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Turning away from free trade  
will hurt the U.S. too 

 
 

He didn’t waste any time. Just weeks after taking office, nearly a 

year ago, Donald Trump pulled the tariff blunderbuss from the 

shed and fired it more or less haphazardly in every direction. 

Even though financial markets quickly pushed back against the 

maximal protectionism of Trumps Liberation Day and Washing-

ton soon began to hail “historic” trade deals on a near-weekly 

basis, the average tariff rate on U.S. goods imports today is a 

multiple of what it was at the start of 2024. U.S. import duties 

haven’t been this high since the 1920s (see fig. 1). That episode 

did not end well – economically least of all. 

It may seem far-fetched to compare today’s landscape with the 

run-up to the Great Depression. We have learned a great deal 

since then about how to avoid such deep ruptures. Trump may 

shrug off these insights, convinced that protectionism will make 

America “great” again. But the rest of the world has presumably 

– hopefully! – learned from past mistakes. One wonders, by the 

way, when exactly the United States was so “great” that one 

might plausibly hope for its return. Judging by the standard 

macro indicators, prosperity from Washington State to Washing-

ton, D.C. has never been higher than it is today. Yet rose-tinted 

nostalgia appears to outshine reason. 

What Brexit teaches us 

Surely driven by a measure of nostalgia was what is arguably 

the most radical retreat from globalization and free trade since 

the end of the second world war: the UK referendum on leaving 

the European Union. In 2026 it will mark its tenth anniversary 

indeed, a sobering milestone. The outcome is well known: after 

years of wrangling over exit terms, the United Kingdom formally 

left the EU on January 31st, 2020, as agreed. 

 
 

U.S. tariffs are 
higher than at 
any point in the 
past 100 years. 

 

 

Abb. 1: Average Tariff on 
U.S.-imports (%)

 
Source: Budget Lab Yale Univer-
sity, LBBW Research. Last obs 
17.11.2025 

 

 

 

https://budgetlab.yale.edu/research/state-us-tariffs-november-17-2025
https://budgetlab.yale.edu/research/state-us-tariffs-november-17-2025
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While Brexiteers fantasized about “Singapore-on-Thames”, 

most economists were deeply pessimistic. Severing the umbili-

cal cord to your largest trading partner: how could that possibly 

end well? 

The apocalyptic forecasts initially seemed not to be borne out. 

London remains Europe’s undisputed financial center, and the 

much-touted deep recession either failed to arrive or was 

masked by the pandemic’s aftershocks. Yet recent studies sug-

gest that stepping away from the EU’s trade regime has never-

theless inflicted economic damage. Britain’s economy today ap-

pears to be 6% to 8% smaller than it would have been without 

Brexit. The initial projections have largely come true – just more 

slowly than expected. A key brake on the post-Brexit economy 

has been weak investment: referendum-induced uncertainty 

made firms hesitant (see fig. 2). That lowered productivity by 

roughly 4% and ultimately diminished British living standards rel-

ative to EU citizens (see fig. 3). 

Deferred is not forgiven 

Brexit is a raised finger of warning for the more protectionist 

stance of the U.S. administration. America’s economy, too, has 

held up better so far than many economists expected (LBBW 

Research’s 2% growth forecast a year ago was fairly close). And 

inflation did not surge as feared in the immediate wake of the 

Liberation Day. 

So, much ado about nothing? In my view: no. I expect the U.S. 

will feel the effects of its partial exit from the world economy – 

much as Britain did after Brexit – but with a lag that will test the 

patience of some forecasters. Uncertainty over future tariff pa-

rameters, and thus firms’ cost bases, is already deterring invest-

ment in the U.S. Without sustained capex into AI data centers, 

broader U.S. investment growth stalls. 

As in Britain, that will gradually weigh on productivity, growth and 

inflation overall. Accordingly, LBBW Research projects lower 

U.S. growth in 2026 than the consensus: 1.5% versus 2.1%. We 

see inflation higher than markets expect: 3.5% versus 2.8%. Pol-

icy uncertainty around U.S. trade will remain elevated in 2026. 

The parallels to post‑Brexit Britain are, to put it mildly, not en-

couraging at all. 

Economic  
skid marks  
from brexit 

 

 

Abb. 2: Growth rate  
investment: UK minus 
EU (2010-2024, percent-
age points, five-year 
moving average) 

 

Source: OECD, LBBW Research. 
EU minus UK for all years. 

 

 

Abb. 3: Little Britain:  
Income per capita in pur-
chasing power parity

 
Source: OECD, LBBW Research. 
UK relative to EU 

https://data-explorer.oecd.org/vis?fs%5b0%5d=Topic%2C1%7CEconomy%23ECO%23%7CNational%20accounts%23ECO_NAD%23&fs%5b1%5d=Topic%2C3%7CEconomy%23ECO%23%7CNational%20accounts%23ECO_NAD%23%7CGDP%20and%20non-financial%20accounts%23ECO_NAD_GNF%23%7CNational%20Accounts%20at%20a%20Glance%23ECO_NAD_GNF_NAT%23&pg=0&fc=Topic&snb=12&df%5bds%5d=dsDisseminateFinalDMZ&df%5bid%5d=DSD_NAAG%40DF_NAAG_III&df%5bag%5d=OECD.SDD.NAD&dq=A..P51G_GR..&pd=%2C&to%5bTIME_PERIOD%5d=false&vw=tb
https://data-explorer.oecd.org/vis?lc=en&tm=DF_TABLE1_EXPENDITURE_HCPC&pg=0&snb=1&df%5bds%5d=dsDisseminateFinalDMZ&df%5bid%5d=DSD_NAMAIN10%40DF_TABLE1_EXPENDITURE_HCPC&df%5bag%5d=OECD.SDD.NAD&df%5bvs%5d=&pd=%2C&dq=A.EU27_2020%2BGBR...B1GQ_POP.......&to%5bTIME_PERIOD%5d=false&vw=tb
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