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U.S.–China Trade 
War: The Reasons 
Behind and its 
Impact on the 
Global Economy

Global Trade

BY KALIM SIDDIQUI

This article attempts to provide a deeper expla-
nation for the United States’ trade imbalances, 
which U.S. President Donald Trump has cited 
as a pretext to impose tariffs and catastrophic 
retaliatory measures while ignoring the struc-
tural weakness of  the U.S. economy itself. 
Such unilateral action has a profound impact 
on the global economy and institutions such 
as the WTO.  

Initially, Trump targeted imports of  steel and 
aluminium from several key trade partners, 
including the European Union and South 

Korea, and just recently, he imposed another 
series of  protectionist measures that went beyond 
any previously seen in the post-war period. The 
reasoning given for imposing such high tariff  
duties is the U.S.’ perception of  the “unfair” trade 
practices currently being enacted by China. China 
responded to this by adopting a tit-for-tat strategy 
of  imposing tariffs on selected U.S. products. Since 
August this year, both countries have together 
imposed tariffs on $100 billion worth of  goods 
and which will almost certainly escalate further 
with increased trade retaliation (Guardian, 2018). 

An ongoing trade war between the U.S. and 
China would adversely affect global economic 
growth, and their unilateral actions on trade 
apparently seem to be designed to bypass the rules 
set by the WTO, and could thus have a serious 

impact on global trade and governance. It seems 
clear that the U.S. is purely diverting attention 
from its own structural problems, and which are 
ultimately themselves responsible for imbalances 
in trade. President Trump, however, is attempting 
to establish a (probably erroneous) link between 
rising U.S. imports and the decline in its manufac-
turing industries.  

 The recent increase in import tariffs by the U.S. 
in its steel and aluminium sectors is claimed to be 
an important step towards helping its domestic 
steel and aluminium industries. President Trump 
imposed import duties of  25% on steel and 10% on 
aluminium by invoking the Trade Expansion Act 
of  1962 that allows for the protection of  domestic 
industries on the grounds of  national security 
(Guardian, 2018). However, this act is in clear viola-
tion of  the WTO’s multilateral trade rules – which 
the U.S. leadership itself  help to negotiate – where 
then U.S. agreed that developing countries could 
reduce their import tariffs by a small proportion 
compared to more advanced economies worldwide 
(Siddiqui, 2016a). 

This principle of  non-reciprocity was accepted 
as the basis for tariff  cuts at the WTO’s Doha 
Round negotiations (Siddiqui, 2015a). This unilat-
eralism is seen as discriminatory against a number 
of  countries that includes China, and which is a 
clear violation of  WTO rules. It is inconsistent with 
the provisions of  the WTO’s Dispute Settlement 
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Understanding (DSU). Article 23(a) 
of  the DSU is obligatory for every 
member, who is advised that rather 
than make a judgement on other acts, 
their grievances must instead be taken 
directly to the DSU. The WTO’s dispute 
settlement process has sole authority to 
adjudicate in, and to resolve, any dispute 
between members (WTO, 2015).

Ironically, it is China that seems to 
be most interested in restoring and 
saving the tattered economic order. The 
U.S. has witnessed a sudden reversal of  
its fortunes that to a large extent were 
brought about by a number of  factors 
including its engagement with an open 
economic order, and also by giving 
further concessions to its own large 
corporations and its pursuit of  the policy 
of  deregulation, rather than providing 
incentives to big corporations to invest 
locally in more productive sectors of  the 
economy and to create jobs.

Economic theory holds that trade 
surpluses are a sign of  an undervalued 
currency (Siddiqui, 2016b; also see 
Siddiqui, 1998). During the Presidential 
election campaign, Trump repeatedly 
accused China of  pursuing unfair trade 
practices through currency manipula-
tion, subsidies and stealing intellectual 
property rights from U.S. companies. 
However, after becoming President, 
Trump did not speak about the fact that 
the Chinese yuan has risen 8.6% against 
the U.S. dollar since January 2017. Indeed, 
since Trump took over, U.S imports from 
China have increased from $463 billion in 
2016 to $506 billion in 2017. As a result, 
the trade deficit has widened from $347 
billion in 2016 to an all-time high of  $375 
billion in 2017 (McBride, 2017). That 
means that China accounts for nearly 
half  (43.6%) of  America’s total trade 
deficit with the entire world.

Concern about China’s trade policy 
was also apparent during the Obama 
administration. The U.S. has for some 
time been reviewing policy options as 

eration among capitalist countries 
(Siddiqui, 2018a). The governments of  
the developed economies then prior-
itised higher levels of  employment, 
and a number of  further measures 
were undertaken to improve the living 
conditions of  the populace. The period 
between 1950 and 1972 was known as 
the “Golden Age of  Capitalism”, when 
average incomes in North America, 
Europe and Japan grew at a faster rate 
than they had for over the past century. 

In the 1980s and the 1990s, trade 
and investment policies changed 
radically, and in 1994 the WTO was 
established. Rather than regulating 
investment and finance towards 
productive investments and the crea-
tion of  employment, as attempted 
in previous decades, they instead 
deregulated. Deregulation was also 
imposed on developing countries 
by IMF/World Bank-led neoliberal 
reforms, also known as the “Structural 
Adjustment Programme” (Girdner 
and Siddiqui, 2008).

Trade liberalisation has been very 
good for the United States for the last 
seven decades or so, but this no longer 
seems to be the case (Siddiqui, 2018b). 
The U.S. extended its full support to 
corporate globalisation in the hope 
that this would create a new era for 
U.S. dominance, but since 1990s 
free trade deals negotiated through 
the WTO have benefitted U.S. much 
less than expected, and indeed are 
currently shrinking. The U.S. corpo-
rations, rather than investing profits 
from globalisation into productive 
and employment-generating areas of  
the economy, choose instead to shift 
their capital into speculation. 

For the last three decades or more, 
financialisation of  the economy has 
expanded rapidly in both the U.S. and 
the rest of  the world. This has defined 
the massive and extensive accumula-
tion of  interest-bearing capital, and 

to how to deal with China’s growing 
economic power, and questions were 
raised in Congress about the need for 
a shift in U.S. policy towards China. 
For instance, in 2017, the U.S. Trade 
Representative to Congress stated that 
“It seems clear that the United States 
erred in supporting China’s entry into 
the WTO on terms that have proven 
to be ineffective in securing China’s 
embrace of  an open, market-oriented 
trade regime”.

The present trading system began 
to emerge at the end the Second World 
War when representatives of  44 coun-
tries, largely from Europe, North 
America and Latin America, met in 
Bretton Woods in the U.S. to lay the 
foundation of  a new international 
economic order suitable to the new 
world leader, i.e., the US. Moreover, 
one of  the most important tasks was 
to create a system, which could reduce 
the tension between countries by 
increased trade and economic coop-
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has profoundly transformed the organisation of  
economic and social reproduction. These transfor-
mations not only include the outcomes but also the 
structures, processes, agencies and relations through 
which those outcomes are determined across 
production and employment. Financialisation 
encapsulates the increasing role of  globalised 
finance in ever more areas of  economic and social 
life. In the United States and other advanced econ-
omies, Fine and Saad-Filho (2017:692) argue that: 
“the realisation that the operation of  key neolib-
eral macroeconomic policies, including ‘liberalised’ 
trade, financial and labour markets, inflation 
targeting, central bank independence, floating 
exchange rates and tight fiscal rules, is condi-
tional upon the provision of  potentially unlimited 
state guarantees to the financial system, since the 
latter remains structurally unable to support itself  
despite its escalating control of  social resources 
under neoliberalism”. However, soon after the 
global financial crisis of  2008, as Adam Tooze 
(2018) explains that in the U.S. and Europe, “The 
failures of  banks forced “scandalous government 
intervention to rescue private oligopolists” (Cited 
in Wolf, 2018). 

Ten years have passed since the global financial 
crisis of  2008 which nearly reduced capitalism to 
bankruptcy. However, it did not lead to the same 
kind of  complete meltdown as happened in the 
Great Depression of  1930 for the majority of  the 
developed economies. The 2008 crisis affected 
the global economy adversely, particularly devel-
oped economies, with a subsequent decade of  slow 
growth, low investment, and low productivity which 
has further been marked by increased public debts 
and current account deficits. According to the World 
Bank, the overall investment level in the United 
States has fallen from 25% of  GDP in 1980 to 19% 
in 2017 (McBride, 2017). Since the 2008 financial 
crisis, the U.S. economy, despite some recent signs 
of  improvement, is still far from achieving sustained 
economic growth.

At the same time, the Chinese economy was, at 
least initially, adversely hit by the global financial 
crisis, (Siddiqui, 2015b) but the country was able to 
recover in only a short period; a decade later, the 
country had emerged as a major economic power. 
In China, state capitalism was seen as an important 
policy tool with which to assist the economy and 

state-owned enterprises were not abandoned, as 
happened in the early 1990s in Russia. As a result, 
since the crash China has emerged as the world’s 
second-largest economy and the world’s biggest 
manufacturer and exporter of  goods (Siddiqui, 
2015c). During the same period, the U.S. economy 
has, relatively speaking, weakened, and consequently 
Trump considers China to represent a serious threat 
U.S. trade hegemony (Wolf, 2018).

Between 2009 and 2017, the Chinese economy 
tripled in size, and by 2012 had overtaken Japan 
as world’s second largest economy. Its economic 
growth continued at a rate of  around 10% until 
2011, and thereafter by nearly 7% per annum, 
which is above the worlds’ average economic 
growth of  3.9%. China’s per capita income had 
risen from $3,500 in 2009 to $8,800 in 2017. In 
2017, China created 11 million jobs compared to 
just 1 million in India.

In recent years, China has begun to move 
away from low-cost, export-led growth towards 
a gradual increase in domestic consumption and 
the acquisition and development of  a high-tech 
base. As a result, the trade to GDP ratio has 
fallen from 37% in 2008 to 20% in 2017, while 
the domestic consumption of  GDP has increased 
steadily since 2012. There is further evidence that 
China has been undergoing a structural change in 
recent years. For example, between 2011 and 2017, 
the share of  earlier key industries such as cement, 
steel, coal and iron declined from 75% to 60%, 
while for the same period the share in other sectors 
such as energy, healthcare, entertainment and high-
tech has risen and service sector employment has 

According to 
the World Bank, 
the overall 
investment level 
in the United
States has fallen 
from 25% of 
GDP in 1980 to 
19% in 2017.
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increased from 33% to 45% over the same period. 
Moreover, in 2017, China had 109 companies in 
Fortune Global 500, which has risen from 10 in 
2001 to 30 in 2008 (McBride, 2017).

The recent initiative by Chinese President Xi 
Jinping, “Made in China 2025”, sets out plans to 
develop Chinese technology in key industries such 
as aircrafts, robotics, pharmaceuticals and defence. 
This has further antagonised the U.S.; the U.S. 
Trade Representative described it as an attempt at 

“seizing economic dominance of  certain advanced 
technology secto rs” (McBride, 2017).

Moreover, China is challenging the advanced 
economies monopoly in robotics and 3D printing. 
The Chinese government has undertaken a huge 
investment drive in aviation engines, electronic 
chips and set a target to become the largest investor 
in R&D in the world. Despite all these changes, the 
United States wants to keep the U.S. dollar as the 
de facto global currency, even at the expense of  
huge trade deficits. 

The question arises as to whether the United 
States’ protectionism is justified. Therefore, in order 
to assess this, we will attempt to take a somewhat 
long-term view regarding the external payments situ-
ation of  the U.S. Figure 1 provides a summary of  the 
external sector of  the country from just before the 
breakdown of  the Bretton Woods System in 1971.

To understand the situation more clearly, we need 
to analyse the U.S. trade in goods and services and 
its current account situation on the basis of  avail-
able statistics. Figure 1 shows the external sector 
payments of  the US from 1970 to 2016. Apart from 
few exceptions, most of  the time its current account 
was negative in goods. However, the late 1980s 
service sector gained a surplus and is steadily rising. 
Despite these changes, the rise in service export was 
unable to fill the gap created by the general trade 
imbalance in goods. Moreover, since 2014, service 
export has stagnated, which has thus become a real 
problem for the U.S. The United States trade deficit 
kept on rising, and has grown remarkably over 
the last two decades. This was coincidental with 
the period when China joined WTO, all of  which 
appears to have given the U.S. the excuse to blame 
China for raising its trade deficits. 

 Figure 2, which shows the trade in goods between 
the U.S. and China, indicates that the U.S. had trade 
deficits in goods with China since the early 1990s, 
which has grown up sharply. For example, the 
deficit was only $10 billion in 1990, but by 2000 had 
reached $100 billion; by 2005 it had risen further to 
$200 billion, by 2012 it rose to $315 billion, and by 
2017 it had reached $376 billion. The sharpest rise 
was since 2001, which also coincided with China 
joining the WTO. For example, China’s exports to 
the U.S. increased from $125 billion to $505 billion, 
while U.S. exports to China rose from merely $19 
billion to about $130 billion for the same period. 

Despite all these changes, the United 
States wants to keep the U.S. dollar as 
the de facto global currency, even at 
the expense of huge trade deficits.

Figure 2: United States – China Trade in Goods (1985 – 2017)
Source: U.S. Census Bureau, U.S. Department of Commerce. 2018.
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The question arises as to the extent to which China 
is responsible for the U.S.’ rising trade deficit. To 
answer this, we need to examine the U.S.’ trade perfor-
mance with the other major trading partners.  Figure 
3 indicates that China is an important trading partner 
for the U.S., but that China still has less than half  of  
the U.S.’ overall trade deficits. For example, according 
to the statistics, in 2017 the U.S.’ trade deficit with 
China was $375 billion, however, its overall trade 
deficit was $775 billion. This means that even if  the 
U.S. were to eliminate its trade deficit with China, its 
trade imbalance problems would still exist. 

China is largely facilitating the final assembly 
stages of  global production networks of  verti-
cally integrated high-tech industries. To explore 
the magnitude and patterns of  trade arising from 
cross-border production networks, it is neces-
sary to separate parts and components from final 
assembled products traded within global produc-
tion networks. The U.S. trade war, if  broadened, 
will adversely affect U.S. corporations as well.

Exports of  global production network (PN) 
exports from China rose from $47 billion in 1993 
to $1.3 trillion in 2015, where these products 
accounted for more than 70% of  China’s total 
manufacturing exports as indicated in Figure 4. This 
pattern shows China’s dominant role as an assembly 
centre within global production networks. In 
2015, China accounted for 27% of  the total global 
network product exports worldwide, compared with 
an 18% share in total world manufacturing exports 
(see Figure 5). This means the shares of  both final 
assembly and components were notably higher than 
the aggregate global export share.

In fact, U.S. trade imbalances are largely self-in-
flicted. The U.S. needs to address factors within 
its economy rather than blaming others, espe-
cially China. Trade deficits (i.e., imports more 
than export), reflects the saving-investment gap 
in terms of  national income, which is associated 
with low levels of  domestic saving rates (Siddiqui, 
2016c). Most economists and policy makers have 
barely touched on this important issue, namely 
that consumption has risen while saving rates have 

declined, or otherwise remained low. For example, 
the U.S. domestic savings rate was never higher 
than 24% in the 1950–60s, but for the last two 
decades it has steadily declined and is now below 
17% (McBride, 2017).

The United States has witnessed a decade of slow growth, low investment, and low 
productivity, all of which has been further marked by increased public debts. All of 
these factors have contributed towards higher levels of current account deficits. 
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Figure 3: United States’ Trade Deficit with all Trading Partners
Source: U.S. Census Bureau, U.S. Department of Commerce. 2018.
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In conclusion, the article indicated that there are 
serious structural weaknesses in the U.S. economy 
which needs to be addressed. Blaming its trading 
partners might help the U.S. in the short term, but 
will certainly not be effective in the long term. 
Trump, rather than addressing structural crisis, 
has taken the initiative to cut corporation tax and 
increase tariffs, which seems to give short-term 
relief  and will at the same time increase imports. In 
2002, during the Bush administration, higher tariffs 
were imposed on imported steel and aluminium, 
but rather than helping, this adversely affected the 
automotive and construction industries, which are 
amongst the largest employers in the U.S. 

The United States has witnessed a decade of  
slow growth, low investment, and low produc-
tivity, all of  which has been further marked by 
increased public debts. All of  these factors have 
contributed towards higher levels of  current 
account deficits. Further, by raising import tariffs, 
the U.S. has violated the WTO’s multilateral trade 
rules, which ironically were negotiated earlier 
under the United States’ leadership. 

Dr. Kalim Siddiqui teaches International 
Economics at University of  Huddersfield, 
UK. He is an economist, specialising in 
Development Economics and has 
written extensively on development 

economics, economic reforms as well as on the 
political economy of  development. He may be 
reached at k.u.siddiqui@hud.ac.uk.
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U.S. trade imbalances are largely self-
inflicted. The U.S. needs to address 
factors within its economy rather than 
blaming others, especially China.
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