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US concerns with China % Wity

= Bilateral trade deficit

= Unemployment in manufacturing sector
* Theft of intellectual property

= Unfair competition

= Currency manipulation

* China is not a “market” economy
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= Chronology of reciprocal tariff increases
= Coverage

= Optimal tariff

= Scenarios

» GTAP CGE model

* Results

* Implications



Tit for tat (2018) § WesTERn

— US initiated tariff war with China
— March. US tariffs on steel and aluminium
— April. China imposed tariffs on 128 products

— July. USA 1,333 products, an additional 25 per cent tariff
on Chinese imports worth $34 billion

— July. China imposed tariffs on imports worth $34 billion
(545 items)

— 23" August. US 25% on List 2.

— 215t Sept. US 10% on List 3 ($200b), China retaliation
($60Db)

— 18" November. China's MFN tariff cut on industrial goods



Tit for tat (2019 and 2020) & Westry

— 18t Jan. China suspends retaliation on US auto and parts

— 8t Feb. US tariffs reduced on solar panels and washing
machines

— May/June. US List 3 from 10% to 25%, China retaliates
— 18t July. China reduces MFN tariffs on IT products

— 18t Sept. US 15% on List 4A (subset of $300b), China
retaliates on subset of $75b

— 17% Sept. China implements product exclusions

— 14™ Feb. 2020. Phase 1. List 4A tariffs cut in half. China
responds likewise on subset of $75b. China agrees additional
$200b imports from US

— March 2020. US reduces tariffs on medical equipment (PPE)

Source: Bown 2020



Coverage, USA

— US tariffs on industrial products
e aerospace

Information technology

robotics

new machinery

automobiles

— not consumer products
* television
* mobile phones
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Coverage, China § WesTERn

— China 1st list
« fruit and nuts, pork products
« various steel pipes, scrap aluminium

— China 2 [ist
e soybeans, other agricultural products, seafood

* sports utility vehicles, electric vehicles and energy
products

 excludes aircraft and aviation equipment



Soya beans § WesTERn

— On China’s 2" |ist

— Subsequently removed

— Pig feed, with few close substitutes
— Mostly imported from USA

— Alternative supplier is Brazil



Optimal tariff § WesTERn

1. Is there an optimal tariff?
2. Differs by product, according to elasticity

3. US implements across-the-board-tariff: 5, 10,
25%

4. What is US, China welfare maximising tariff,
assuming no retaliation?
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1. US bilateral tariffs on $250 billion of imports

2.

from China

China bilateral tariffs on $75 billion of imports
from USA

. Trade war. Both countries impose bilateral

tariffs

Shock Is additional 25 percentage points on
listed items, e.qg. 5%-->30%.

Excludes Phase 1 February 2020.



Global general equilibrium & ESTERY

« GTAP

* Version 10, base 2014
 Bilateral trade and tariffs

* Includes preferential tariffs

» Shocks at 8 digit level, aggregate to 32 GTAP
sectors

e Standard closure, static simulation.



US tariffs
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Base and final US tariffs on imports from China

Source: Calculations with TASTE.



China tariffs

THE UNIVERSITY OF

N WESTERN

# AUSTRALIA

45.00
40.00
35.00
30.00
25.00
X
20.00
15.00
10.00
5.00
0.00
> L O & O & o & © & £ B O P L L o H
o'be:&b & & o\e«c‘,\ & & P & @ L 2 @
T T @\‘9 S 8 T ,@‘\ 0@0 LS bo " s CANISIE NS
FFTN® "2 CRNETISCFELLSTELE TR EFT
> & o K> RS OE o @ @ AR XLl N EE
¥ & Q© é@OQKObQQ 2 » O &L OO Q@(}‘OQ\Q@@
& & & & e 0 VS AN R NI
& Q & s S & & &
¢ > QY N &« L L
Q QY X
& O
d )
Sector
Base ®Final

Base and final China tariffs on imports from USA

Source: Calculations with TASTE.



AUSTRALIA

US optimal tariff 5, WESTERN
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Source: GTAP simulations.



Impact on China of US tariffs
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Results: 3 scenarios WESTERN
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China has little impact on US.

Source: GTAP simulations.



Welfare, trade war scenario
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Trade, 3 scenarios WESTERN
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Large bilateral effects (40-80%)),
modest national effects

Source: GTAP simulations.
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« Large change for US-China bilateral imports

* Much trade diversion

* National trade largely unaffected, 5%

« China harder hit, greater incentive to negotiate

« Opportunities for third countries to export to US, not
China

* Not so much in agriculture, except Brazil (ollseeds)
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— Tariff changes may not be implemented
— Model is medium term, not short run

» Uncertainty, confidence

* Model does not have financial sector
— Trade elasticities
— Value added treatment
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The End



