built without the grant of free land per mile? Similarly, the manufacturing countries of Japan, Germany, and now China all benefited during their development from tariffs, other barriers, and subsidies of one kind or another. It is important to remember that no country became great by consuming. They became great by producing.

The Limits of Interdependence

Advocates of free trade frequently argue that enhanced international trade corresponds with greater international peace. This point of view traces back to the post–World War II period. Before World War II, tariffs were high by contemporary standards. From the 1820s until the late 1940s, the weighted average US tariff (which measures duties collected as a percentage of total imports) rarely dipped below 20 percent. President Franklin Roosevelt and the New Deal Congress ushered in a period of relative tariff liberalization in the 1930s, but even then the tariff rate remained in the mid- to high teens throughout the decade. After the war, however, both Democrats and Republicans came to champion tariff reduction as a means of preventing yet another conflict, arguing that trade fostered interdependence between nations. Trade liberalization came to be seen not just as a tool of economic policy but also as a path to perpetual peace. Indeed, Cordell Hull, the secretary of state from 1933 to 1944 in the Roosevelt administration and lead architect of its trade policy, claimed that his philosophy centered on the idea that “unhampered trade dovetailed with peace; [and] high tariffs, trade barriers, and unfair economic competition, with war.”2

The need for the United States to temper the often uncritical post–World War II enthusiasm for interdependence at all costs has never been greater than it is now, in the face of the Chinese threat. We need to remember that, historically speaking, interdependence does not always lead to peace. In the United States, economic ties between the North and the South did not prevent the Civil War. Global trade grew rapidly in the years right before World War I; exports as a percentage of global GDP peaked at nearly 14 percent in 1913, a record that would hold until the 1970s. Likewise, it would be hard to argue that the rise of Germany as a major exporter in the late nineteenth century helped pacify that country in the first half of the twentieth. Japan’s dependence on raw materials from the United States motivated its attack on Pearl Harbor. More recently, as we will discuss in chapter 4, China’s accession to the WTO in 2001—which was supposed to make the country a model global citizen—was followed by massive investments in its military capabilities and territorial expansion in the South China Sea. And certainly the great trade between Ukraine and Russia did not stop Putin’s invasion in 2022.

On the flip side, conflict over trade is not always destabilizing or a threat to broader foreign policy objectives. The North Atlantic Treaty Organization (NATO) alliance survived the tariff hikes associated with both the 1960s “chicken war,” when the United States clashed with France and West Germany over poultry duties, and the 1970s “Nixon shock,” when the United States effectively abandoned the Bretton Woods system. The United States and Japan fought about trade in the 1980s, but their bilateral security alliance stayed strong.

Countries, like people, compartmentalize between separate issues. There may be situations when it is appropriate to make concessions on trade to achieve broader diplomatic aims, but one should keep in mind that such bargains can prove costly in the long run. Letting India join the General Agreement on Tariffs and Trade (the precursor to the WTO) in 1948 with nearly a third of its industrial tariffs unbound, for example, no doubt made sense to Cold Warriors, who thought that it would help bring India into the US camp. Yet the negative repercussions of that decision persist to this day, now that India has become one of the world’s largest economies and, at times, a troublesome trading partner for the United States. Over the years, such concessions have piled up.

Sometimes the tendency to view trade through the lens of diplomacy has led to excess timidity and passivity. The most vivid example is the failure of the George W. Bush and Obama administrations to meaningfully confront China’s market-distorting subsidies and policy of forcing foreign companies to share their technology. But there are many others. For instance, until the Trump administration took office, the United States had never invoked the procedures for enforcing environmental commitments it had bargained for in its free trade agreements. The Trump administration used those tools to crack down on illegal timber harvesting in Peru and illegal fishing in South Korea.

Although the United States should not wield its economic leverage blithely, fear of rocking the diplomatic boat cannot be an excuse for inaction. Despite the “sky is falling” rhetoric that greeted many of the administration’s policies, the United States remained the most open of the world’s major economies throughout Donald Trump’s presidency. Even with the tariffs imposed against China, along with efforts to rescue the domestic steel, aluminum, and solar power industries, the United States’ weighted average tariff was only 2.85 percent in 2019 (and 1.3 percent for imports from countries other than China). That’s slightly higher than the 1.5 percent rate that prevailed during the last year of the Obama administration but still lower than a comparable figure for the European Union: the 3.0 percent weighted average rate it imposes on imports from other WTO members.

History will judge the ultimate effectiveness of the Trump administration’s targeted duties. But experience has already proven wrong those who said that the administration’s actions would inevitably lead to a 1930s-style trade war. Broadly speaking, the geopolitical case for free trade is anachronistic. Tariffs don’t necessarily prompt trade wars, and removing tariffs often does little to prevent actual war.

The Efficiency Obsession

Some cite efficiency as a rationale for free trade. For adherents of this faith, the sole objective of trade policy is market efficiency. Lower tariffs and nontariff barriers reduce the costs of producing and distributing goods and services; that, in turn, makes society as a whole better off—or so the argument goes. Of course, there are advantages to lower prices when considering Americans as consumers. The problem is that adherents of this view seldom consider how this single-minded pursuit of efficiency affects the men and women who actually do the producing.

According to the definitions preferred by these efficiency-minded free traders, the downside of trade for American producers is not evidence against their approach but rather is an unfortunate but necessary side effect. That’s because free trade is always taken as a given, not as an approach to be questioned. Rather than envisioning the type of society desired and then, in light of that conception of the common good, fashioning a trade policy to fit that vision, economists tend to do the opposite: they start from the proposition that free trade should reign and then argue that society should adapt. Most acknowledge that lowering trade barriers causes economic disruption, but very few suggest that the rules of trade should be calibrated to help society better manage those effects. On the right, libertarians deny that these bad effects are a problem, because the benefits of cheap consumer goods for the masses supposedly outweigh the costs, and factory workers, in their view, can be retrained to write computer programs. On the left, progressives promote trade adjustment assistance and other wealth-transfer schemes as a means of smoothing globalization’s rough edges.

As I discuss in the next section, neither response really solves the problems of free trade for the working class. A big part of elites’ misunderstanding of the situation is that they have no appreciation for the social component of work. Those obsessed with efficiency tend to see employment simply as a means of allocating resources and ensuring production. In so doing, they greatly undervalue the personal dignity that individuals derive from meaningful work. Commentators from Pope Leo XIII in the nineteenth century to Arthur Brooks and Oren Cass today have written eloquently about the central role of work in a well-ordered society. Doing honest work for a decent wage instills feelings of self-worth that come from being needed and contributing to society. Stable, remunerative employment reinforces good habits and discourages bad ones. That makes human beings into better spouses, parents, neighbors, and citizens. By contrast, the loss of personal dignity that comes from the absence of stable, well-paying employment is not something that can be compensated for either by increased consumption of low-cost imported goods or by welfare checks.

None of this is to suggest that efficiency should be irrelevant. But it should not be the sole factor in trade policy, and certainly not an object of idolatrous devotion, as some have made it. When it comes to taxes, health care, environmental regulation, and other issues, policy makers routinely balance efficiency with other competing goals. They should do the same for trade. As with everything else, there are trade-offs involved in the context of trade.

In recent years, however, the fixation on efficiency has caused many to ignore the downsides of trade liberalization. Particularly as elites came to accept free trade as an article of faith, businesses found that they could send jobs abroad without attracting much negative publicity. In fact, General Electric’s hard-charging CEO from 1981 to 2001, the late Jack Welch, told suppliers at one point that his company would stop doing business with them if they weren’t outsourcing jobs. “Supply chain relocation” became a cure-all peddled by management consulting firms. Unfortunately, as COVID-19 has made painfully apparent, many companies caught up in the outsourcing frenzy failed to appreciate the risks. They ignored possible transportation problems, input disruptions, and the real possibility of foreign government policy shifts and instability.

Why Retraining, Services, and Technology Jobs Aren’t the Answer

Those that claim that the benefits of interdependence or efficiency justify the costs free trade places on the American working class often argue this negative impact can be offset by retraining that helps workers move into new service sector or technology jobs. In theory, retraining may sound attractive, but this phenomenon has failed to materialize. Compared with those who lost their jobs in earlier periods of economic change, displaced workers in modern, developed economies typically have fewer and less attractive options. Historically speaking, this was not always the case. In the United Kingdom in the nineteenth century, for example, the repeal of the protectionist Corn Laws prompted agricultural workers to flee the countryside for industrializing urban areas where factory jobs were waiting. By contrast, the American factory workers who were displaced beginning in the 1990s either had nowhere to go or ended up working in low-skill, low-paying service jobs.

Rather than attempt to reverse these trends, some argue that mature economies should increase their reliance on services, the digital economy, and research and development. These sectors contribute greatly to the United States’ competitive edge, and the service sector employs most Americans today and will likely continue to do so for the foreseeable future. At the same time, however, it is difficult to imagine that the US economy can serve the needs of working people without a thriving manufacturing sector.

The technology sector, for all its virtues, is not a source of high-paying jobs for working people. Over half of the United States’ roughly 250 million adults lack a college diploma. Historically, manufacturing jobs have been the best source of stable, well-paying employment for this cohort. Perhaps with massive new investments in education, former autoworkers could be taught to code. Even so, there probably wouldn’t be enough jobs to employ them all. Apple, Facebook, Google, and Netflix collectively employ just over 300,000 people—less than half the number that General Motors alone employed in the 1960s.

Moreover, the service and technology jobs most accessible to working people, such as data entry and call center jobs, are themselves vulnerable to offshoring. Economists have estimated that nearly forty million service sector jobs in the United States could eventually be sent overseas.3 That’s more than three times the number of current manufacturing jobs in the country. People without college degrees face increasingly steep obstacles to obtaining stable, well-paying jobs. In sum, the United States has not taken adequate measures to put its own workers first.

Why Persistent, Long-term Trade Deficits Matter for the United States

On a different front, our long-term massive deficits tell the story of a country that has failed to protect its own interests. The deterioration in America’s trade balance since the early 1990s has been precipitous. The pace of decline accelerated after the birth of the WTO in 1995 and again after China’s accession in 2001. From a starting goods deficit of less than $80 billion in 1991, the deficit reached $1.1 trillion in 2021 and has deteriorated further in 2022. Our trade deficit grew by a factor of fourteen, while our GDP grew by a factor of four. The win-win situation promised by advocates of free trade has never materialized.

The United States has run huge consecutive trade deficits for decades. All told, we have accumulated more than $11 trillion in trade deficits since just 2000. None of this is free. We are trading our assets for short-term consumption. Yet incredibly there is a debate about whether this matters. Ordinary Americans know on a commonsense level that deficits matter in life. If you make more than you spend, you get richer. If you spend more than you make, you get poorer. Only some economists seem to have trouble with this simple concept.

Free trade enthusiasts, and those influenced by their arguments, take comfort in the following trope: “I run a trade deficit with my barber; since both of us are better off as a result, even though he gave me no money back, this shows why trade deficits are benign.” However, a deficit with the barber is one thing, but if I run a deficit with the barber, the butcher, the baker, and everyone else, including my employer, the situation is altogether different. Moreover, long-term trade deficits must be financed through asset sales, which can prove unsustainable over time. The man paying his barber can pay with a cash surplus, but what if he starts trading assets—that is, things he owns that he expects to lead to future wealth? The trade deficit that he runs with providers of goods and services he consumes is benign if it is offset by the surplus he runs with his employer through the sale of his labor. But the situation may prove unsustainable if he’s funding his consumption by taking out a second mortgage on his home. And that is essentially what the United States has been doing over the past three decades by running a trade deficit year after year.

It is not my position that all trade deficits are harmful. Clearly, if a country runs a deficit one year and a surplus the next, no harm is done. The surplus will offset the deficit, and all is good. Likewise, for one country to run a bilateral trade deficit with a second country and a surplus with a third is fine. They offset each other. Indeed, all three countries could benefit by increasing efficiency and maximizing the allocation of resources among them. What concerns me, and motivated our work in the Trump administration, is running huge trade deficits with the entire world year after year for decades.

There are two exceptions to the understanding that bilateral deficits don’t matter. First, the content of trade can be important. For example, it is not in the interest of a large manufacturing economy such as the United States to ship basic materials overseas in exchange for manufactured goods. This makes the United States less developed and less rich, and it costs millions of high-paying manufacturing jobs. Historically, this is the colonial relationship. The United States should not be the miner and forester for other countries. We benefit from having value added in our country. Also, of course, we can’t be dependent on other countries for the manufacturing of products that are critical for national security.

The second exception to the principle that bilateral deficits don’t matter is that running up gigantic trade deficits with one’s geopolitical adversary is particularly stupid. In our case, the United States ships hundreds of billions of dollars’ worth of our wealth to China every year. This helps them build up their economy, build up their military, and have leverage over the political situation in the United States. It makes them more powerful in the eyes of all world leaders. I’m not sure there’s an example in world history in which two rivals—indeed, some would say enemies—have had such a lopsided economic relationship. It is fair to say China is challenging us because we gave them the money to do it. Clearly, during the Cold War with the Soviet Union, we never transferred such money. Had we done so, we might have lost to them.

Free trade economists counter our concern about these persistent huge trade deficits by arguing that these deficits don’t matter because they are just the other side of the capital account. Their notion is that dollars earned in these surpluses must come back to the United States in the form of investment. Some economists even go so far as to argue foolishly that this is an indication of a strong economy. Running up big deficits means that our consumers are spending more than the consumers of other countries. This of course assumes that free trade actually exists and that foreign government practices aren’t keeping our products out (but that is an argument for later in the book).

The real problem with this line of economic analysis is that it assumes that it doesn’t matter who owns the assets of our country. Indeed, these surplus dollars do come back to the United States. But those dollars aren’t purchasing goods and services, they’re purchasing our assets. They come back when foreigners buy US equity, debt, and real estate. When they buy these assets, the new owners get the future earnings of those assets, as well, for all time.

As Warren Buffett pointed out in his famous 2003 article about “Thriftville and Squanderville” (“America’s Growing Trade Deficit Is Selling the Nation Out from under Us”), there is a compounding effect in huge trade deficits.4 That is something we could call negative compounding. The people in the foreign country who buy our assets own those assets forever, with the obvious effect that they get the profit from those assets year after year. That profit compounds, and the effects of even one year’s trade deficit multiply over time as profits continue. Added to this is the fact that we have seen huge $500 billion to $1 trillion trade deficits year after year, so we have both an accumulation of trade deficits and a compounding negative multiplier on each trade deficit.

So how big is the problem? There is something called the net investment position of a country. That is how much a country owns in all other countries (all-inclusive—stocks, bonds, real estate) compared to how much all other countries own in that country (all-inclusive). For the United States, it would be how much US citizens own around the world compared to how much foreign citizens own in the United States. It’s not a stretch to say that the country with the most positive net investment is the richest.

The net investment position of the United States was positive and very high for decades. Indeed, we were the richest country in the world by this measure for most of the twentieth century. In the last thirty years, however, that number has changed very dramatically. When Mr. Buffett made his complaint about our rising persistent trade deficits back in 2003, the negative net investment of the United States was about $2.5 trillion. It is now $18 trillion. In other words, foreign interests own $18 trillion more of American debt, equity, and real estate than we own within them. That means that their children will receive and can invest all of that wealth and that our children
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