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Summary 

Key Takeaways 

While public attention is currently focused on the Washington administration’s trade wars 

and transatlantic tariff policies, the EU is also pursuing a distinctly protectionist course. 

Significant trade barriers remain not only toward non-members but also within the EU’s 

internal market itself. These barriers can amount to several dozen percent, despite  

the EU being presented as a single market. 

• For the United States, tariffs are not only a protectionist tool but also a way  

to address an acute fiscal challenge. U.S. debt now exceeds 120% of GDP. 

• Significant barriers remain in trade relations between eurozone members  

and non-members, highlighting substantial room for deeper external integration. 

• Trade barriers within the eurozone range from 55% to 70% and have been steadily 

rising since 2015. 

Why the single market is not so single 
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The New Status Quo  

International trade is one of the key drivers of economic growth and prosperity. While this is  

an economic axiom accepted by the vast majority of experts, debates about the functioning of global 

trade and the world economy often differ depending on the perspective taken. As early as the late 

18th century, Adam Smith laid the foundations of modern economic thought. In the context  

of the international division of labor, he introduced the concept of absolute advantage, which holds 

that countries prosper when they produce goods and services more efficiently than others. In 1817, 

David Ricardo built on this work with his theory of comparative advantage, arguing that trade benefits 

even those countries that are not significantly better at producing anything in absolute terms. What 

matters is specializing in what they can produce relatively more cheaply. From this point onward, 

economists reached a general consensus that international trade benefits all parties who voluntarily 

participate. 

On this basis, states across the world naturally specialize in goods and services where they enjoy lower 

costs. This results in a more efficient allocation of resources, faster innovation, and greater product 

and technological diversity. Consumers, in turn, gain from lower prices and a wider range of choice, 

which supports both economic growth and rising living standards. At the same time, however, 

international trade and the globalization that accompanies it reveal a darker side: the benefits are not 

distributed evenly. Some companies, sectors, and regions gain far more than others. In the short term 

especially, the dynamics of unrestrained capitalism create clear winners and losers. 

This imbalance helps explain the current economic policy of the United States, which is increasingly 

shaped by the principles of mercantilism—or more precisely, neo-mercantilism. This approach  

is rooted in the belief that political and economic strength, as well as national security, are best 

safeguarded by protecting domestic industries. Yet this strategy is far from new, nor can it be regarded 

as unique to the administration of Donald Trump. Tariffs, technical barriers, import quotas,  

and environmental or health standards that restrict foreign competition are widely used across the 

globe. With the rise of deglobalization, the importance of neo-mercantilism is once again growing.  

The European Union itself has long applied a relatively strict protectionist policy toward the United 

States. 

The most recent and prominent example came on August 21, 2025, when the United States  

and the European Union issued a joint statement announcing the framework of a future trade 

agreement on fair and balanced trade. Since August 7, 2025, a general tariff of 15% has applied to most 

imports from the EU into the U.S., with several strategic exceptions—including scarce natural 

resources, generic medicines, aircraft and aircraft parts, and precursor chemicals. In total, the new 

tariffs affect European exports worth up to CZK 9.3 trillion (MPO, 2025). 

This newly established tariff regime, however, has also produced unintended consequences.  

A slowdown in U.S. economic growth is expected, along with rising prices for American consumers and 

businesses and heightened uncertainty in global markets. The administration has also faced criticism 

for the way the measures were introduced, which in recent months has exacerbated volatility  

and unpredictability in international trade. Beyond these economic effects, the U.S. is also considering 

the fiscal dimension of the new tariffs. 

For Washington, tariffs represent not only a protectionist measure but also an additional source  

of government revenue. In essence, tariffs are taxes collected on imported goods. Political leaders can 

decide whether to raise taxes across the board on all goods and services (as is commonly done  

in the Czech Republic by adjusting VAT rates), to increase taxes on specific goods and services (typically 
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through excise duties or differentiated VAT rates), or to favor domestic over foreign production within 

the tax mix (effectively raising tariffs). Any tax increase reduces trade, raises prices, lowers the volume 

of goods sold, and creates inefficiencies. From this perspective, tariffs function no differently from VAT 

or excise tax increases, even if the precise impacts vary. 

The state of U.S. public finances helps explain why this strategy is attractive to Washington. At the end 

of 2024, federal debt stood at an unprecedented USD 36.1 trillion, or 121.9% of GDP (FRED, 2025).  

By comparison, the Czech Republic’s debt at the same time was just 43.4% of GDP. According to the 

Congressional Budget Office (2025), the tariff hikes introduced by the Trump administration could 

reduce the U.S. deficit by up to USD 4 trillion over the next decade, with primary deficits shrinking  

by USD 3.3 trillion and interest payments by an estimated USD 0.7 trillion. Washington therefore views 

tariffs not only as a means of protecting domestic industry but also as an alternative way to address 

its acute fiscal challenges. 

Graph 1: U.S. Federal Debt as a Percentage of GDP 

 

Source: FRED, 2025, adapted by the author. 

The European Response and Internal Weaknesses of the Single 

Market 

For the European Union, including the Czech Republic, the new U.S. tariff policy poses a serious 

challenge. A preliminary estimate by the Ministry of Finance suggests that Czech economic growth 

could slow by 0.2 percentage points of GDP in 2025 (CZK 16.9 billion) and by 0.39 percentage points  

in 2026 (CZK 32.5 billion) (MF ČR, 2025). Moreover, tariff revenues are distributed unevenly across 

Europe. If the EU were to introduce retaliatory measures, their impact on national budgets would differ 

significantly from that on the U.S. federal budget. While EU member states collect tariffs directly,  

75% of the revenue must be transferred to the EU budget as a traditional own resource, leaving only 

25% as compensation for collection and administration (European Commission, 2025). In 2023, nearly 

EUR 24 billion in tariff revenue was transferred to the EU budget, representing roughly 14%  

of the Union’s total income for that year. A handful of states—particularly the Netherlands, France, 

Germany, and Italy—act as the main gateways and therefore generate a disproportionately high share 

of tariff income, together accounting for more than half of the EU’s contributions (Europarl, 2024).  
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The Netherlands, for instance, benefits financially from the port of Rotterdam, while any additional 

Czech revenue from potential U.S. retaliatory tariffs would be negligible. From Prague’s perspective, 

retaliatory measures against U.S. goods would therefore not deliver the positive fiscal impact expected 

by Donald Trump in the American context. Instead, their effect would be felt primarily as a negative 

externality in the form of higher prices for imported goods. 

A Strategy for Europe: Fewer Barriers 

While the United States has embraced neo-mercantilism—protecting domestic industry and reducing 

reliance on foreign suppliers—Europe should take a different course and capitalize on its untapped 

potential. The introduction of new tariff rates could open a broader debate about how the European 

Union addresses its own trade barriers. Although the supposedly unified European market is presented 

as an area of free movement for goods, services, capital, and people, the reality is more complex.  

The European market still contains significant, long-neglected potential for deeper liberalization. 

Indeed, liberalization is one of the EU’s core economic pillars. Yet trade barriers between member 

states continue to function as the equivalent of substantial customs tariffs. 

As confirmed by the ECB (2025), barriers between EU countries remain at considerable levels.  

The equivalents of customs barriers can be broken down as follows: 

• between individual eurozone countries (EA–EA), 

• between eurozone countries and non-members (EA–NonEA), 

• between non-eurozone members (NonEA–NonEA). 

The equivalents of tariff barriers include not only formal customs duties but also a wide range  

of non-tariff obstacles—such as regulatory discrepancies, divergent national standards, specific 

administrative procedures, and other implicit costs that hinder cross-border trade. From 1995 to 2020, 

significant barriers persisted in trade relations between eurozone members and other countries, 

indicating considerable room for improving external integration. Barriers toward non-members have 

long remained, and continue to remain, almost constantly above the level of customs tariffs—around 

80%. In this respect, Europe is not liberalizing its external trade but instead applying much the same 

principles as Washington. Even more striking, however, are the findings regarding protectionism within 

the eurozone itself. Although somewhat lower, internal barriers have nevertheless remained  

at substantial levels in recent years. In other words, despite official declarations of integration,  

the EU’s internal market remains strongly protectionist and fails to realize its full integration potential. 

These barriers stem in part from regulatory differences, such as varying product labeling and packaging 

requirements across EU countries. Other obstacles include divergent product and service standards, 

as well as differing rules for public procurement—where 27 separate national systems still exist. Weak 

cross-border infrastructure further compounds the problem, leading to unnecessary delays at internal 

borders. 
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Graph 2: Trade Barriers by Region as an Equivalent of Customs Tariffs (in %) 

 

Source: ECB, 2025. 

The ECB’s empirical findings highlight the persistence of considerable trade barriers within  

the eurozone, which, expressed as tariff equivalents, remain surprisingly high—ranging from 55%  

to 70%. Since 2015, European protectionism has been on the rise, not only toward non-members  

but also among eurozone members themselves—developments that were clearly unrelated  

to the policies of Donald Trump’s administration. Despite repeated declarations of integration, it is 

evident that the EU’s internal market still leaves substantial potential for trade expansion and greater 

economic efficiency untapped. 

A reasonable strategic response to the United States’ current protectionist stance would be to unlock 

the economic potential of the Single Market. Reducing internal barriers could enhance the resilience 

of EU economies while at the same time improving their global competitiveness. 

Deglobalization, which the United States has adopted as its new course, strikes at the very heart  

of the European Union’s economic model. Yet the uncomfortable reality—that the EU’s own Single 

Market, conceived as the Union’s essential foundation, continues in practice to reinforce protectionist 

tendencies—remains largely absent from both political and economic debate. 
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