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ABSTRACT

International trade is a set of actions that aim to exchange capital, goods, and services between foreign countries across
their international borders. International trade policy is a policy related to trading across national boundaries aiming to
protect the best interests of their citizens and companies. This article mainly focus on investigating of primary
determinants of the international trade policy within a country. This paper summarizes the determinants by reviewing
previous articles discussing Britain's international trade policy and analysing the development and advantages of
protectionism and free trade policies. This research concludes that globalization has been an indispensable portion
existing in international trade system, the free trade policy takes advantage of the global trend; However, considering
the historical and political aspects in terms of the international trade, some inevitable past events and political decisions
furtherly affect the movement of trade policy. Thus, if the government is reducing the political and historical effects
when deciding international trade policies, the tendency of globalization will drive the world into a more connected

place.
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1. INTRODUCTION

1.1. The association of countries---international
trade system

Facilitated by the thriving concept “the global
village”, the connection and relevance between different
countries have developed for several centuries. What
associates all the countries is the international trade
system, an indispensable component of the global
economy. Each country acts with its unique, considered,
and profound policies and attempts to occupy the
international level in this system. For instance, North
America Free Trade Agreement (NAFTA) in the United
States has fostered greater integration and helped
transform Mexico into a major exporter of manufactured
goods [1]. Singapore has recently embarked on what can
broadly be termed “new regionalism” and clarified the
desire of entering into Free Trade Agreement (FTAS)
with other powerhouses like Japan and the United States
[2]. In addition, as China becomes more integrated into
the international economic institutions and markets, Scott
Kennedy points out the porous protectionism in China,

discussing the changing political economy of trade policy
in China [3].

1.2. The intersection of the system---England

By zoom in the details in the trade system, the
economists find that a particular country made the
transaction between protectionism and free trade--
Britain. In the past centuries, economists and politicians
argued about the policies decided in Britain. After
defeating the French First Empire led by Napoleon in
1815, Britain became the world's first power, dominating
international affairs for a century. This period was called
"British rule." Because of this, it became an important
country that is the most economically powerful in the
world at that time.

To some extent, the British foreign trade policy
fundamentally affected the international trade situation at
that time. Therefore, by thoroughly studying the foreign
trade policy promulgated by the United Kingdom in its
most influential period, this paper conduct a macro and
microanalysis of the foreign trade policy through the
historical background, political influence, and economic
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thinking. The prosperous history of the United Kingdom
has adopted different types of foreign trade policies in
different periods, the two most significant of which are
free trade and protectionism. In general, free trade is the
trade based on the unrestricted international exchange of
goods with tariffs used only as a source of revenue. In the
contrast, protectionism refers to government policies that
restrict international trade to help domestic industries,
such as tariffs on imported goods, import quotas, and a
variety of other government regulations. Moreover,
protectionists implemented policies to improve economic
activity within a domestic economy and safety or quality
concerns. In Britain, the politics and economists
combined these two with the political decisions furtherly
promote the thriving of Britain's economy during the
16th-20th century.

Understanding the past is always the cornerstone for
solving the problem that exists now or in the future.
Related to the historical contexts, the past paper written
by the previous economic experts had to implement
different strategies and policies into various eras to avoid
the collapse or the tragedy happened in the United
Kingdom. However, most focus on discussing past events
and acts, they usually lack the prediction or guide for the
future. In terms of this gap, the following essay
summarize the determining factors of trade policy and
make some predictions for future international trade
policy decisions within one country. The analysis
includes the past paper's viewpoint, the different policies
taken under other circumstances, and how protectionism
and free trade influence the country's economy, even the
global economy.

2. LITERATURE REVIEW

2.1. The historical background of Britain

As Professor Mary O'Sullivan discussed British
history in his research, in the United Kingdom, the
political struggle between supporters of free trade and
protectionism began in 1815 [4]. The powerful Gentry in
parliament passed the first grain law (corn law) in the
19th century to protect British agriculture from importing
foreign grain, political protectionism. However, the
power of industrialists increased during the 18th century,
and free traders played the idea that rising food prices
negatively influenced wages and the laws would reduce
the export opportunities as well. After the Whig Party
created a favourable free trade situation, in 1845, the
happening of the Irish famine and the free trade position
supported by the Conservatives and Whigs paved the way
for free trade in the U.K. Free trade in Europe started with
a French-English treaty and a letter from Napoleon IlI.
This letter is open for informal negotiations with the
United Kingdom. The "Cobden-Knight Treaty"
abolished the British ban on imports from France, and
France reduced its tariffs to an average of 15% of the
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value of its products. The negotiations were led by
Michel Chevalier, a professor of economics at the French
Institute, who pressured then Prime Minister William
Gladstone to sign the treaty with his friend Richard
Cobden. At the same time, some international elements
determine the trend of free trade in Britain because a
country's trade policy also comes from the status of each
country in the global political, military, diplomatic,
economic, and financial fields.

2.2. Individual firm interests

Employing the magnifying lens to look at the detail
behind protectionism and free trade, Authors Milner and
Yoffie demonstrated that ever since Adam Smith and
David Ricardo challenged the intellectual foundations of
mercantilism, theories of commercial policy have
debated the merits of free trade versus protectionism [5].
Since free work was shown to be superior in terms of
efficiency, scholars have long puzzled why governments
would ever choose protectionism. The authors thought
that the main explanation of this phenomenon is the
interests of firms because every firm’s intention or
incentive is to find the optimal outcome [6]. To be more
specific, they concluded that the willingness of firms to
support free trade or protectionism might be contingent
upon the behaviour of their foreign rivals and their
governments. For instance, if the firms face comparative
disadvantage, they believe they can capture excessive
rents through tariffs [7, 8]. In the contrast, there are
certain firms prefer free trade. The company with
extensive global intra-firm trade flows in the
manufacturing sector, is committed to free trade since
barriers to trade put a high costs on their business,
seeking free trade as a trade strategy. In this case, there is
no absolute advantage of either one of the policies. It
essentially relies on everything, such as the changes in
industry  economics, foreign government policy
intervention, and variations in industry structure that
determine the domestic economic conditions.

Nevertheless, there is no solution when the industries
are faced with a combination of competitive pressure and
foreign protectionism. In this case, Milner and Yoffie
analysed the international trade policy in Britain based on
the demands and interests of individual firms. To some
extent, the decision of individual firms could
significantly influence one country’s economy. In this
case, the future study should focus on the macro level and
realize that the value comes from individuals. The final
decision is essentially relevant to the individual’s
decision.

2.3. Political power on free trade

To determine the development of the English Free-
trade movement in Parliament in 1689-1702, George L.
Cherry (1953) also mentioned that the concepts from
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Adam Smith about the free-trade ideas upon government
action had a significant influence on the political and
economic decisions [9]. “The nineteenth-century free-
trade movement encompassed specific economic
principles and concepts, while the seventeenth-century
movement was less clearly defined and varied
considerably in character during the era.” This statement
means that sometimes the concept of free trade is slightly
different within different contexts, but they are briefly
about the attacks on restraints of trade and proposals for
free trade. During the era of mercantilism, this paper
mainly talked about removing trade constraints in the
19th century in English. The result was a considerable
modification of the mercantilist system and the
emergence of freer-trade policies. In concluding that, the
parliamentary committee, the representatives of the
political power, sanctioned the trade balance in the trade,
causing the policy to altered.

2.4. Historical influence on the trade policy

By drawing on the possibilities of protection
combining the political and economic components in
England from 1689 tol1786, Ralph Davis published a
paper about the rise of security in England. The author
asserted that for the period when the mercantilist
argument was in full flood, a modest flow of works
appeared that extolled in one way or another the virtues
of free trade [10]. The 1690s were not, as Ashley once
suggested, the years when the turn towards free trade
began; they were the years when protection began [11].
Specifically, because of the historical background of
costly wars, creating a new tariff structure at the end of
the seventeenth century rose in response to government
demand for money. Thus, rather than implementing a
policy derived from economic theories and global
economic  circumstances, the appearance  of
protectionism also reflects the historical component in
England. What’s more, the historical background always
related with the cultural factor in the domestic company.
In this case, blindly advocating one of the free trade
might failed at the end because of lack of considerations
of other components.

2.5. Influential factors on the trade policy

These studies collectively point out some reasonable
explanations for the existence of different strategies and
policies under other conditions, like interests of firms,
political power impacting the movement, and historical
influence on the economic policies. As technology
rapidly updates and the information age expands,
economic development is growing at an exponential rate.
People should be concerned about how they can use the
past events to form an international trade policy that
could address the obstacles to the growing competitive
pressure of the environment and tally with England's
political and historical background. pressure of the
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environment and tally with England's political and
historical background.

3. REVIEW ON THEORY

3.1. Development of free trade theory

In general, free trade based on the unrestricted
international exchange of goods with tariffs used only as
a source of revenue, which means applying a free-market
idea to international trade. Adam Smith first developed
the concept of free trade Adam Smith in 1776, who wrote
“The Wealth of Nation.” In this renowned book, he raised
an inconspicuous quote “It is not from the benevolence
of the butcher, the brewer, or the baker that we expect our
dinner, but from their regard to their own self-interest”
[12]. In other words, in the free market, each one’s self-
interest can satisfy the others’. Following Smith’s logic,
the theory of the “invisible hand” was proposed,
suggesting a natural force resulting from an individual’s
decision to make the whole society better off. It was
further elaborated by its outcome “price mechanism,”
saying that buyers and sellers determine the price of a
commodity [12, 13].

In addition, Smith regarded enlightened and limited
government as two of the crucial elements of a country’s
prosperity [12]. From then on, the proponents of free-
market have believed such a force works well in
regulating the economy that there is no need for
government to interfere unless it goes beyond control.
Last but not least, Smith foresaw the essence of
industrialism by determining that division of labor
represents a substantial increase in productivity with the
typical example of making pins: if pin makers are
organized with one making head, one making body, each
using different equipment, they can produce 4800 pins a
day; in contrast, one person can hardly create one in a
whole daytime if he is asked to manipulate all procedures
[12]. Since people realized the importance of
specialization, more and more diverse and detailed
occupations occurred, improving productivity and
promoting social well-being through decreasing
unemployment.

Following Adam Smith, another accomplished
economist called David Ricardo proposed the theory of
comparative advantage in 1817 in his remarkable book
On the Principles of Political Economy and Taxation,
which theatrically proved Adam Smith's foresight [13].
Comparative advantage is an economy's ability to
produce a particular good or service at a lower
opportunity cost than its trading partners [14]. In other
words, suppose there is a specialized good called good A,
the country with comparative advantage of good A can
maximize their quantity produced if they specialize in
creating good A. If each nation possesses its comparative
advantage and participates in the international trade, they
can not only keep their access to a wide variety of goods
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and services, but also enjoy more quantity of goods than
before thanks to the specialization [15]. Over time the
theory of comparative advantage has convinced many
people of the optimality of free trade. Until now, free
trade has become the most popular trading strategy
worldwide within the more and more globalized
circumstances. Since the free trade policy launched on
the international trade system, it had made almost every
trading country much more prosperous than before. It
enhanced the relationship between them by building
connections between the trading partners.

3.2. Development of protectionism theory

Protectionism refers to government policies that
restrict international trade to help domestic industries,
such as tariffs on imported goods, import quotas, and
other government regulations. The most common
principle is setting taxes. The surcharge raises the price
of foreign goods, thus reduce the quantity demanded of
such foreign goods and guide the customers to purchase
alternative domestic goods, which are relatively cheaper,
so the goal of protecting domestic producers is achieved
[16].

Most of the proponents of protectionism are partly
influenced by Keynesians, led by economist Keynes.
Keynesian denies the power of the “invisible hand”
introduced by Adam Smith, and conversely, Keynesian
believes that the market will finally collapse because of
extreme inflation or deflation without government
intervention [17]. In this way, although Keynesian does
not directly mean protectionism, it still builds the
theoretical foundation for protectionism by favoring
government intervention. In 1790 Alexander Hamilton
proposed a term called “Infant Industry,” which refers to
a newly-established industry in its early stage of
development. Such an industry lacks the experience,
customer group, and size to compete effectively with
other sectors [18]. In case of bankruptcy, protection from
the government needs to ensure the industry can go
through the challenging “infant” period until it matures
in the market [18].

Moreover, particularly to domestic individuals, the
losers in the commercial competition are more
identifiable than gainers, meaning they are easier to
capture attention and sympathy, creating political
pressure emerged from the public, then protectionism
follows [19]. Since then, some even took advantage of
some existing theories, such as the spill over effect, to
argue that protecting one particular industry can stimulate
its production, thus creating a profitable supply chain
among enterprises, which also favors protectionism.
Having such a belief, more and more capitalists who were
not satisfied with the industrial supply chain at that time
or young industrialists who decided to establish new
brands were initiated to advocate tariff setting to pursue
profit.
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3.3. The tide of protectionism

One surge of protectionism in history occurred in
Great Depression starting from the 1930s when almost
every Western country suffered from economic recession
and low employment, so protecting domestic industries
alive became the non-negligible priority. After the
recession, most countries engaged in free trade, but the
ways to protect domestic industries became more and
more variable and aggressive. Starting from simple tariffs
and quotas, now subsidy on household goods, patent, or
even prohibition of selling a particular foreign brand is
more and more popular in current global society.
Nowadays, America is a country that relies on
protectionism the most, which can be proven by its high
tariffs set on imported goods and the trade war with
China it initiated a few years ago. Learning from the
example of Trade War and illustration diagram Figure
1below, it is not hard to find that although protectionism
policies enable the country which implements it to
protect the domestic producers by increasing producer
surplus by area 1 and increase government revenue by
area 3, it dramatically hurts consumers by cutting down
consumer surplus by area (1+2+3+4). As a result, it still
creates substantial economic loss, which goes nowhere,
to the society, shown by the area (2+4). Even worse, if
the country tagged by the policy like China can fight
against it by setting tariffs as well, it is a meaningless
multi-loss competition.

Price A

Supply

P2

‘A 2
P1

S(imported)+tariff

B

S(imported)

Demand

Ql Q2 Q3 Q4 ” Quantity
Figure 1 The effect of imposed tariff

4. RESULTS AND DISCUSSION

To sum up, the individual company's profits, different
historical backgrounds, and political events prompt cause
economists to adopt other foreign trade methods in
corresponding periods following the development of free
trade and protectionism. In recent years, with the
globalization of the economy, protectionism is becoming
more challenging to adapt to the stage of rapid economic
development at this time. Also, free trade, to a certain
extent, guarantees the connection between countries. It
allows each country involved to use their own
comparative advantages to occupy different levels of
status in the entire international trading system.
Considering the current situation, when COVID-19
pandemic is still present to threaten human society, the
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country which adopts protectionist policies can prevent
more population flow attached to international
transactions. Based on this, during the COVID-19
pandemic, a part of international trade has to be cut in
order to protect the health of people and the stability of
national economy.

In previous articles, all foreign trade policies in the
UK are inseparable from the unique historical
backgrounds. Nowadays, the decision-making upon the
trade policy combines the determinant of economic
profits and losses and the social scene. At the same time,
discussing the correct decision-making of foreign trade is
necessary for the policies from all angles from small,
each company, to the entire country, and even to the
world. The analysis of the predecessors paid more
attention to selecting a specific period to analyze the
economic decision and social form at that time. However,
looking at history vertically, every small policy can pave
the way for our subsequent policies because of history
and thinking.

However, within the scope of research, there are
many authors in the past papers whose positions would
be determined according to the author's own bias because
economists have their policies regarding the policies
adopted in each period. Because of the inherent views,
some personal preference is added to the previous paper,
making it not objective as expected. At the same time,
this paper only has an in-depth study of the UK's
international trade policy in the past few centuries.
However, this paper lacks the international trade policies
adopted by different countries in the world at the same
time. If economists can analyze and understand the
policies of other countries during the same period, the
sufficiency of the data can lead to more general
conclusions.

What's more, when there was no large-scale global
economization in the past, the multiple-choice questions
faced by economists may no longer be the decision of
international trade policy but more of the need for local
economic development—the adopted intra-national
monetary policy. In summary, future studies could focus
on the horizontal comparison between different countries
within the same period. The focus on the specific country
is too narrow to provide a general strategy for all the
countries participating in the international trade system.
Meanwhile, taking the rapid change around the world
into account, it is also indispensable to consider the tread
of globalization as one of the important variables for the
future investigation.

5. CONCLUSION

In conclusion, this review article analyzes the
comparison between protectionism and free trade,
particularly under the circumstance of England's history
between 16th and 20th century. By summarizing the
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history of England during that period and making
literature methodology review, this paper concludes that
in theory, free trade occurs when each trading country has
its unique comparative advantage that others lack of and
each country is willing to exchange within the
international trade system, and such a mutually beneficial
relationship is established at the cost of being specialized
at fewer goods. In contrast, protectionism occurs when a
country detects the attack from dominant foreign goods
or experiences challenging financial circumstances that
cannot be dealt with without extra short-term revenue,
implying that counties should not be short-sighted and
must adopt cessation of protectionism policy once they
recover from the temporary economic recession. Given
such a conclusion, the answer to the research question
emerges. The future decision on policy direction should
be concerned with the production ability of both own
countries’ interests and trading partners, domestic
situation, particularly in the form of historical
background and political environment. When it comes to
the current pandemic circumstances, which cut off
international connection and tightly restrict the flow of
money, it is acceptable and understandable that some
countries are setting protectionism policies to protect the
domestic suppliers. Otherwise, they may suffer from
earning no payoff from producing at both labor and land.

Concluding from above, countries must take various
respects into serious consideration when setting policy
directions since setting which policy direction to execute
is closely connected to the future market trend and even
the international figure of the country. Whereas countries
are not the single stakeholder that should pay attention to
such a finding, in detail every individual should be aware
of that, because, in most countries such as U.K. and the
U.S.A., the implementation of a policy needs to be
decided by a democratic vote, attributing much power to
the public. If the public has no sense of the pros and cons
of free trade and protectionism, the poll may lead to a
decision not in favor of the current situation, and
oppositely a comprehensive understanding can pave the
way for a country’s better future with less incidents.
Especially, when a country is suffering from the
economic shock like COVID-19 pandemic, the
irresolution and stagnancy can extremely hurt the
domestic economy. In current situation, the tendency of
globalization cannot be ignored. Before 1800, the sum of
worldwide international trade never exceeded 10% of
global output. After 1820, the first and the second wave
of globalization came after the First World War and
Second World War respectively. “Today, around 60% of
all goods and services produced in the world are shipped
across country borders” [20]. Therefore, considering the
globalized trend and the factors listed in the literature
review, how to redeem an economy from a potential
tragedy is legible.

Although free trade and protectionism is an extensive
topic; Having such a belief, more and more capitalists
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who were not satisfied with the industrial supply chain at
that time or young industrialists who decided to establish
new brands were initiated to advocate tariff setting to
pursue profit. An appropriate tailor-made trade policy
direction is one of the most indispensable ingredients of
one country’s future prosperity. Undoubtedly, having a
deeper understanding of such two is good for the country
and suitable for each living in that country. On top of that,
the future studies would focus on the combination and
association between free trade and protectionism by
reviewing more cases and theories proposed by other
countries, rather than those from England according to
the generalized trend in the global economy.
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