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Trade war brewing? World trade in 2018

A major power trade dispute will harm global trade in 2018
Global trade will be overshadowed by the ongoing dispute between the world’s two largest economies, 
China and the US, in 2018. On March 8th the US administration led by Donald Trump imposed broad 
tariffs on imports of steel and aluminium; while a number of countries were temporarily exempted 
from these tariffs, China and Japan were not. The dispute escalated on March 22nd following 
the conclusion of a US Trade Representative investigation into China’s intellectual property and 
technology transfer practices. The Trump administration’s proposal would see tariffs of an additional 
25% on US$50bn of imports from China, covering goods that are related to the Made in China 2025 
initiative such as machinery and electrical equipment. China responded quickly but proportionately, 
with a list of tariffs of equivalent value on imports from the US including soybeans, vehicles  
and aircraft. 

There is a now a period of negotiation that has the potential to result in an agreement between 
the two sides—should China choose to respond to US concerns to a degree that both countries are 
able to claim a face-saving win. However, we believe that negotiations will only be partly successful in 
avoiding the full imposition of the proposed tariffs. So far it does not appear likely that any concessions 
that China is willing to make will be enough to placate hawks in the Trump administration. We expect, 
therefore, that a selection of the proposed tariffs on Chinese goods will be applied, most likely around 
the middle of 2018. In response, China will impose equivalent tariffs on the US. Although it is too early 
to determine which sectors will be affected, it is likely that the products chosen will be picked for their 
potential for disruption to the opposing side. For the US, this means tariffs on Chinese goods related to 
advanced technologies; for China this means agricultural products, such as soybeans.  

We believe that a full-blown trade war—where there is an exchange of tariff or non-tariff barriers 
that causes significant economic pain to both sides—will be averted, for both economic and political 
reasons. First, the majority of global trade in goods consists of intermediate products, reflecting 
the breadth and depth of global value chains that have been established in recent decades. This 
means that businesses in both countries would suffer from a significant increase in tariffs. We 
believe that lobbying from business factions and from within government in both countries will 
take some momentum out of the rush towards tariffs. Second, congressional Republicans in the US 
would become more vulnerable at the November 2018 mid-term elections should China choose to 
impose tariffs on US farm product imports. Again, this is likely to take some of the heat out of the US 
administration’s embrace of protectionism. Lastly, we believe that the Chinese government is firmly 
against the imposition of tariffs. There is little risk of China becoming the instigator in the dispute, and 
it will not do any more than apply proportionate tariffs. This means that if the US can be mollified, the 
dispute will die down, even if only temporarily. 

Nonetheless, the long-standing nature of this dispute makes an agreement unlikely in the short 
term. The US has complained about China’s trade practices, such as technology transfer, for many 
years. Mr Trump, meanwhile, has long taken umbrage against the US’s trade deficit with China. More 
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Major US-China trade measures to date
Goods covered Initiating 

country
Target country Investigation Trade remedy Date released Official 

targeted 
value

Solar cells and washing machines US Not country 
specific, but 
large impact on 
China and South 
Korea

Section 201 
under US 
Trade Act of 
1974

Solar cell tariffs set at 30%, 
to be gradually reduced to 
15% after four years. First 
1.2m of washing-machine 
imports each year to be 
taxed at 20%, with the 
remainder taxed at 50%; 
these percentages to fall to 
16% and 40% respectively 
by 2021.

Announced 
January 22nd 2018

Not 
specified

Sorghum imports China US Anti-dumping 
and anti-
subsidy

Investigation still ongoing. 
China gave affected 
parties 20 days to submit 
comments or apply to take 
part in the investigation, 
which was originally 
planned to last one year.

Investigation 
launched 
February 4th 2018

Not 
specified

Aluminium and steel imports US Not country 
specific, but 
understood to 
target China

Section 232 
of the Trade 
Expansion Act 
of 1962

The US Department of 
Commerce proposed 
general import tariffs of 25% 
and 10% on most US steel 
and aluminium imports, 
respectively. A number 
of key US trade partners, 
including the EU, Canada, 
Mexico, Australia, Brazil 
and South Korea, gained 
exemptions before the 
tariffs came into effect on 
March 23rd.

Announced 
March 8th 
2018; effective 
March 23rd

Not 
specified

broadly, this dispute represents another example of the strategic competition playing out between 
China and the US. The future of innovation is of vital importance to both countries for economic and 
military purposes. The leading country in these areas will have a major strategic advantage over the 
other in the coming decades. Given these factors, a mutually satisfactory bargain, where China offers 
meaningful concessions across all of these areas, is unlikely in the short term. As the dispute continues, 
we expect to see greater pressure from both sides on non-tariff barriers. The business environment for 
US companies operating in China is likely to become more difficult, while the US is likely to block more 
of the attempted purchases by China of US firms. The dispute is unlikely, however, to result in China 
dumping US treasuries.
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Major US-China trade measures to date
Goods covered Initiating 

country
Target country Investigation Trade remedy Date released Official 

targeted 
value

On March 22nd the US Trade 
Representative (USTR) proposed 
targeting 1,300 Chinese imports. 
On April 3rd the USTR released 
a draft list of products in the 
aerospace, information and 
communications technology, and 
machinery industries, including 
components for new-energy 
vehicles and other high-technology 
products, to be subject to tariff 
duties; the produce list broadly 
mirrors the “Made in China 2025” 
initiative.

US China Section 301 
under the US 
Trade Act of 
1974.

The product is open 
to a period of public 
consultation until May 11th, 
after which the USTR will 
convene public hearings to 
discuss the issue. The final 
product list will be subject 
to a 25% import tariff on top 
of existing duties. The US 
Treasury also has 60 days 
to draft a plan restricting 
Chinese investment in 
certain US industries.

Initial measures 
announced on 
March 22nd 2018; 
draft product 
list issued on 
April 3rd; public 
consultations 
ongoing

US$50bn

128 products including fruits and 
nuts, wines, modified ethanol, 
American ginseng, seamless steel 
pipes (first batch), pork and pork 
products, recycled aluminium 
(second batch)

China US Released by 
the Ministry 
of Commerce 
in response to 
the US’s 232 
investigation; 
calculated 
under the 
Agreement 
on Safeguards 
provisions 
under the 
World Trade 
Organisation 
(WTO) 
framework

China imposed an import 
tariff of 15% on the first 
batch of goods, as well as 
an import tariff of 25% 
on the second batch of 
goods, following a round of 
public consultations. China 
noted that the measures 
were enacted after the US 
refused to resolve the issue 
through the WTO.

March 23rd 2018; 
effective April 2nd

US$3bn

106 products covering agricultural 
products, including soybeans, 
whiskey, wheat and orange juice, 
as well as certain vehicles, vehicle 
components and aircraft

China US Released by 
the commerce 
ministry in 
response 
to the US’s 
Section 301 
investigation

To come into effect when 
the tariffs related to the 
Section 301 investigation 
are finalised.

April 4th 2018
Released on April 
4th; effective 
when import 
duties under 
the US’s 301 
investigation come 
into effect

US$50bn

Sorghum imports China US Concluded 
the anti-
dumping and 
anti-subsidy 
investigation 
launched in 
February 2018

Imposes a 178.5% import 
duty on US sorghum 
imports; accelerated the 
timeline of an initially one-
year-long investigation.

April 4th 2018
Announced 
on April 17th; 
effective 
April 18th

US$975m

Note. The trade measures above only cover the period from January 2017-April 2018 and are not exhaustive.

Sources: The Economist Intelligence Unit; government and media reports.
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The global trading system is set for a period of volatility
The current dispute also threatens the role and position of the World Trade Organisation (WTO). 
Although both China and the US have taken some of their grievances to the WTO as part of this 
dispute—for example, China has submitted a case related to the steel and aluminium tariffs, while the 
US has brought a case concerning the protection of intellectual property rights in China—how each 
country responds to the outcomes of these cases will have an impact on the integrity of the system. 
The case made by China is the most concerning. If WTO consultations are not successful in this case 
and the matter requires a judgment, a ruling favouring either country is problematic for the global 
trading system. If the WTO rules in favour of the US, it may encourage the use of national security 
concerns to be used as a pretext for trade protectionism from other countries. Alternatively, if China 
wins this case (based on the view that these tariffs are safeguards for US industry and not related to 
national security), we would not expect the US to drop the tariffs, thereby undermining the role of the 
WTO. Regardless of the outcome of this dispute, and the likelihood that the system will experience 
a period of volatility, we believe that the global trading system will remain intact and the role of the 
WTO will be maintained. Not least, this is due to the importance of a central institution to countries in 
the area of dispute resolution; enough countries rely on the system to maintain its integrity. 

Global trade growth will continue to slow in 2019-22
Our assumption that protectionism will rise but that a trade war will be averted means that global 
trade growth will continue to slow in 2019-22, to an average of 3.5% a year. This forecast is based on 
a series of assumptions: that on the one hand the US administration will stop short of a full-throated 
embrace of protectionism of the sort it pursued in the 1930s, when high tariffs were applied on tens 
of thousands of goods under the Smoot-Hawley Tariff Act; but on the other hand, that there will be 
a structural slowdown in global trade as the integration of global supply chains abates. Finally, we 
expect a mild recession in the US in 2020, which will subdue economic activity and thereby pull down 
the rate of global trade growth in that year and elevate it slightly in 2021-22 owing to the release of 
pent-up demand.

Appetite for new free-trade deals will continue in the rest of the world
With the US turning away from multilateral trade liberalisation, after Mr Trump pulled the country 
out of the 12-member Trans Pacific Partnership (TPP), China now has the opportunity to help to set 
the rules of engagement. We are doubtful, however, that China has the willingness or the capability 
to take on the free-trade mantle for now. Negotiations on the Regional Comprehensive Economic 
Partnership (RCEP), a China-focused trade agreement, will continue, but we do not expect these talks 
to be concluded in the next five years. Part of the reason for the slow pace of negotiation is the size of 
the RCEP. It would cover more than 3bn people if completed. The proposed agreement includes the 
ten member states of the Association of South-East Asian Nations (ASEAN) and six partner countries 
(Australia, China, India, Japan, New Zealand and South Korea). Instead, its Belt and Road Initiative, a 
major long-term programme, will encourage trade and investment flows with recipient countries in 
the short and medium term.
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The appetite for trade liberalisation still exists, but the approach to trade differs among the major 
economies. The EU and Japan have emerged as key drivers in the effort to maintain the global trading 
system, while the US prefers a bilateral approach in an attempt to shrink deficits with its trading 
partners. During a visit to Japan in November, Mr Trump expressed this sentiment with regard to 
the US’s trade deficit with Japan. However, the Japanese prime minister, Shinzo Abe, will resist such 
pressure, preferring instead to push forward on trade negotiations with the remaining members of 
the TPP and the EU. The EU and Japan finalised an economic partnership agreement in December, 
creating the world’s largest free-trade area. The deal will come into effect in 2019, although the 
economic effects will take years to be felt—some tariffs will fall to zero in 2019 but other reductions will 
be phased in over 15 years. Despite some areas of contention that led to exclusion, the signing of the 
accord sent a powerful signal of support for free trade from both parties.

Meanwhile, the revised TPP, the Comprehensive and Progressive Agreement for Trans-Pacific 
Partnership (CPTPP), was signed by its 11 members in Chile in March. Given the lengthy ratification 
and implementation process, it will not filter through into economic data until the 2020s. We expect 
global trade growth to be about 0.1% higher per year in 2021-22 than it would have been without the 
deal. The CPTPP members showed their willingness for the US to re-engage at a later date via the 
suspension, rather than removal, of 20 provisions that relate to US commercial interests. Mr Lighthizer 
has dismissed this as unlikely. Given these developments, the US is at risk of being left behind on trade 
liberalisation. After setting the global trade agenda for the past 70 years, the current position of the 
Trump administration has left the US isolated. If the US decides to rejoin these efforts in the medium 
term, it will do so with considerably less influence than before.
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