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WHERE IS THE TRADE
DISPUTE TODAY?

Trade tensions between the U.S and China have been ris-
ing since the U.S. imposed a 25% tariff on approximately
$34 billion of Chinese goods July 6 and on an additional
$16 billion of Chinese imports August 23. China retaliated
each time with tariffs on approximately the same value of
imports from the U.S. Subsequently the U.S. announced
a plan to impose 10% tariffs on an additional $267 billion
of Chinese imports. These new proposed tariffs are to be
implemented in several stages depending the response by
China with the ultimate expected tariff of 25%.

On September 18, China announced that it will retaliate
with additional tariffs on $60 billion worth of U.S. goods with
tariff rates from 5% to 10%. Note that this time China did
not propose an equivalent amount of imports from the U.S.
to be subject to the retaliation for two reasons. First, there
are goods that China wishes to acquire from the U.S. that it
does not want to tax, and second China only imported $130
billion of U.S. goods in 2017. China did indicate that there
is a possibility of expanding their response in this tit-for-tat
trade dispute with other non-tariff restrictions on U.S. com-
panies doing business in China and potentially restricting
exports of intermediate goods to U.S. manufacturers. China
has also filed a grievance with the WTO against the U.S.
claiming that the tariffs are a violation of WTO international
trading agreements.

Were the additional tariffs to be imposed and the trade
dispute escalated, the end-game would not be obvious.
The most optimistic scenario is that the escalation stops,
both sides declare a win, and both sides pull back through
negotiations. There is a pathway to this result. China has

been moving towards increased IP protection, and this is
an issue for the U.S. In response to a deal on IP, both sides
could declare victory and begin to remove the tariffs.

The most pessimistic scenario is that the rhetoric from both
Beijing and Washington translates into further escalation.
This narrative is fed by news organization in each country
which report that the other side is feeling the pain more
than they are. This end-game could well be autarky—the
cessation of most trade between the two countries. There is
much room between the most optimistic and the most pes-
simistic scenarios for a settlement. However, the political
landscapes in the two countries may dictate a solution that
does not correspond to the most advantageous economic
solution.

In other recent trade disputes involving the U.S., there has
been a more rapid movement to the negotiating table. Why
have China/U.S. economic relations not taken the same
path as yet? The fact is that the issues between the U.S.
and Mexico; the U.S. and South Korea, and the U.S. and
Europe are quite different than that of the U.S. and China.
In the former, small revisions in trading arrangements, revi-
sions that reflect changes in the world economy over the
past few years, have been acceptable to both sides. As
explained in our annual essay', the issues between China
and the U.S. are about fundamental domestic economic
policy and about relative economic power.

In recent days, the U.S. requested a return to the nego-
tiating table. This is encouraging news in that it follows a
pattern similar to the negotiations between Mexico and
the United States. Those began with strong rhetoric, met
with internal opposition, and ended with the outlines of a
yet to be ratified, modified agreement. The reports from
Washington on the dispute with China indicate there are
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two camps with the hardliner camp less influential at the
moment. Similar reports of controversy over strategy are
coming out of Beijing. Thus, the assumption we at The
UCLA Anderson Forecast have been making with respect to
U.S. trade for our forecast exercise, that no major changes
will take place, may well prove prescient. In this regard it
is instructive to briefly review the recent outcome of those
U.S./Mexico talks.

On August 27, the U.S. and Mexico reached an agreement
to modernize the 24-year-old NAFTA. According to Office
of the United States Trade Representative?, the agreement
provides more comprehensive enforcement provisions on
intellectual property, stronger standards on trade secrets,
and new protections for innovators. The agreement also
modernizes some of the digital products trading arrange-
ments, products that were not contemplated in the 1980°’s
and 90’s when NAFTA was originally negotiated. This
agreement has mutual benefits for both countries and does
not disrupt the most important aspect of U.S./Mexico trade,
that of automobiles and auto parts.

Can a similar kind of agreement be reached between the
U.S. and China? The sticking points thus far have been the
insistence by the U.S. that China change its fundamental
economic policy on the one hand and the insistence by
China that the U.S. cease spending more than it earns if
it wants lower trade deficits on the other. Since neither are
likely to happen, domestic pressures in the two countries
could well make them fade away as in the U.S./Mexico
negotiations with that check that Mexico will never write for
a border wall.

U.S. TRADE DATA UPDATES

Since the beginning of 2018, the U.S. has moved to imple-
ment tariffs and to pressure its trading partners to negotiate
new trade agreements. How did this impact U.S. exports
and imports? Figure 1 displays the value of U.S. nominal
exports and imports of goods from January to July in 2017
and 2018. The yellow bar represents the value of exports,
and the yellow plus the blue bar the value of imports. The
difference, the blue bar, is the trade deficit.

The good news is that U.S. trade with the world was not
disrupted amid the rising trade tensions. From the graph
we see there are no significant changes from 2017 to 2018.
What is also true is that U.S. trade deficits, deficits that
policy makers in Washington want to reduce, remain signifi-
cant. The U.S. trade deficit for both goods and services was
$316 billion for the first 7 months in 2017, and it increased
to $338 billion for the same period in 2018. The trade in
goods deficit increased from $464 billion in 2017 to $497
billion in 2018 and the trade in services surplus increased
from $148 billion to $159 billion in the same period. Given
the ballooning U.S. Federal deficit, we can expect this pat-
tern to continue whether or not the trade deficit with China
diminishes.

In order to see if there are any short-term reactions to the
rising trade tensions and the imposition of specific tariffs,
consider Figure 2. These show the monthly year-over-year
growth rates of U.S. imports and exports with the world and
with China for the first six months of the last two years. With

Figure 1 U.S. Goods Exports amnd Imports, January to July, 2017 and 2018
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2. https://ustr.gov/about-us/policy-offices/press-office/fact-sheets/2018/august/united-states % E2%80%93mexico-trade-fact-sheet- 1
Autoridades mexicanas hablan sobre al acuerdo parcial con EEUU sobre NAFTA. https://www.youtube.com/watch?v=dZGp7vudYx8.
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Figure 2
January to June, 2017 and 2018

Monthly year-over-year growth rate - World
30%

25%

20%

15%

10% —

0%

b

Jan Feb Mar Apr May Jun

-5%

slmports =Exports

Sources: U.S. Census

The Monthly Year-Over-Year Growth Rates of U.S. Exports and Imports of Goods to Major Trading Partners,
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the world, U.S. import and export growth seem to be stable,
around 9% year-over-year. This resulted in an expected
widening of the aggregate trade deficit. With China, the
import growth rate declined significantly, while the growth
of U.S. exports increased. Nevertheless, the disparity be-
tween the value of imports to the U.S. and to China still
resulted in a widening of the bilateral trade deficit. Figure
3 shows the cumulative U.S. goods trade deficit with China
from January to June, in 2017 and 2018. As of June in
2018, the trade deficit amounted to $186 billion, higher than
the $171 billion deficit in June 2017.

China’s aforementioned retaliation focused on U.S. agri-
culture exports. As a result, some U.S. farmers, such as
producers of soybeans, have indicated a loss due to the
tariffs. In response, on August 27 the U.S. Department of
Agriculture said it would begin compensating some farm
operators for those losses. Other sectors as well as those
associated with processing and transporting agricultural
products have lobbied against the U.S. tariffs claiming a
business impact from the Chinese tariffs on U.S. goods and
services.

It is more difficult to ascertain the impact across the Pacific.
However, Chinese investors seem to be nervous about the
trade tensions as well as other macroeconomic issues in
China. That unsettled confidence has been reflected in
equity markets. For example, the Shanghai stock market
index declined by 20% since the beginning of 2018, China’s
foreign direct investment (FDI) to the U.S. plummeted dur-
ing the first two quarters in 2018 ($2 billion compared to $29
billion in the whole year of 2017). One would expect these
impacts would induce more negotiating room on both sides
of the Pacific.

Figure 3 The Accumulated U.S. Goods Trade Deficit with China,
January to June, 2017 and 2018
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CONCLUSIONS

As the data show, we have not seen a significant change
in U.S.- China trade in the first 6 months of 2018. The last
few months have seen shifts in buying due to anticipation
of tariffs, however after adjusting for seasonality, there is
no discernable trend in either international sea or air cargo
shipments. With the first wave of tariffs imposed on July 6,
we expect to see a response in the trade volumes in the
future. If the tariffs are binding and reduce U.S./China trade,
then there will be a reallocation of resources away from
trading sectors in both countries. However, the escalation
of trade tensions between the U.S. and China over the last
few months have as yet not engendered sizable disloca-
tions in either economy.
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