ATLANTIS
PRESS
Proceedings of the 2022 7th International Conference on Financial Innovation and Economic Development (ICFIED 2022)

Advances in Economics, Business and Management Research, volume 277

The Impact of Trade Disputes to China and the U.S
Rui Bao' T, Yukangfei Fan> T, Shenyang Feng® ™7, Yilin Lu**

! Mercyhurst Preparatory high school

2 Woodbridge High School

3 Dulwich High School Suzhou

4 Dulwich High School Suzhou

*Corresponding author. Email: 201803030@stu.ncwu.edu.cn
TThese authors contributed equally.

ABSTRACT

Begun in 2016, the China and U.S. government had a trade dispute. It all happened when U.S. former president Donald
Trump mentioned that China is using industrial policies to U.S. market, which the U.S. uses a lot of fossil fuel in daily
life. When the U.S. imposed anti-dumping rules against Chinese products, which the Chinese government has to repel
back, that has affected the many products such as U.S. currency exchange rate and original oil in the global stock market.
The dispute has created both positive and negative impacts for both countries. The U.S. government has demonstrated
that having free trade gives a lot of benefits. On the other hand, recent data has reflected the impact of the tariff on
Chinese products shows a lot of negative consequences. Tariff is nothing but more than a kind of tariff, and the use of
it regarding the trade with China has strained the relationship between the two countries. Therefore, both countries
governments should stop having an argument between them about trade disputes to create positive effects and further

development for both countries.
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1. INTRODUCTION

This article examines whether America's trade war
with China will have an impact on the global economy.
With economic globalization, more and more countries
provide technical support to each other, provide services
and other links to produce global economies. China ranks
first in the total economic and trade volume. The US
government's trade stance on China has caused a huge
impact on The Chinese economy, which will lead to some
problems in the development of the global economy in
China. The question we need to solve is what kind of
policies China should adopt to cushion the economic
impact of the overbearing attack from the United States

1.1. Literature Review

Tan, D. H. Y., & Chen, C[1] explored that while the
United States will impose a higher cost on China initially,
it will also suffer a similar adverse impact on economic
growth during the mid-term. The aggressive fiscal
expansion is attractive to the Chinese government, but it
will influence the long-term output. In this case, the
current policy of the Chinese government cushions the

economy adequately near to the near to medium terms
and reduces the possibilities of international
repercussions. The author used two sets of scenarios to
model the economic impact of the Sino-US trade dispute.
One issue that arose from this article is that the author
only looks at this dispute from a macro perspective, and
this may lead to an overlook of some micro issues that
may influence the conclusion.

Zhang, Y.[2] points out that the trade war cannot
resolve US trade deficits and halt China's technological
enhancement. The conclusion is the US-China trade war
will not benefit either country. The article also shows the
issue of China's development model that leads to
continued excess savings and suggests that the Chinese
government needs to speed up its economic reforms. The
US government might need to reduce capital account
surpluses by allowing and encouraging banks to
accumulate a synthetic currency. This article is possibly
biased because it lacks the US's economic structures.

Han Run (2018) [3] expresses the impacts of the trade
war between China and the U.S. in March 2018. This
thesis aimed to describe the economic impact that trade
war would have on the global economy. The thesis also
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mentioned micro and macro result and problems of the
trade war, which will impact the different industries in
both countries.

The thesis first illustrates the progress that both
countries will be making and talks about both countries'
policies against each other. For example, the U.S. has
imposed a high tariff rate on imports like iron and
aluminum to China, aimed at China. China has fought
back quickly against the law imposed by the U.S.
government by imposing tariffs on crops, cars, and other
imports made by the U.S.

Second, the thesis describes the economic
background of two countries, which both countries were
aims tariff on several essential goods. This aiming was
because of the two countries' comparative advantage. For
example, the labor in the U.S. is much more expensive
than in China because China has a larger population to
produce more goods with lower labor and price, which
become more competitive to U.S. manufacture products.

Finally, it describes the impact on China's economy
by the trade war. It caused many adverse effects on
China's economy because many multinational
corporations are based in the U.S. Therefore, they could
move their firm in China to other lower labor countries
such as Vietnam, which would cause much
unemployment to China.

Mary Amiti, Stephen J Redding, and David Weinstein
(2019) [4] described the impact of the trade war between
China and the U.S., which began in March 2018. This
thesis aimed to show the impact on prices and welfare on
two countries.

To begin with, the thesis illustrates what the U.S.
government has been doing to other countries around the
world, especially in China. It has applied an enormous
amount of competitive tariff to the imports by China,
which the policies have caused changes in the price of
goods and welfare. It has made the intermediate and final
goods' price increase a lot, which has made a considerable
decrease in the number of imports for consumers to
choose from, making a significant change in the supply
chain of many industries in the U.S. However, it has
brought much tax revenue and welfare to people, which
helps the U.S. export protect from more competitive
imports. By putting a high tariff on imports, especially
from China which has harmed the relationship between
them. It has caused some firms to decide to move their
firm to other countries, but that would cause much money
to do that.

Pablo Fajgelbaum, Amit Khandelwal (2021) [5]
described the impact of the U.S. on China's economy and
some problems to the producer and consumer in both
countries. The U.S. government is mainly putting tariff
targeting on goods from China, which affects many
problems to both country's market.
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Firstly, the thesis has described that in 2018, the U.S.
government launched a trade war with China, which U.S.
government started to begin by putting 350 billion dollars
tariff on the goods that were being manufactured in China,
such as iron, washing machine and solar panels which
lead people to realize that the U.S. is targeting China,
which these tariffs to made in China product are still
happening 2021. The trade war has harmed the producer
from both countries by decreasing the demand in the
foreign market by government policies that control the
number of goods being exported out of the nation. The
consumer of two countries has been taken away by less
choice of imports from the U.S., which cause a decrease
in the amount of spending in each people. It has to lead
the GDP decrease for both nations.

2. RESULTS

More harm can be done by the dual ideological
posturing and alarmist political demands of international
rivals. For example, Republican presidential candidates
have taken ideologically principled positions against
industrial policy and government intervention. By
contrast, Donald Trump's 2016 call that China was
"killing us" with industrial policies worth emulating.

In the case of U.S. policies supporting fossil fuels,
especially coal, the pervasiveness and persistence of
those policies has made them all but extinct over time.
The most obvious example is coal leasing on federal
lands, as "approximately 40% of coal production in the
United States comes from federal lands" [6]

When the United States decided to impose anti-
dumping duties on China, the news caused turmoil in
global financial markets. As China was the first target of
the sanctions, the prices of listed companies, including
the A-share market, fell sharply after the opening.
Furthermore, many investors were affected by the news
in commodity markets, including rubber futures on
several major commodity markets, including the Tokyo
Mercantile Exchange and Shanghai Futures Exchange,
which fell by the daily limit. In addition to the rubber
related financial derivatives affected, the international
market, including the original oil, Lun Copper, the U.S.
dollar and so on in a number of the heavy index have
varying degrees of decline.[7]

The specific reaction of the market to the US tariff on
China shows that both stock and futures prices have
dropped. Therefore, the U.S. tariff on China will reduce
the volume of trade in the international market.
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Figure 1. China Balance of Trade

Retaliation against the US came from 161 countries
and the European Union. The study's findings suggest
that the trade war import tariffs have no significant
negative impact on U.S. imports from the rest of the
world but have reduced Chinese imports. In both
countries, the non-tariff effect seems to positively impact
trade flows from other parts of the world. The presence
of numerous suppliers of the same products around the
world may make this possible. The US and China source
products from other countries.

3. DISCUSSION

Since Donald Trump started raising import tariffs on
China's products, China's exports will hugely impact. In
the meantime, American companies have to choose
products from other countries at higher expenses. For
example, China is a big exporter of tires. As the taxes
were imposed, American importers had to pay higher
prices. Based on researchers, "We estimate the likely
impact on U.S. consumers and find that by the end of
2018, import tariffs were costing U.S. consumers and the
firms that import foreign goods an additional $3 billion
per month in added tax costs and another 1.4 billion
dollars per month in deadweight welfare (efficiency)
losses."

The trade war would eventually make the customers
pay more. For U.S. producers, tariffs changed their pricing
behavior by protecting them from foreign competition and
enabling them to raise prices and markups. For Chinese
producers, because the demand for their products
decreases, they have to dismiss their employees. Many
small businesses may close because of Trade War. The

unemployment rate in China would suddenly get increased.

For the past 2 decades, China was used as the world's
"factory", their economy relied on manufacturing. A huge
increase in the unemployment rate will make China's
economy fall. For the U.S., they met the same issue, based
on the researchers, "Not surprisingly, what they found
wasn't good for the U.S. Their analysis suggests that
unemployment rates would increase by 0.2 to 0.7
percentage points across U.S. states within four quarters in
response to such a tariff. As a frame of reference, a 0.1
percentage point change in the U.S. unemployment rate
corresponds to a loss of 160,000 jobs." [8]
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The changes made to the policies will have a
significant short-term impact on the trade at the
beginning. Based on economists, "We estimate the
cumulative deadweight welfare cost (reduction in real
income) from the U.S. tariffs to be around $6.9 billion
during the first 11 months 0f 2018, with an additional cost
of $12.3 billion to domestic consumers and importers in
the form of tariff revenue transferred to the government.
The deadweight welfare costs alone reached $1.4 billion
per month by November of 2018. The trade war also
caused dramatic adjustments in international supply
chains, as approximately 165 billion dollars of trade
($136 billion of imports and $29 billion of exports) is lost
or redirected to avoid the tariffs." Later on, because of the
increase in unemployment rates, both countries' workers
would start having disappointments about their
government. On the other hand, the Trade War would
impact the relationships between U.S. and China.[9]

Not only U.S. and China but other developing
countries will also get impacted. While the U.S. is adding
tariffs on Chinese products, many companies move their
assembly line to other countries in South Asia and
Southeast Asia. Based on the data, "Last year solar energy
technology company Enphase, based in California,
announced it would produce some of its products in
Mexico to avoid tariffs. Likewise, Apple announced that
it would move some of its iPhone assemblies from
Taiwanese manufacturing company Foxconn's facilities
in China to its facilities in India.[10] Southeast Asian
countries like Thailand, Malaysia, and especially
Vietnam have been some of the biggest beneficiaries of
these shifts. For example, Nintendo, Sharp, and Kyocera
have all recently announced plans to shift some
production from China to Vietnam." As the wages in
China grew higher, those Southeast Asian countries are
growing more and more attractive to these foreign
companies, "US-ASEAN Business Council CEO Alex
Feldman says that this isn't an entirely new phenomenon.
With wages in China rising higher, companies have been
exploring other parts of the world searching for cheap
manufacturing labor for years now. For example, South
Korea-based Samsung has long manufactured products in
Vietnam. [11]New trade agreements are also making
Southeast Asia more attractive for countries in the
broader Asia-Pacific region." Moving assembly lines
outside of China started getting more popular than before.
Trade War is accelerating this trend, "Exports out of
Vietnam have risen from about $176.6 billion worth of
goods in 2016 to $290.4 billion last year, according to the
International Trade Centre. Many of those goods were
bound for the US—TIast year, Vietnam had a $39.5 billion
trade imbalance with the US, in Vietnam's favor,
according to the US Census Bureau. "By and large,
Vietnam is winning the US-China trade war, and I expect
them to continue to win it," says Eric Miller, a global
fellow at the Wilson Center." Not only Vietnam but
Mexico also got profits from it, "Mexico passed China
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this year to become the US's largest trading partner,
though the US still imports more products from China
than Mexico. The $9.9 billion trade deficit between the
US and Mexico, in Mexico's favor, for the month of June
this year was the largest monthly imbalance on record
between the two countries, according to the Census
Bureau. India, Malaysia, Thailand, and Taiwan all saw
upticks in exports to the US and around the world last
year, as the US trade deficit hit a record high of $891.3
billion for 2018."[12] trade war could impact the
economy of the entire world.

4. CONCLUSION

The trade disputes between China and the U.S that
result from irrational trade protection has an impact not
only on these two countries but also influence other
countries that rely on China and U.S's export and import.
In the short term, this conflict may lead to an increasing
unemployment rate and decreasing aggregate demand. In
the long term, it may promote the evolution of the
advancement of a country's trade structure to a different
degree. [13]Still, it sours the relationship between the two
countries and hurts their economic interests. Overall, the
negative impact of the trade disputes is larger than its
positive effect for both countries.[14]

In this way, we suggested this issue: China and the
United States have advantages in different industries.
First of all, we should continue to develop domestic
science and technology and explore technical personnel

to promote the development of core technology industries.

Effective use of international law to protect national
interests. Second, China should strengthen opposition to
irrational trade protection and promote a new trade order.
And finally, to improve the international management
awareness and transnational management ability,
governments should continue to globalize and trade with
other countries. [15]
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