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Summary

e The ‘Liberation Day’ tariff hike by Donald Trump triggered fears of a global trade war,
prompting the EU to adopt a cautious carrot-and-stick approach that ultimately led to a
provisional political deal.

e Under the agreement, most EU exports to the US face a 15% tariff, while US goods enter
the EU tariff-free, with exceptions for key sectors and promises of cooperation on non-tariff
barriers, energy, and investment.

e Critics see the deal as capitulation, with the EU sacrificing the principles of the World Trade
Organization (WTO) and gaining little leverage by it, though supporters argue it averted a
damaging trade war and reduced short-term uncertainty.

e There are significant risks, however, tied to the unpredictability of Donald Trump’s trade
diplomacy and the non-binding nature of the agreement, which could lead to future demands
or reversals.

e To strengthen its position, the EU should deepen internal market integration, pursue new free
trade agreements with like-minded partners, diversify supply chains, and push for reform of
the WTO in order to maintain a rules-based global trade order.
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Introduction

‘Liberation Day’ marked a real threat to the world, as it risked sparking a global trade war. On 2 April,
Donald Trump announced the largest tariff hike since the Smoot—Hawley Tariff Act, 1930. This move
reflected Trump’s views on international trade and the global economy: He sees trade as a zero-

sum game that the US is losing, and, to him, tariffs are a way to help the American economy and
public finances."

As economics shows, a decrease in economic openness and international trade leads to a global
decrease in welfare (OECD 2025). Forecasts of economic growth have sharply declined while global
uncertainty levels have increased — the World Uncertainty Index (Figure 1) has reached higher levels
than during the Covid-19 pandemic (Ahir et al., 2022). This index is computed based on occurrence
of word ‘uncertain’ in the Economist Intelligence Unit country reports — higher values mean higher
uncertainty. In these circumstances, governments around the world were unsure how to respond to
Trump’s tariffs — to retaliate or not to retaliate.? In the case of powers like the EU, an added dilemma
is whether to pose as a ‘real player’ in the global economy or focus on reducing harm for citizens.

Figure 1: World Uncertainty Index
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1 “Liberation Day” tariffs explained’, Center for Strategic and International Studies, 3 April 2025
(https://www.csis.org/analysis/liberation-day-tariffs-explained).

2 ‘To retaliate or not to retaliate? Or three reasons why the EU shouldn’t react to US tariffs (at least for now)’, CEPS, 8

April 2025 (https://www.ceps.eu/to-retaliate-or-not-to-retaliate-or-three-reasons-why-the-eu-shouldnt-react-to-us-tariffs-
at-least-for-now/).
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Initially, the European response to Trump’s so-called ‘Liberation Day’ was based on a carrot-and-
stick approach. On the one hand, European Commission president Ursula von der Leyen spoke of
potential countermeasures — beginning with the steel sector, but not limited to it in the long run.®> On
the other hand, the EU negotiated with the US administration to agree on a trade deal,* with a ‘zero-
for-zero’ approach.® This, unfortunately, received a negative reaction from US president Donald
Trump, who opted for further escalation of the trade conflict by announcing his intention of imposing
a universal tariff on all imports from the EU, capped at 50%. This was later averted thanks to a series
of phone calls between European leaders and the US president, which resulted in the postponement
of the imposition of these tariffs and paved the way for diplomacy.

In the meantime, the EU was bracing for the worst, preparing and adopting (though in a diluted form)
next response packages potentially aimed at the ‘red states’ of the US. In addition, there were
discussions on the potential use of the EU Anti-Coercion Instrument (ACI), initially adopted as a
response to the trade ramifications of Trump’s first term. The ACI allows the EU to potentially restrict
imports and exports from a targeted country, as well as to block companies incorporated in such a
country from participating in public tenders.®

There were also discussions about the European Commission instituting more rigid scrutiny of US
digital giants under the Digital Markets Act (DMA) and Digital Services Act (DSA), which could have
potentially led to infringement procedures against said companies. Ultimately, none of this has
materialised, as the more dovish faction gained the upper hand, resulting in the current deal.”

The deal

The deal that was struck sets a unilateral tariff of 15% on most European exports to the US, with
certain exceptions and no retaliation from the EU, which has opted for a 0% tariff rate on US-
manufactured goods. The exceptions include aircraft and components, certain chemicals, certain
generics, semiconductor equipment, certain agricultural products, natural resources, and critical
raw materials — all of which will be exempt from tariffs on both sides.?

However, the deal itself does not fundamentally change the standoff between the two sides with
regard to the steel sector, as the only potential change would be an increase in tariff exemption
quotas that are yet to be negotiated.

Another set of provisions in the deal includes the: intention to reduce non-tariff barriers (e.g., on car
standards and phytosanitary measures) by both sides, an increase in cooperation on economic
security (which would lead to stronger cooperation on investment screening and export controls as

3 ‘Statement by President von der Leyen on the announcement of universal tariffs by the US’, European Commission, 3
April 2025 (https://ec.europa.eu/commission/presscorner/detail/en/statement 25 964).

4 Ibid.

5 ‘Statement by President von der Leyen on US tariffs’, European Commission, 10 April 2025
(https://ec.europa.eu/commission/presscorner/detail/en/statement 25 1028).

8 ‘How the EU succumbed to Trump’s tariff steamroller’, Financial Times, 27 July 2025
(https://www.ft.com/content/85d57e0e-0c6f-4392-a68c-81866e1519c3).

7 Ibid.

8 ‘Statement by President von der Leyen on the deal on tariffs and trade with the United States’, European Commission,
27 July 2025 (https://ec.europa.eu/commission/presscorner/detail/en/statement 25 1915)
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well), increased procurement by the EU of US liquified natural gas, oil, and nuclear energy products
(valued at $750 billion, over the next three years), and the promotion of mutual investments, with EU
companies investing at least $600 billion in the US by 2029.°

In addition, the US has emphasised the EU’s intent to ‘purchase significant amounts of US military
equipment’,'® though EU officials say the Commission has no power over arms procurement and
cannot promise this."

Regardless of the aforementioned contents of the EU-US trade deal, however, we must remember
that at this point, it is only an ‘agreement reached’ in purely political terms. It is not yet legally binding,
as the details of multiple provisions have yet to be ironed out.

How should we perceive the deal?

Now, while the announced agreement is only provisional at this point, a diversity of responses to it
can be framed, depending on one’s priorities.

To begin with, there is the matter of saving face: The EU has definitely not achieved that goal. During
the press conference at the Turnberry golf resort in Scotland, the European Commission president
looked extremely weak compared to her host — President Trump definitely stole her thunder. The US
president repeatedly interrupted his European interlocutor, with no reaction from Ursula von der
Leyen. To make matters worse, the European Commission president repeated US statements about
a need to mend ‘an imbalance, a surplus on our side, and a deficit on the US side’."?

The entire situation is probably best summarised by the photo of both the EU and US delegations at
the end of the press conference. The Americans are seen visibly gloating, whereas their European
peers either wore forced smiles or weren’t smiling at all. This could come as no surprise. After all, it
was a capitulation of the EU’s principled approach to world trade: The Commission decided to depart
from WTO rules on trade agreements in order to secure a deal with the US,™ thus setting a
dangerous precedent. One might add that such a profound move by the Commission resulted in
nothing more than a trade agreement on par with the ones between the US and Japan or the US
and South Korea (as imports from both countries will also face a tariff rate of 15% upon entering the
US), not to mention the US—-UK deal. This clearly shows that the Commission failed to leverage the
bloc’s leading position in global trade.

However, there is a clear explanation for the EU trade delegation’s tactics. It revolves around the
geopolitical situation of the EU, as well as its dependence on the US security guarantees. Both

9 ‘EU-US trade deal explained’, European Commission, 29 July 2025
(https://ec.europa.eu/commission/presscorner/detail/en/qanda_25 1930).

10 ‘Fact sheet: The United States and European Union reach massive trade deal’, White House, 28 July 2025
(https://www.whitehouse.gov/fact-sheets/2025/07 /fact-sheet-the-united-states-and-european-union-reach-massive-trade-
deal/).

" ‘Trump’s EU arms sales boast doesn’t add up’, Politico, 28 July 2025 , (https://www.politico.eu/article/donald-trump-
defense-win-europe-no-arms-deal-ursula-von-der-leyen-weapons-defense/).

12 “The EU has surrendered’, Gulf Stream Blues [substack newsletter], 28 July 2025
(https://davekeating.substack.com/p/the-eu-has-surrendered).

13 “EU-US tariff deal jeopardizes rules-based global trade’, Kiel Institute, 28 July 2025 (https://www.ifw-
kiel.de/publications/news/eu-us-tariff-deal-jeopardizes-rules-based-global-trade/).
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reasons can be seen in the statements by President von der Leyen and European trade
commissioner Maro$ Seféovi¢,' not to mention in the EU delegation’s approach to negotiations
during the EU—China summit preceding the EU-US agreement.’® The Commission simply opted to
safeguard transatlantic links and potentially secure a more favourable position on the Ukrainian
question from the US, rather than focus on purely economic aspects.

Another reason for giving in to some of the US’ demands was the need to minimise the potential
damage to trade relations between the two sides. As trade commissioner Seféovi¢ stated: ‘A trade
war [...] comes with serious consequences. With at least a 30-percent tariff, our transatlantic trade
would effectively come to a halt, putting close to five million of jobs [...] at risk.’'®

Although the deal shows the EU’s poor negotiating power and is widely considered a failure, it has
some clear merits. Often, the agreement is compared to the a world without tariffs — an appealing
vision, but for now, a utopian one. It should instead be compared to realistic options — such as the
threat of 30% tariffs. With Donald Trump as POTUS, the return to a world without tariffs is only a
dream. So, probably, a better deal was impossible to achieve.

Also, we should try to see the situation through Trump’s eyes: The US has a trade surplus with the
UK, and yet that deal was concluded with a 10% tariff rate in the US’ favour.' This shows who the
real target of Trump’s trade policy is, and how he treats even countries that should not be considered
a danger because of his protectionist views.

The EU’s humiliation, then, may be considered the cost of saving European consumers.'® The
alternative to this deal was engaging in a trade war. Implementing retaliatory tariffs would involve
costs that would have to be paid by EU consumers. Achieving a deal without imposing tariffs on US
products imported into the EU is an example of sustaining choice and protecting lower prices for
customers.’® The White House has precipitated a situation where tariffs are levied on the EU, but
whose costs must be incurred by American consumers and importers. This not only increases costs
for Americans, but it also distorts the US market by raising the prices of capital goods (Pomerleau
and York 2025). In the long term, this protectionist trade policy will lead to a slump in investments
and productivity in the US.

Moreover, this agreement can be considered as a way to reduce uncertainty for the EU, at least in
the short term. For this deal to fully minimise uncertainty, however, it must be formally signed into a

4 ‘What opponents of the EU-US trade deal get wrong’, The Economist, 30 July 2025
(https://www.economist.com/leaders/2025/07/30/what-opponents-of-the-eu-us-trade-deal-get-wrong).

15 on der Leyen played hardball with China. Then she won a trade deal with Trump’, Politico, 30 July 2025
(https://www.politico.eu/article/brussels-trade-deal-donald-trump-china-steel-production/).

16 ‘Remarks by Commissioner Seféovié on the trade deal between the EU and the US’, European Commission, 28 July
2025 (https://ec.europa.eu/commission/presscorner/detail/en/speech 25 1919).

" “The EU-US trade deal promises temporary relief but longer-term pain’, CEPS, 29 July 2025 (https://www.ceps.eu/the-
eu-us-trade-deal-promises-temporary-relief-but-longer-term-pain/).

8 “wWho pays tariffs? Americans will bear the costs of the next trade war’, Tax Foundation, 19 February 2025
(https://taxfoundation.org/blog/who-pays-tariffs/).

19 ‘What opponents of the EU-US trade deal get wrong’, The Economist, 30 July 2025
(https://www.economist.com/leaders/2025/07/30/what-opponents-of-the-eu-us-trade-deal-get-wrong).
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binding agreement.?® However, even achieving this political agreement is a move in the right
direction — and now the EU’s economic agents know what they might expect in the future.

The credibility of the US and Donald Trump himself

Ignoring all of the aforementioned optics of the EU-US agreement, it has one inherent flaw —namely,
Donald Trump’s lack of credibility in the area of trade diplomacy, an issue that (by extension) applies
to the US as a whole.

This issue emerged in the first Trump administration, with its decision to undermine the WTO system
by blocking the appointment of new judges to its appellate body.?" That was a somewhat surprising
move, given that it was the US that had been the main architect of the global rules-based trade order
until that point. What is even more surprising is that the situation did not change much under the
Biden administration, which has certainly impacted the US’ credibility as a partner in trade. And then,
regardless of the US’ policy on the WTO, there is Trump himself.

As we have seen during his second tenure in office, Trump has a tendency to precipitately change
his mind on the US’ approach to handling global issues (as seen in his attitude towards Ukraine and
Russia). Given that the Turnberry deal is only of a political nature, it would be no surprise if Trump
walks away from it or even presents new demands to the EU while threatening to move US troops
out of Europe.

Such arisk is further deepened by the diverging interpretations of the US—Japan deal that have been
presented by either side?? and the difference in the narratives around the promised EU investments
into the US.

Finally, it seems more likely than not that the existing deal will remain even after Trump’s second
term, as returning to a status quo ante or even a zero-for-zero deal would be hard for the US political
establishment to sell its voters. This is best exemplified by the Joe Biden administration’s
unwillingness to resolve the EU-US dispute over the steel sector (dating back to Trump’s first term),
as well as its lack of interest in striking a free trade deal with the EU.

Remedies for the future

In order to safeguard its interests, the EU must develop a new ‘art of the deal’ — one based on the
principles of free trade and a rules-based trade order — in a time of growing protectionism.

This change has to start within the EU itself. Regardless of the Commission’s lack of ability (or will)
to leverage its global trade position during negotiations with the US, its international standing would
be much stronger once the remaining intra-EU barriers to trade and capital are removed. Just the
obstacles to the internal flow of goods are equivalent to a tariff rate of 44%, whereas those imposed
on services are akin to a tariff of 110% (IMF 2024).

20 “The EU-US trade deal promises temporary relief but longer-term pain’, CEPS, 29 July 2025 (https://www.ceps.eu/the-
eu-us-trade-deal-promises-temporary-relief-but-longer-term-pain/).

21 ‘Exclusive: US pauses financial contributions to WTO, trade sources say’, Reuters, 28 March 2025
(https://www.reuters.com/world/us-suspends-financial-contributions-wto-trade-sources-say-2025-03-27/).

22 Dempsey, H., Sevastopulo, D., and Williams, A., ‘Cracks widen in Japan and US'’s interpretation of tariff trade deal’,
Financial Times, 25 July 2025, (https://www.ft.com/content/c1183b13-9135-41f6-9206-7b52af66f0a5).
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Then there is the yet-unresolved issue of uniting the capital markets of member states, which will
greatly reinvigorate the European economy upon its completion (Philippe et al. 2025). To sum , the
EU has to prioritise its integration with regards to the single market in order to facilitate its own growth
— which in turn would strengthen its position in the global trade order.

However, the EU’s trade policy should not be limited to removing existing intra-EU barriers; the EU
also needs to continue its proactive approach to fostering free trade agreements across the globe.
Beyond the finalisation of the EU-Mercosur deal, the Commission should focus on strengthening
trade links between the EU and other like-minded countries (for example, Australia), both in the form
of new free trade agreements and adherence to the rules-based global trade order. The ultimate
goal would be to create a block of states willing to conduct trade in a predictable and reliable
environment, but not limited by it. Such a group should be able to present a unified front against the
distortive actions of the US or China in global trade, in order to mitigate the damage to the world
economy.

In these times of ‘slowbalization’,®> we need new trade agreements. We need them not just to
increase the rate of economic growth, but also to be safe and important in international relations. As
Tyler Cowen (2023) pointed out, autarky can be dangerous to the economy and society due to the
lack of alternative supply chains. Therefore, the EU should seek out opportunities to create new
supply chains and diversify imports, especially of critical materials. Moreover, at a time when the
development of autocracies has accelerated, it is imperative that the EU find new allies. As some
studies have pointed out (Kleinman et al. 2024; Tabellini and Magistretti 2025), trade can be a tool
of political partnership too.

The last remedy is strongly connected to the previous one. The EU should not abandon WTO rules
for global trade, but it must undertake reforms of this system, given that it has been deeply beneficial
for member states. For years, the WTO managed to limit trade conflicts and arrest the damage
resulting from them; it is essential to safeguard some form of it for the future.

23 ‘Global trade slowing down: A look at the numbers’, World Bank, 22 February 2024
(https://blogs.worldbank.org/en/voices/global-trade-has-nearly-flatlined-populism-taking-toll-growth).
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