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The Data Are Clear: Remove Tariffs on China

Riley Walters

he Trump Administration has been increasing

the cost of goods from China by increasing tariffs
on imports. It considers these tariffs a way of build-
ing leverage in negotiations, and of forcing China
to change its practices that lead to the transfer of
technology from American businesses to Chinese
competitors. To date, tariffs ranging from 5 percent
to 25 percent have been placed on $360 billion worth
of cross-border trade between the U.S. and China—
artificially increasing the price of thousands of traded
goods.!

While the U.S. and China have yet to reach an
agreement and settle the concerns over technology
transfer, research shows that the increased cost of
trade is having a negative impact on the U.S. economy.
Itis fair to say that these costs often go unnoticed by
most Americans due to the strength and size of the
overall U.S. economy. Nonetheless, Americans are
paying a higher price for imports. Keeping these tar-
iffs in place or increasing them any further will have
lasting negative effects. Removing tariffs must be a
priority in any agreement with China.

The Cost of Tariffs
Though the Trump Administration’s efforts are
an attempt to balance the commercial relationship
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between the U.S. and China, the ongoing dispute is
not without costs. Since early 2018, the Administra-
tion has increased tariffs on more than $300 billion
worth of imported goods globally, including solar-
panel parts, washing machines, steel, aluminum, and
certain products specifically from China.? Of this
$300 billion, roughly $250 billion worth are specifi-
cally on goods from China.

China has retaliated with its own tariffs on U.S.
exports. For now, the U.S. has suspended the increase
of tariffs on $200 billion worth of Chinese imports
until further notice as a part of ongoing negotiations.?

While the increased cost of imports negatively
affects American consumers, it is American import-
ers and exporters who have been facing some of the
greatest costs from the dispute with China. President
Donald Trump occasionally cites research that esti-
mates that China is paying for 80 percent of the tariffs
on Chinese imports.* This research suggests that pro-
ducers in China are cutting their production costs,
thereby reducing their profits, in order to stay com-
petitive in the U.S. market. However, this research
is based on a simple economic model that assumes
imports from China are easily substitutable—which
isincorrect.

More detailed research by the National Bureau of
Economic Research (NBER) points to the contrary
and shows that imports are not easily substitutable,
China-based producers are not cutting costs, and
Americans are paying the full price of tariffs as well
as the resulting negative economic costs.® There has
been no significant change in the pre-tariff prices of
the imports that have seen a tariff increase over the
past year. While higher prices can sometimes lead
consumers to find cheaper substitutes, these imports
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have not been found to be easily substitutable, either.
NBER’s research leads to the conclusion that the total
cost of tariffs hasled to aloss for U.S. consumers and
producers worth roughly $68.8 billion. Even after
taking into account tariff revenue collected by the
U.S. government, the overall economic loss for the
U.S. has been estimated at $6.4 billion.

Research by the Centre for Economic Policy
Research estimates that in 2018 the U.S. experi-
enced at least $6.9 billion in deadweight loss, a loss
in opportunity for Americans, given that importers
had to pay a higher price than they otherwise would
have in 2017. Producers alone, because of retaliatory
tariffs, now face a $2.4 billion-a-month loss in exports.
By November 2018, the loss to the U.S. from tariffs
had increased to roughly $1.4 billion a month.® If this
costly trading environment was to stay consistent,
the U.S. could see aloss of at least $16.8 billion in 2019.

The significant loss for U.S. producers is also
supported in other research. The Institute of Inter-
national Finance estimates that American exporters
face higher costs than Chinese exporters. It estimates
that the trade dispute with China is costing the U.S.
an annual loss of $40 billion in exports.” The Trade
Partnership Worldwide estimates that tariffs on
imports from China, including tariffs on steel and
aluminum, will cost the U.S. an annual $62 billion
over the next several years.?

CHART 1

Terms of Trade with China
Dropped Sharply in 2018
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SOURCE: Bureau of Labor Statistics, “Import/Export Price
Indexes,” https://www.bls.gov/web/ximpim/tot.htm (accessed
March 27, 2019).
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Weakening Trade and Investment

According to the Bureau of Labor Statistics, since
May 2018, the terms of trade with China have been
weakening. This means that the price of imports from
China has become more expensive relative to exports
to China, despite changes in the exchange rate.” This
suggests that Americans have to work more to buy the
same amount of goods from China. Average exports to
Chinaby the end of 2018 were down 30 percent from
2017. Average imports had increased 3 percent.'° The
decreased ratio in the U.S. terms of trade is likely a
result of the increased cost of trade from tariffs and
uncertainty in the bilateral economic relationship.

Tariffs on trade between the U.S. and China are
having a negative effect on investment as well. Per-
haps this is because 43 percent of China’s total
exports comes from American and other foreign-
invested enterprises."! The Administration’s efforts
could potentially lead to an improved investment
environment in China. However, according to a
recent survey of American and Chinese companies
in China, due to recent tariffs, “nearly a fourth are
delaying China investments or shifting supply chains
out of the US.”

Tariffs are having a negative impact on the U.S.
economy. Therefore, the Administration must:

= Remove tariffs as a part of negotiations with
China. The U.S. should eliminate tariffs as soon
as possible. There is very little research to sug-
gest punitive tariffs are an effective tool in trade
negotiations.

= Understand the harm that tariffs have cre-
ated. Significant research shows the negative
costs that tariffs impose on domestic and interna-
tional supply chains. The Administration should
be aware that its actions could lead to a reversal
of decades of progress that the U.S. has made in
reducing the cost of trade for Americans.

= Pursue more effective policies to deal with
China. There are other ways to deal with Chinese
practices relating to technology transfer that limit
the cost to Americans. The U.S. should pursue pol-
icies that benefit Americans more than it harms
them.

Conclusion

Tariffs are a cost not every American can afford,
yet virtually every American ends up paying. Further-
more, history has shown that once punitive tariffs are
in place, they can be very hard to remove. Chinese
commercial practices may warrant a U.S. response
but not one that simultaneously harms Americans’
economic prosperity. Policymakers should avoid poli-
cies that create more harm than benefit.

—Riley Walters is Policy Analyst in the Asian
Studies Center, of the Kathryn and Shelby Cullom
Davis Institute for National Security and Foreign
Policy, at The Heritage Foundation.
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