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Introductio n 

A trade war is an economic dispute between 
two countries where one country imposes 
tariffs or quotas on imports and another 
country responds by doing the same. Tariffs 
are a form of government tax which is 
imposed on goods coming from different 
countries. A government may choose to 
increase and/or implement new tariffs to 
protect its domestic economy and decrease 
unemployment. While tariffs increase 
government revenue and funds, it is a form of 
trade barrier as it decreases the incentive of the residents of the country to buy goods that are 
important from abroad. This can heavily damage an exporting country's economy and sever 
international relations. 

The most recent and significant example is the ongoing trade war between the largest 
economies of the world: the United States of America and China.  

Definition of Key Terms 

International trade:  The buying and selling of goods and services across international 
boundaries. 

Imports:  Goods and services produced in other countries and purchased by domestic buyers. 

Exports: Goods and services produced domestically and purchased by foreign buyers. 

Tariffs:  Taxes on imported goods and the most common form of trade restriction. 

Quotas: Legal limits to the quantity of a good that is important over a specific period of time. 

Goods: Physical objects people need and/or want. 



 
World Trade Organization (WTO):  An international organization which regulates 
international trade between countries and trade blocs. 

Appreciation:  An increase in the value of a currency due to changes in demand and supply of 
the currency. 

Depreciation: An decrease in the value of a currency due to changes in demand and supply of 
the currency. 
 
Currency speculation: The buying and selling of currency based on predictions of changes 
in the exchange rates. 

Background Information 

China’s economy has been growing substantially since their adjointment to the World Trade 
Organization (WTO) in 2001. It was clear that China was on the way to becoming the second 
greatest economy of the world next to the United States of America in 2008, and this was 
proved when Japan’s economy shrank in 2010 and China replaced them as the second highest 
GDP in the world with an economy of $1.33 billion.  

  

Donald Trump created substantial talk about improving the USA’s economy during his 
presidential campaign leading up to the elections of 2016, which resulted in him becoming the 



 
President of the US. The President made his unhappiness with the trade imbalance clear in the 
form of tweets and public speeches before launching the trade war with China in 2018. 

The Trade War: 

President Trump kicked off this recent trade war by imposing two rounds of tariffs on about 
$400 billion worth of goods from China in 2018. China has retaliated by imposing tariffs on 
more than $100 billion worth of US goods (see Timeline of Major Events). 

 

The “Phase One” deal has been signed by both parties in January 2020, which aims to reduce 
tensions and ease the trade war between the two countries. According to the deal, China will 
increase imports from the US by $200 billion more than they did in 2017. After just a month, 
China has already started implementing sections of the trade deal under the close monitoring 
of the US. 

The Panama Canal: 

The Panama Canal is located on the South American Continental Divide. The canal is a very 
important location for trade, specifically for the US. The number of transits increased from 
807 in 1916 to 15,523 in 1970. The cargo carried through the canal in 1970 was more than 



 
134.6 million metric tons which has increased to nearly 213 million metric tons of cargo in 
2013. 

 
The Panama Canal is controlled by 
the Autoridad del Canal de Panamá 
(ACP), Spanish for the Panama 
Canal Authority, which took over 
management of the canal from the 
joint U.S.-Panamanian control on 
December 31, 1999. The ACP is 
responsible for the administration, 
operation, conservation, 
maintenance, and modernization of 
the Panama Canal. 

According to the ACP, Asia is buying less from the US due to the trade war, so the shipments 
of products such as LNG and LPG have decreased. Jorge Quijano, the administrator of the 
ACP has said “The biggest impact on us thus far was a reduction of approximately $36m in 
exports from the US to China via the Panama Canal, from the Gulf and East coast ports to 
Asia, particularly in LNG, LPG, petroleum products, crude oil and chemicals.” In addition to 
the decrease in demand for US products in Asia, there have been more microeconomic and 
international trade problems which rose with the trade war. 

Implications of the Trade War: 

One of the short-term implications is trade diversion for other countries. The National Bureau 
of Economics estimated in 2019 that up to $165 billion of trade would be rerouted per year to 
avoid the tariffs in place at the end of 2018. China’s exports declined about $25 billion in the 
first six months of 2019 and the EU exported an additional $2.7 billion to the US. 

In the long-term, one of the consequences is the switches in suppliers by companies. 
Companies have been forced to consider finding alternative sources of production which has 
led to losses in profit as switching to new suppliers comes with friction costs as well as 
generally higher prices. Since the costs of production increase, the output of firms tend to 
decrease which decreases the total output of the country. 

On top of these problems, a trade war also heavily affects uncertainty and speculation. 
Uncertainty in the economy of a country will lead foreign direct investments to decrease 
which will have effects on the currency, interest rates and GDP of a country. Speculation also 
leads to greater appreciation and depreciation of a country's currency, which might increase or 
decrease foreign direct investment, exports and imports. 



 
Timeline of Major Events 

April 6-7, 
2017

Donald Trump and Xi Jinping meet to discuss 100 day trade talk plans.

February 7, 
2018

Trump imposes 20% tariffs on all imported washing machines and 30% on 
solar panels.

July 6, 2018 The US implements the first China-specific tariffs, which is 25% on certain 
imports.

July 10, 2018 The US releases a third list of 10% tariffs on $200 billion of Chinese imports.

August 28, 
2018

The US revises and considers 25% tariffs instead of the 10% Donald Trump 
had suggested the day before.

August 16, 
2018

China files a WTO complaint against the USA.

August 23, 
2018

The USA and China implement a second round of tariffs. China files a second 
WTO case against the US.

September 17, 
2018

The USA imposes tariffs on $200 billion worth of Chinese goods.

September 24, 
2018

The US and China implement a third round of tariffs.

December 1, 
2018

The US and China agree to temporarily halt future tariffs for 90 days.

May 1, 2019 US and China work on a trade agreement in Beijing.

May 10, 2019 The US raises tariffs on $200 billion goods from 10% to 25%.

May 16, 2019 USA bans the Chinese technology firm Huawei from purchasing US 
products.

June 1, 2019 China increases tariffs on $60 billion worth of US goods.



 
June 29, 2019 After trade talks, Trump agrees to implement no new tariffs and ease 

regulations on Huawei.

August 1, 
2019

After two days of trade talks with no progress, Trump announces the 
implementation of 10% tariffs on $300 billion worth of Chinese goods 
starting September 1st.

August 5-6, 
2019

The Chinese yuan, China’s currency, weakens below the $7 mark. Equity/
stock markets plummet. The US proclaims that China is manipulating their 
currency. China bans purchase of US agriculture.

August 13, 
2019

The US postpones the 10% tariffs on $300 billion goods to December 1st.

September 1, 
2019

US’s tariffs are implemented as planned. 

September 2, 
2019

China issues a WTO case against the US.

September 20, 
2019

The United States releases a list of tariffs with 400 Chinese products exempt 
from tariffs.

October 11, 
2019

US announces the “Phase 1” of their trade deal and delays increase of tariffs 
on Chinese goods.

November 1, 
2019

China wins the WTO case and can impose sanctions on $3.6 billion worth of 
US goods.

December 13, 
2019

China and US agree to halt the implementation of tariffs to come soon.

January 15, 
2020

The US and China sign the “phase one” trade deal which eased tension.

February 7, 
2020

China halved its tariffs on $75 billion worth of US goods, following the 
“phase one” agreement.



 

  



 
Major Countries and Organizations Involved 

World Trade Organization (WTO): 

The World Trade Organization is an international organisation that provides the 
institutional and legal framework for the trading system that exists between member nations 
worldwide, responsible for liberalising trade, operating a system of trade rules and providing 
a forum for trade negotiations between governments, and for settling trade disputes. China has 
made multiple complaints to the WTO about the US tariffs.  

United States of America (USA): 

The country with the largest economy in the world since the 1920’s, led by President 
Donald Trump who started the trade war against China.   

China: 

The second largest economy in the world, which has made the country a target for 
Donald Trump’s trade reforms in the form of tariffs.   

European Union (EU): 

The EU has trade deals with both the US and China, but have increased their exports 
to the US to $2.7 billion since the beginning of the trade war, which has caused a decrease in 
China’s exports.   

Previous Attempts to Solve the Issue 

The first WTO complaint (WTO, 16 August 2018) 

“China claims that the safeguard measure on solar cells is inconsistent with a number of 
provisions of the WTO's Agreement on Safeguards and the General Agreement on Tariffs and 
Trade (GATT) 1994, while China claims the incentive measures for renewable energy are 
inconsistent with provisions under the Agreement on Trade-Related Investment Measures 
(TRIMs) and the GATT 1994.” 

The second WTO complaint (WTO, 23 August 2018) 



 
“China claims that the additional tariffs, applied to $16 billion in annual Chinese imports, are 
inconsistent with the provisions of the WTO's General Agreement on Tariffs and Trade 
(GATT 1994) in that they apply solely to products of Chinese origin and exceed the United 
States' bound duty rates. 

Trade agreement attempt (Beijing, 1 May 2019) 

Representatives from Washington and Beijing meet in Beijing to work on a trade agreement, 
however, this is unsuccessful. 

Phase One (2020) 

The “Economic and Trade Agreement Between the United States of America and the People’s 
Republic of China” was presented by the Office of the US Trade Representative and the 
Department of US Treasury, and signed by the US and China. 

Possible Solutions 

- The Phase One deal is followed through. 

- Another trade agreement may be made to ensure the long-term resolution of the trade 
war. 

- The World Trade Organization can set meetings to regulate trade between China and 
the US. 

- The World Trade Organization should monitor the Phase One deal and future trade 
deals between the US and China. 

Useful Links For Further Research 

- https://www.china-briefing.com/news/the-us-china-trade-war-a-timeline/ 

- https://www.ft.com/content/6124beb8-5724-11ea-abe5-8e03987b7b20 

- https://www.bbc.com/news/business-48196495 

- https://www.ft.com/content/a01564ba-37d5-11ea-a6d3-9a26f8c3cba4 

- http://prod-upp-image-read.ft.com/d08f2b80-37b2-11ea-a6d3-9a26f8c3cba4 

Bibliography  

https://www.china-briefing.com/news/the-us-china-trade-war-a-timeline/
https://www.ft.com/content/6124beb8-5724-11ea-abe5-8e03987b7b20
https://www.bbc.com/news/business-48196495
https://www.ft.com/content/a01564ba-37d5-11ea-a6d3-9a26f8c3cba4
http://prod-upp-image-read.ft.com/d08f2b80-37b2-11ea-a6d3-9a26f8c3cba4


 
“A Quick Guide to the US-China Trade War.” BBC News, BBC, 16 Jan. 2020, www.bbc.com/
news/business-45899310. 

Amadeo, Kimberly. “Why Trade Wars Are Bad and Nobody Wins.” The Balance, 
www.thebalance.com/trade-wars-definition-how-it-affects-you-4159973. 

Barboza, David. “China Passes Japan as Second-Largest Economy.” The New York Times, The 
New York Times, 16 Aug. 2010, www.nytimes.com/2010/08/16/business/global/16yuan.html. 

Colback, Lucy. “How to Navigate the US-China Trade War.” Financial Times, 28 Feb. 2020, 
www.ft.com/content/6124beb8-5724-11ea-abe5-8e03987b7b20. 

Daniele Palumbo & Ana Nicolaci da Costa. “Trade War: US-China Trade Battle in Charts.” 
BBC News, BBC, 10 May 2019, www.bbc.com/news/business-48196495. 

Harrison, Virginia. “US-China Trade War: 'We're All Paying for This'.” BBC News, BBC, 1 Aug. 
2019, www.bbc.com/news/business-49122849. 

Labrut, Michele. “US - China Trade War Hitting Panama Canal Revenues.” Seatrade Maritime, 
11 July 2019, www.seatrade-maritime.com/americas/us-china-trade-war-hitting-panama-canal-
revenues. 

Politi, James. “What's in the US-China 'Phase One' Trade Deal?” Subscribe to Read | Financial 
Times, Financial Times, 15 Jan. 2020, www.ft.com/content/a01564ba-37d5-11ea-
a6d3-9a26f8c3cba4. 

“Timeline: Key Dates in the U.S.-China Trade War.” Reuters, Thomson Reuters, 16 Jan. 2020, 
www.reuters.com/article/us-usa-trade-china-timeline/timeline-key-dates-in-the-u-s-china-trade-
war-idUSKBN1ZE1AA. 

Tragakes, Ellie. Economics for the IB Diploma. W. Ross MacDonald School Resource Services 
Library, 2017. 

“The US-China Trade War: A Timeline.” China Briefing News, 28 Feb. 2020, www.china-
briefing.com/news/the-us-china-trade-war-a-timeline/. 

Worthington, William E., and Aileen Cho. “American Intervention.” Encyclop¾dia Britannica, 
Encyclopædia Britannica, Inc., 21 Nov. 2019, www.britannica.com/topic/Panama-Canal/
American-intervention. 


