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The article studies the case of the trade war between People’s Republic of China and the
United States of America, exploring the causes, including issues such as trade imbalances,
intellectual property rights, and market access barriers, and consequences of the conflict,
including the disruptions in global supply chains, fluctuations in trade volumes, and the
impact on key sectors such as manufacturing, agriculture, and technology. We evaluate the
impact on the economies of both countries, participating in the trade war, and also analyze
its influence on some other countries, which can benefit from this confrontation such as
Vietnam, Taiwan and Mexico. The construction of the VAR model confirmed the deep in-
terdependence between the exports of the USA and China. Drawing on extensive research
and data analysis, the article offers a balanced view of the complexity and ambiguity of the
economic consequences of the trade war. It was determined that despite of numerous sanc-
tions imposed by the countries’ governments, the outcome of the trade war has only had
a temporary effect due to adaptation of the Chinese economy to these transformation, as
evidenced by the worst performance in US and China trade for the US in 2018. However,
already in 2019 and 2020, there was a significant improvement in US performance due to
sanctions imposed on China, but in 2021 and 2022, China adjusted to changes and tariffs,
so the negative balance in US trade with China began to grow again in favour of China and
almost reached the levels of 2018.

Thus, although the US and China have made some progress in resolving the trade war,
tensions between these countries continue, and further changes in trade relations will de-
pend on the political and economic situation in the world.
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3MIHHU B TOPI'OBEJIBHUX IIOTOKAX MI’K KUTAEM TA CIHIA
MPOTATOM TOPIOBOi BINHU

B. B. Knyc, C. O. Axyboscokuii

VY crarTi J0CHiKYOThCS YHHHUKN TOPTOBENIBbHOT BifiHM Mik Kuralickkoro HapomaHoro
Pecmy6mixoro Ta Crionyuenumu Llltaramu AMeprky, 30KpeMa MIPUIUHA Ta TUHAMIKA TOP-
TOBEJFHOTO AHCOANIaHCy MK IBOMa KpaiHaMu, MpoOIeMu, OB’ sI3aHi 3 JOTPUMAaHHIM IIpaB
IHTEJIEeKTYaIbHOI BIIACHOCTI i peXUMY BUIFHO IUIABAIOYOTO BAJIOTHOTO KypCy, HacamIle-
pen y Kurai, Ta 6ap’epamu 1ocTymy A0 pUHKY. Pe3yibTaTté aHami3y ITO3BOJITIOTH OLIHUTH
TaKOX HACIIJIKM TOPTOBEJIBHOTO KOH(IIKTY, y TOMY YHCI 3001 B TIOOAJhHHUX JIAHITIOTax
MMOCTaYaHHs, KOJIMBaHHsI OOCATIB TOPTiBII Ta BIUIMB HA KJIFOYOBI CEKTOPH, TaKi SIK BUPOO-
HUIITBO, CIJIbCHKE TOCIIONAPCTBO Ta TeXHOJorIi. [1ij 9ac JOCiIKeHHS OI[IHEHO BILIHB BiJl
TOPTOBEJILHOI BIHH Ha €KOHOMIKH 000X KpaiH, siKi 0epyTh y4acTh y I[bOMY ITPOTHCTOSIHHI,
a TaKoX MPOaHaJIi30BaHO BILTUB IOTO KOH(IIIKTY Ha JEsIKi 1HII KpaiHH, sSIKi MOXKYTh HaBiTh
BHTPATH BiJ] IbOTO POTUCTOSHHS, Taki sik B’eTHam, TaliBanb i Mekcuka. [ToOymoBa Mozaeri
VAR mninreepauia minboky B3aeMo3anexHicTh Mik ekcrioprom CIIIA Ta Kuraro. Crimpa-
IOYMCH HAa PE3YNIBTaTH JOCIHIIKCHHS Ta aHaji3 CTATUCTHIHUX 0a3 JaHWX, 3alPOIIOHOBAHO
30aJIaHCOBAaHUI OIS HA CKJIAAHICTh Ta HEOMHO3HAYHICTh EKOHOMIYHUX HACIIAKIB BiJ i€l
TOPTOBENIFHOI BilfHH. Bymmo BcTaHOBIEHO, 110, HE3BA)KAIOUM Ha YHCICHHI CaHKIIIi, 3aIpo-
Ba/DKCHI ypsgaMy KpaiH, pe3yibTaT TOPTOBENBHOI BIHHM MaB JIMIIE THMYAacOBUH edeKT
yepes aJanTallilo KHTaChbKOT €KOHOMIKH JI0 WX TpaHchopMarlliii, mpo 1o cBiyarh Hai-
ripmi nokasauku Toprieii CIIA Ta Kutaro ans CILA y 2018 pomi. Ipote Bxe y 2019 ta
y 2020 poxkax BiaOymocsi 3Ha4He mokpameHHs nokasuukie CIIIA depe3 caHKIii, 3anpoBa-
JokeHi nmpotu Kuraro, ane y 2021 Ta 2022 pokax Kutaii npuctocyBaBcs 10 3MiH 1 MHT, TOMY
Bix’emHe canbo B Toprieii CIIA 3 Kutaem 3HOBY 1o4alio 3pocTati Ha Kopucth Kutaro ta
Maibke pocsrio piBHS 2018 poky.

Taxum guaOM, X0ua CIIIA i Kurtaii nocsriu neBHOTO IPOrpecy Y BPEryIroBaHHI TOPTo-
BEJIbHOI BIHH, HAIPYKEHICTh MIXK IIUMH KpaiHAMU TPHUBAE, 1 TIOJAIIBIIN 3MiHH B TOPTOBHX
BIJTHOCHHAX 3aJIS)KaTUMYTh HE JIUIIIC BiJl il KepIBHUIITBAa 000X KpaiH, a I Bl HOTITUIHOT
Ta CKOHOMIYHOT CHTYyaIlii B3araji y CBITi.

Karwouosi cioBa: Kuraii, MikHapoIHa TOPTIBIISI, aMEepUKAaHO-KUTAHChKa TOProBa BiliHa,
CKOHOMIYHHI PO3BHUTOK.

The trade war between the US and China is one of the most significant conflicts
in the world economy, which covers a wide range of goods and services, and therefore
has a considerable impact on world trade and the global economy, including the growth
of economic indicators of different countries, changes in prices for goods and services,
international investment and other aspects. It causes tension in the world economy,
which can lead to significant economic losses for all participants in world trade.

The objectives of this study are to analyze recent changes in the course
of the conflict, the impact of US sanctions on the Chinese economy, to assess
the consequences of the trade war between the United States and China and predict
the future in trade relations between these countries.

The trade war between the world’s two most powerful states, the US and China
began in 2018, when the US government started a protectionist policy towards China,
its largest trading partner, which lately appeared as a series of US sanctions against
China. Bilateral trade between these countries was $683 billion in 2018, of which
$120 billion and $563 billion were US exports and imports, respectively, according
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to the International Trade Center [ITC, 2020]. Whereas many experts and analysts
explain this problem within frameworks of the US strategy of containing China,
there also are some more essential economic problems that have prompted US
policymakers to implement such measures.

Protectionist policy pursued by China demands the global market to be open to its
companies. However, the Chinese market is quite selective towards global business.
Additionally, China officially declares that it never violates its obligations, strongly
supports multilateralism and an open economic policy, and calls for mutually
beneficial global cooperation, which is rather controversial. In fact, the state does
not comply with its obligations to the World Trade Organization (WTO) and is
accused of intellectual property infringement.

Monetary policy of the PRC also causes lots of arguments. Citing
Mr. Matou’s conclusion, Professor Khitakhunov [Khitakhunov, 2020] underlined
that the undervalued exchange rate is used by China as an import tariff and export
subsidies regulation. There is a fear that China will gain even more market share
as a result of any trade liberalization under the Doha Round, and many industrial
and developing countries therefore defend their markets, as can be seen from
the increasing share of their anti-dumping actions against China.

Moreover, by manipulating its exchange rate, China can significantly influence
global trade flows. In particular, exchange rate movements in China can have
significant implications for competitor countries (a 10% appreciation of China’s
real exchange rate increases a developing country’s exports at the product level by
about 1.5-2.5% on average) [Khitakhunov, 2020].

After 2018, considerable changes were detected in China-US trade relations,
which had a major impact on the economies of both countries. Initially, the US
imposed tariffs on a range of Chinese goods, including steel and aluminium, as well
as on goods like electronics, machinery, and consumer goods. In response, China
imposed retaliatory tariffs on a range of US products. As the tariffs made goods more
expensive, it led to a decrease in demand, which reduced trade between the two
countries. According to data from the US Census Bureau, US imports from China
decreased by around 16% in 2019 compared to 2018.

However, the situation is not as unambiguous as it seems at first glance. On the one hand,
US imports of certain products from China — including semiconductors, some IT hardware,
and consumer electronics — have fallen dramatically. But on the other hand, imports from
China of laptops and computer monitors, phones, video game consoles, and toys are higher
than ever. Demand for these products surged in response to the COVID-19 pandemic.

Nevertheless, in 2021 trade between China and the United States rose 28.7%
to $755.6 billion, maintaining strong growth and accounting for 12% of total
foreign trade for the year, despite tariffs and heightened political tensions between
the world’s two largest economies. China’s exports to the US increased by 27.5%
in 2021, while imports rose by 32.7% to $179.53 billion.

China’s trade surplus with the United States was $396.5 billion in 2021, according
to Global Times calculations. Moreover, this figure has increased compared to
the period before the trade war in 2018, when it constituted $323.3 billion.

In 2021, U.S. exports to China were $151.1 billion, a 21.4% ($26.6 billion)
increase from 2020; the U.S. imports from China were $506.4 billion, a 16.5%
($71.6 billion) increase; and the trade deficit with China was $355.3 billion, a 14.5%
($45.0 billion) increase [U.S. Trade with China. Summary, 2021].
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US trade in goods with China
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Figure 1. Demonstration of US trade in goods with
China

Compiled by the author based on Census Bureau

To illustrate the changes more specifically, based on data from the US Bureau
of the Census the following graph was constructed. It demonstrates US trade
in goods with China.

The analyzed data introduced changes in US-China trade for the 12 years. The main
trend shows the stable significant exaggeration in the US goods import in comparison to
exports quantities. It can be explained by several reasons: low expenses on manufacturing
and cheap labour make Chinese goods affordable and in turn increase demand for
them all around the world. China is also investing heavily in the development of new
technologies and infrastructure, which allows it to remain competitive on the international
arena. Moreover, China has a developed export sector and a wide range of goods that
are in demand on world markets. China actively promotes its products at international
exhibitions and fairs, which helps it sell its products abroad.

The decline in imports was noticed in 2019 and 2020 due to the Corona-19
pandemic, as the production and logistics were quite complicated because
of numerous restrictions. The pandemic has disrupted global supply chains, making
it difficult for US businesses to source products from other countries. As a result,
many have turned to China to meet their needs. But in 2021 the situation stabilized
and reached its previous level of slightly more than $500 billion. Moreover, despite
the ongoing trade war this indicator almost reached its peak in 2022. The US goods
exports also steadily recovered after 2019.

There are many reasons why the trade relations between countries stay quite
strong, contrary to the sanctions. Firstly, as China remains a significant producer
of many goods that the US relies on, such as electronics, clothing, and household
goods. The Chinese products are often cheaper than those produced in the US, which
makes them attractive to American consumers and businesses. Secondly, while
the US has imposed tariffs on many Chinese goods, these tariffs have not covered all
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Chinese imports, and many companies have found ways to avoid them, such as by
changing their supply chains or reclassifying their products. Moreover, both countries
have shown some willingness to negotiate and make progress in resolving the trade
disputes. This has led to occasional temporary truces, during which the tariffs have
been eased, which has allowed more goods to be imported from China.

Nevertheless, tariffs implementation still influenced the Chinese economy. They led to
a shift in supply chains as companies looked to avoid the higher costs associated with trade
between the US and China. Some companies shifted production to other countries, such
as Vietnam or Mexico, while others started producing goods in the US. In addition, the US
government increased its scrutiny of Chinese companies, particularly in the technology
sector, citing concerns around national security. This led to the US blacklisting companies
like Huawei and ZTE, which were deemed a national security risk.

In 2020, the US and China signed a phase one trade deal, which called for China
to increase its purchases of US goods and services by $200 billion over two years,
and also promised structural reforms to its economy, such as increased intellectual
property protection. However, due to the COVID-19 pandemic and both countries’
restrictions on the movement of people and goods, China has been unable to meet
its commitment to increase purchases of US goods under the agreement. The overall
trade between the US and China also has not increased as much as expected.
In addition, during the last two years, the United States and China imposed a series
of reciprocal tariffs on goods, which significantly reduced the volume of trade
between the countries and negatively affected the economies of both sides.

In view of the imposition of sanctions by the US government, the Chinese
economy lost out. The overall negative impact can be sorted for some categories.

1. Decline of China’s exports to the US, as many goods made in China were
subject to tariffs, which then resulted in a reduction in export volumes and decreased
exporters’ income.

2. Decreased foreign investment, because many companies are afraid of the risks
associated with a trade war and possible sanctions against China.

3. Reducing GDP, as a result of the trade war and sanctions. This is due to
a decrease in exports and a decrease in investment, as well as an increase in prices
for imported goods.

4. Rising unemployment was caused by the demand of cutting off the number
of jobs due to a decrease in production and sales in many companies.

However, US sanctions also have some beneficial effects on the Chinese economy:
they can also be an incentive to develop the domestic market. It boosted domestic
consumption in China, as many Chinese consumers are ditching imported goods in favour
of domestic ones. Secondly, they can also reduce China’s dependence on exports.

Chinese sanctions also could negatively impact the US economy. The average
tariff on goods imported from China to the United States increased from 3.4%
in 2016 to 19.3% in 2022. First of all, China is an important trading partner for
the US, and further tension could reduce trade between the two countries. This could
affect companies that depend on Chinese supplies or export their products to China
and result in loss of revenue.

Moreover, China is an important investment partner for the US, so sanctions
cause a decrease in available financial resources for companies that rely on Chinese
investment. Then, sanctions increase the price of imported goods that are due to
increased transportation costs or finding new suppliers.
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The conclusions of the US International Trade Commission’s research found an almost
one-to-one increase in the price of US imports, which proves that the cost of the tariffs hurt
American firms, and contradict Trump’s claim that China paid the ultimate cost of the duties.
President Joe Biden’s administration has kept the tariffs on imports of Chinese goods and is
currently reviewing the duties to evaluate their effectiveness and decide if they should
continue. Imports of the affected products from China declined to about $265 billion
in 2021 from $311 billion in 2017, the year before the duties were imposed. Across all
affected sectors, the duties lowered Chinese imports by 13% during 2018 to 2021, raised
US output by 0.4% and increased prices of US products by 0.2% [Martin, 2023].

The China-US trade war has complex and varied effects on different countries,
and the extent ofthe benefits can vary depending on specific industries and trade relationships.
However, it can be some other beneficiaries, who win as a result of the China-US trade war.
Among them could be Vietnam, Taiwan and Mexico. In some terms all these countries can
be identified as rivals to superpowers involved in the trade war.

Vietnam has emerged as a major beneficiary of the trade war as many companies
relocated their manufacturing operations from China to Vietnam to avoid tariffs.
Vietnam emerged as one of the major beneficiaries of the trade war due to its
favourable business environment, low labour costs, and strategic geographic
location. The trade war pushed Vietnam’s industrial growth and helped develop its
manufacturing sector. Vietnam’s exports to the United States surged during the trade
war, particularly in sectors such as electronics, textiles, and footwear. Moreover,
Vietnam attracted a significant amount of FDI as businesses sought to diversify their
supply chains and establish manufacturing bases in the country. However, the trade
war also posed challenges for Vietnam. The rapid influx of investment and increased
exports put pressure on infrastructure, labour resources, and environmental
sustainability. Vietnam also faced risks associated with over-reliance on specific
industries and potential changes in global trade dynamics.

Taiwan also experienced an increase in exports to the United States during the trade
war. Taiwanese manufacturers benefited from the shifting supply chains and redirected
investment as they became alternative suppliers for American businesses. As Taiwanese
manufacturers scrambled to avoid the tariffs, the Tsai Ing-wen administration
unveiled a three-year (2019-2021) reshoring incentive program: the “Action Plan for
Welcoming Overseas Taiwanese Businesses to Return to Invest in Taiwan” [Fulco,
2019]. The trade war prompted Taiwan to focus more on technology and innovation,
leveraging its strengths in the semiconductor industry. Taiwanese companies played
a crucial role in the global supply of semiconductors, which were in high demand
amid the trade tensions. This led to an increase in exports from Taiwan, particularly
in sectors such as electronics, machinery, and telecommunications.

Newly implemented sanctions, imposed in 2022, restrict the ability of US
persons to support the development, or production, of ICs at China-based advanced
semiconductor manufacturing factories without a license. Undoubtedly, this ban is
a major blow to China’s advanced semiconductor sector, which is already struggling
to be at the leading edge of the semiconductor industry.

Mexico played a significant role in the trade war between China and the United
States due to its close proximity to the United States and its strong economic ties
with both countries. As the trade tensions escalated, Mexico emerged as an attractive
alternative manufacturing destination for companies seeking to diversify their
supply chains and reduce dependence on China.
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Mexico had an increase in its exports to the United States in sectors such
as automobiles, electronics, and machinery. During the trade war, there were
negotiations to update the North American Free Trade Agreement (NAFTA), resulting
in the United States-Mexico-Canada Agreement (USMCA), which have made
Mexico an attractive option for these industries [Garcia, 2023]. The renegotiation
aimed to address various trade issues and modernize the agreement.

Nevertheless, while certain countries may experience short-term benefits,
the overall impact of the trade war on the global economy remains a complex
and dynamic issue. The trade war has also had negative consequences for many
countries, including increased uncertainty, disrupted supply chains, and slower
global economic growth.

To assess the sensitivity of China’s exports to US exports, an auto regression
model was constructed. The dynamics showed a clear relationship between
the exports of two countries with an excess of exports of goods and services from
China to the United States.

The correlation between the exports of the two countries in this case is almost
98%. This means that the two countries have a close relationship and interdependence
in the field of trade, which in turn confirms the mutual vulnerability of countries
in a trade war. Moreover, China and the US are often key players in global supply
chains, where components and intermediate goods are sent between countries to
produce final goods. Therefore, changes in the demand for final goods in one country
may affect the exports of another country.

The constructed VAR model, taking into account the optimal number of lags
(in the amount of 4), indicates an improvement in trade between China and the United
States, despite the fact that diplomatic relations are still deteriorating.

Table 1
US EXPORT CHINA EXPORT

US EXPORT 1.000000 0.979376

CHINA EXPORT 0.979376 1.000000
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Figure 2. Dynamics of exports of goods and services from
the US to China relative to exports from China to the US

Compiled by the author based on [International Trade, 2023,
BEA data]
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Table 2

Vector Autoregression Estimates

Sample (adjusted): 2003 2022

Included observations: 20 after adjustments

Standard errors in () & t-statistics in [ ]

US EXPORT CHINA EXPORT

US EXPORT(-1) 1.344766 3.684984
(0.41960) (1.17574)

[ 3.20489] [ 3.13420]

US EXPORT(-2) -0.528611 -2.384399
(0.56179) (1.57417)

[-0.94093] [-1.51470]

US EXPORT(-3) 0.071620 -2.475215
(0.67623) (1.89482)

[0.10591] [-1.30630]

US EXPORT(-4) -0.163485 2.206389
(0.47277) (1.32471)

[-0.34581] [ 1.66556]

CHINA EXPORT(-1) -0.145214 -7.81E-05
(0.12853) (0.36013)
[-1.12985] [-0.00022]

CHINA EXPORT (-2) 0.059934 0.422322
(0.14232) (0.39878)

[0.42113] [ 1.05904]

CHINA EXPORT (-3) 0.116276 0.505971
(0.12798) (0.35860)

[ 0.90857] [ 1.41098]

CHINA EXPORT (-4) 0.045162 -0.472590
(0.12660) (0.35474)
[ 0.35672] [-1.33221]

C 13559.86 100842.3
(12186.1) (34146.1)

[ 1.11273] [ 2.95326]

R-squared 0.981163 0.968541
Adj. R-squared 0.967463 0.945663
Sum sq. resids 1.06E+09 8.31E+09
S.E. equation 9809.849 27487.65
F-statistic 71.61948 42.33337
Log likelihood -206.2232 -226.8302
Akaike AIC 21.52232 23.58302
Schwarz SC 21.97040 24.03110
Mean dependent 128867.6 407189.0
S.D. dependent 54384.55 117920.2
Determinant resid covariance (dof adj.) 2.20E+16
Determinant resid covariance 6.64E+15

Log likelihood -421.0790

Akaike information criterion 43.90790

Schwarz criterion 44.80406

Number of coefficients 18
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At the moment, in 2023, the trade war between the US and China continues.
One of the main reasons for the continuation of the trade war is mistrust and tension
between the US and China. The US continues to accuse China of unfair trade
practices, intellectual property infringement, and other economic problems, while
China believes that the US is using the trade war to pressure China [Itakura, 2020].

At the same time, in 2022, the US and China reached a new trade war agreement that
led to lower trade tariffs on certain goods, as well as an agreement to protect intellectual
property. This agreement is a sign of improving relations between the US and China.

However, despite some progress, the trade war continues. Recently, the US
imposed new sanctions against China related to human rights violations in Xinjiang,
and continues to restrict access to technology for Chinese companies [Itakura, 2020].
In response, China continues to impose tariffs on goods from the US and strengthen
its economic position in Asia and other regions.

Overall, the outcome of the trade war for the US has had a temporary effect,
as evidenced by the worst performance in US and China trade for the US in 2018.
However, already in 2019 and 2020, there was a significant improvement in US
performance due to sanctions imposed on China, but in 2021 and 2022, China
adjusted to changes and tariffs, so the negative balance in US trade with China
began to grow again in favour of China and almost reached the levels of 2018.

Thus, although the US and China have made some progress in resolving the trade
war, tensions between these countries continue, and further changes in trade relations
will depend on the political and economic situation in the world.
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