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August, which is supposed to be a somnolent month, has erupted in 2019 in a blaze of
threats and tariff escalations. At times, President Donald Trump's trade war with China
has seemed like it was spinning out of control. A pivotal moment occurred August 23
when China announced details of its long-anticipated retaliation to Trump’s newest
tariffs on $300 billion of Chinese imports. Trump’s immediate response was for yet
another round of his own tariffs and a bizarre directive to US companies to pull out of
China.

If the two sides follow through with their now formalized tariff plans, the US-China trade
war will undergo a structural shift. What follows is an explanation of the implications of
the tariffs that have been announced so far. Though no one can predict the future, it is
worth recalling the historian Barbara Tuchman'’s The Guns of August, which provides a
step-by-step telling of how leaders stumbled into the disaster of World War I: “War is the
unfolding of miscalculations,” she wrote. One can only hope that Trump and President Xi
Jinping step back from the guns of August 2019.

For China, the only big structural change wrought by its August 23 announcement is the
re-application of massive tariffs on US autos and parts starting December 15. While this
action would affect nearly 10 percent of US goods exports to China, at the same time
nearly a third of total US exports to China would still remain untouched by Beijing's
retaliation. Despite Trump’s provocations, China has not imposed extra duties on major
US exports like aircraft, semiconductors, and pharmaceutical products. An important—if
little-noticed—aspect of the latest skirmish is that China continues to take a very
measured response with its own retaliation to Trump’s continued escalation.

Given that China’s announcement was a fully expected response to Trump’s own actions,
the bigger shift may be on the American side. The rapidity and severity of Trump’s
response had the appearance of political opportunism. It was an occasion for the
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president to be seen as getting tough on China, even if the brunt of the economic pain of
his even higher US tariffs would fall on American consumers and businesses.

The bottom line result is that in less than two years, Trump will have increased the
average tariff on Chinese imports above 24 percent, compared to an average of only 3
percent at the onset of the trade war. Trump's actions will affect nearly everything
Americans purchase from China.

China’s tariff announcement

On August 23, Beijing announced it would impose additional tariffs on $75 billion of US
exports. The Chinese government had long indicated this retaliation was forthcoming,
even before the Trump administration’s formal August 13 announcement that it would
impose tariffs on $300 billion of imports.[1] The Chinese tariffs were timed to accompany
Trump’s upcoming rollout of two new sets of duties: the first tariff increase arriving on
September 1 and the other arriving on December 15. This was unsurprising to most,
given that China has matched the timing of each of the Trump administration’s previous
tariff increases during the trade war.

Overall, China's average tariff applied to US exports will increase from its current level of
20.7 percent to 21.8 percent on September 1 and to 25.9 percent on December 15
(figure 1). This is a sharp increase from the 8.0 percent average tariff that faced US
exporters to access the Chinese market before the trade war started in January 2018.
China has also cut its tariffs toward non-US exporters considerably over this same
period, to a current level of 6.7 percent.
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Figure 1

China’'s average tariff rate is climbing on US goods and falling
for the rest of the world
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Sources: Updated on August 23, 2019, from Bown, Jung, and Zhang (2019). Constructed by the author with

data from Trade Map and Market Access Map (International Trade Centre,
marketanalysis.intracen.org) and China's Ministry of Finance's announcements.

China’s next tariffs hit some new products, like autos and
petroleum. But aircraft, semiconductors, and
pharmaceuticals remain largely untouched.

Overall, China’s next rounds of tariffs affect $74.2 billion of 2017 US exports, increasing
duties on $28.7 billion of trade on September 1, 2019, and $45.5 billion on December 15.
Yet most of the tariff increases apply to products that China has already hit at least once
with new tariffs during the trade war.

The product coverage of the Chinese retaliation will increase modestly from its current
level of 56 to 58 percent of China’s imports from the United States on September 1. It will
then expand more considerably to 69 percent on December 15.

There are a number of contributing factors behind why only 56 percent of US exports to
China are currently covered by China's retaliatory tariffs.[2] But one of the most
important is that Beijing had stopped retaliating over most autos and parts—covering
roughly $14 billion of US exports—as a goodwill gesture on January 1, 2019.
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China's upcoming retaliation targets relatively few new products. Only $3.2 billion of
petroleum products are added to China’s retaliation with its September 1 list (figure 2).
Its December 15 list expands the scope of covered products, but mostly through the
reapplication of its retaliatory tariffs on autos and parts that had been suspended on
January 1. Chemicals ($1.1 billion) and handful of other products are also added to the
retaliatory list as of December 15.

Figure 2

Amount of US exports to China covered by Chinese
retaliatory tariffs by sector, billions of dollars

US exports to China covered by Chinese retaliatory tariffs

B As of June 1, 2019 @ Effective December 15, 2019
@ Effective September 1, 2019 Total US exports to China

Agriculture
Soybeans %$13.9 billion %139 billion

Other farm and fish products 7.8 80

Manufacturing

Autos and parts 14.3
Wood, paper, and metal products 143
Mechanical machinery and appliances 16.5
Chemicals, plastics, and rubber products
Optical, medical, and measuring instruments
Electrical machinery and equipment 17.4
Aircraft
Pharmaceuticals
Other
Petroleum 6.6
All other goods 0.5 211
!!! Sources: Updated on August 23, 2019, from Bown, Jung, and Zhang (2019). Constructed by the author with
!g%# PIIE data on China’s 2017 imports from Trade Map (International Trade Centre,

marketanalysis.intracen.org) and China's Ministry of Finance's announcements.

It may appear somewhat remarkable that 31 percent of US exports to China would
remain untouched by Chinese retaliatory tariffs even after December 15. Despite
Trump's decision to impose tariffs against almost all US imports from China and his
continued efforts at escalation (discussed below), Chinese retaliation will not cover
products such as aircraft ($14.1 billion), semiconductors ($10.2 billion), and
pharmaceuticals ($3.6 billion). Those three items make up more than half of the value of
products untouched by Chinese retaliation as of December 15.
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One contributing explanation behind China’s restrained retaliation against the United
States is that tariffs are costly, even to the country imposing them.

Some of China’s tariff increases were symbolic. Others
widen differentials facing US exporters and exporters in the
rest of the world.

The most economically significant Chinese tariff increase will take place on December 15
and affect autos. Overall, the average Chinese auto sector tariff on US exports will
increase from its current level of 12.6 to 42.6 percent (figure 3). Mechanically, there are
two ways China is sharply increasing the tariff on US auto exports.

The first part of China’'s announcement on August 23 stated it would no longer suspend
its original retaliatory tariffs on auto products, which ranged from 5 to 25 percent. China
had first slapped retaliatory tariffs on autos and parts beginning in July 2018, but it had
suspended those tariffs effective January 1, 2019 (see again figure 1), as part of the truce
between Presidents Trump and Xi negotiated in Buenos Aires on the sidelines of the
Group of 20 (G-20) summit. The second part of the imminent tariff hike on autos derives
from being on the new list of products facing additional increases of 5 to 10 percent
going into effect on December 15.

For some auto products, the combination of these two announcements will be a 35
percentage point increase in the tariff from current levels. For products over which
China’'s currently applied MFN tariff—the duty facing car makers in Japan, South Korea,
or Germany—is 15 percent, the Chinese tariff facing US auto exports will rise to as high
as 50 percent.
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Figure 3

China's average tariff rates on US goods vs. the rest of the
world’s goods by sector as of December 15, 2019
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data from Market Access Map (International Trade Centre, marketanalysis.intracen.org) and China's
Ministry of Finance's announcements.

For most other sectors, China's announcement means a relatively moderate tariff
increase on September 1 and then again on December 15. For example, the average
tariff for wood, paper, and metal products will increase only from 22.3 to 22.9 percent on
September 1, and then to 25.7 percent on December 15. Furthermore, the tariff
increases in this and most other sectors does not bring in any new products (see again
figure 2).

On soybeans, Beijing will also increase the retaliatory tariff another 5 percentage points
—to 30 percent from the 25 percent that had been in effect since July 6, 2018. However,
this move is largely symbolic, given that the 25 percent tariff was enough to stop most
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Chinese purchases of US soybean exports in favor of increased imports of soybeans
from Brazil and Argentina.

Trump’s subsequent tariff announcement

The Trump administration responded quickly to the Chinese tariff announcement that
arrived the morning of August 23 in Washington. By 5:00 p.m. the same day, the
president had tweeted his plan for additional tariffs on China, with details spelled out in
a USTR press release.

Trump revised his August 13 announcement by increasing the rate for new tariffs on
nearly $300 billion of Chinese imports from 10 percent to 15 percent. On September 1, a
15 percent tariff will be applied to his first list of products covering roughly $112 billion of
imports from China—which includes clothing, shoes, and other back-to-school items.[3]
And on December 15, a 15 percent tariff will be applied to a second list of products
covering roughly $160 billion of imports from China—which includes toys, consumer
electronics, and goods typically purchased for the holiday season.[4]

Trump also announced that, starting October 1, his current tariff of 25 percent on $250
billion of Chinese imports will increase to 30 percent.[5]

Trump's plan results in a sharp tariff increase on imports from China in a relatively short
period of time (figure 4a). The average US tariff on imports from China will climb from its
current level of 18.3 percent to 21.2 percent on September 1, to 22.1 percent on October
1, and to 24.3 percent on December 15. This is up from an average of only 3.1 percent
less than two years ago, before the tariff escalation started.

712


https://www.tradetalkspodcast.com/podcast/73-soybeans-and-the-trade-war-fallout/
https://twitter.com/realDonaldTrump/status/1165005929831702529?s=20
https://ustr.gov/about-us/policy-offices/press-office/press-releases/2019/august/ustr-statement-section-301-tariff
https://ustr.gov/issue-areas/enforcement/section-301-investigations/section-301-china/300-billion-trade-action

Figure 4

Trump’s nhew plan will push average tariffs on China above 24 percent
by December 15, covering 96.8 percent of imports from China
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Nevertheless, these announcements did not change the scope of product coverage of
Trump's tariffs from his announcement of August 13.[6] Currently 50.6 percent of US
imports from China are covered by Trump's tariffs (figure 4b). That trade coverage will
increase to 68.5 percent by September 1 and 96.8 percent of US imports from China by
December 15.

If Trump’s new tariffs go into effect as described in his current plans, virtually all imports
from China in all sectors will be fully covered by December 15 (figure 5).
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Figure 5

Consumer goods, especially toys, footwear, and clothing, will
see biggest increases in tariff coverage by December 15

Percent of US imports from China subject to Section 301 tariffs

Sector

Toys and sports
equipment

Footwear

Textiles and clothing

Electronics and
electrical machinery

Stone and glass
Machinery
Vegetable products
Plastics and rubber
Wood products
Metals

Fuel

Chemicals
Prepared foodstuffs

Animal products

Transportation
equipment

Hide and skins
Mineral products

Miscellaneous

Product type

Final consumer goods
Capital equipment
Intermediate inputs

Other

B As of September 23, 2018 @ Effective September 1, 2019

I Not covered @ Effective December 15, 2019

out of 100 percent

& PIE

Note: MNumbers may not sum to 100 due to rounding.

Source: Updated on August 23, 2019, from Bown (2019).

What Comes Next
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Other trade policy news developed alongside and subsequent to these tariff
announcements of August 23.

Shortly after China's retaliation announcement, Trump raised the stakes of his trade war
rhetoric in a 10:30 a.m. by referring to Chinese President Xi as potentially an “enemy.” At
10:59 a.m. he then tweeted his directive that “Our great American companies are hereby
ordered to immediately start looking for an alternative to China.” And then just before
midnight, Trump made one final and worrisome trade war that signaled that he might be
prepared to do even more damage to the US-China relationship and legally follow
through with his order, “For all of the Fake News Reporters that don't have a clue as to
what the law is relative to Presidential powers, China, etc., try looking at the Emergency
Economic Powers Act of 1977. Case closed!”

Additional news on Trump's trade war surfaced over the next three days at the Group of
7 (G-7) summit in Biarritz, France. First, Trump publicly stated he had second thoughts
about his escalation with China. Shortly thereafter, the White House press secretary
reversed course by indicating that Trump only regretted not raising tariffs on China
further. Then, perhaps in an attempt to calm financial markets at the opening of the
week, Trump indicated that he thought the United States and China might soon return to
the negotiating table.

The purpose and next steps in Trump’s trade war remain unknown. The economic
significance of these next tariffs in the offing are not.
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Notes

1. The formal Federal Register notice was published on August 20, 2019.

2. For example, the Chinese government announced it was retaliating over lists of
products covering $50 billion and then $60 billion of US exports at different points in
2018. Given that Chinese imports from the United States tallied $155 billion in 2017, a
back-of-the-envelope estimate is tariff coverage of 71 percent of US exports. Bown, Jung
and Zhang (2019) provide a more complete explanation of why the actual trade covered
by Chinese retaliatory tariffs was so much lower than 71 percent.
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3. President Trump had tweeted on August 1 that new 10 percent tariffs on $300 billion
would be applied on September 1. The August 13 the US Trade Representative split the
$300 billion product list into two and pushed the application of 10 percent tariffs on the
second list (of $160 billion of imports) until December 15, 2019.

4. There was some confusion as to whether the December 1 list would be shifted earlier
since Trump’s tweet said “from Sept 1,” but the USTR announcement clarified the date.

5. In May, Trump announced and quickly applied a tariff increase from 10 percent to 25
percent on $200 billion of Chinese imports. He had separately imposed 25 percent tariffs
on an additional $50 billion of Chinese imports in 2018.

6. The tariff increase from 25 percent to 30 percent on October 1 will be subject to a
round of public comment before the application, so there is the possibility that there
could be a change in the list of affected products.
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