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Four Guidelines for the President When Considering Tariffs

Tori K. Whiting

his month, at least four major trade cases will

cross President Donald Trump’s desk: (1) a Sec-
tion 201 (of the 1974 Trade Act) case on solar panels
and modules, (2) a Section 201 case on large resi-
dential washers, (3) a Section 232 (of the 1962 Trade
Expansion Act) case on steel, and (4) a Section 232
case on aluminum. These cases seek to restrict
imports from all countries, minus a few exceptions,
as a safeguard against alleged unfair competition
under Section 201, and on the basis of national secu-
rity under Section 232.

While the four cases involve different products
and sectors of the economy, they have a few simple
things in common. First, the domestic industries
lobbying the government in each case are trying to
use the political process to overcome setbacks in the
economic marketplace. Second, the remedies being
sought have the potential to cause serious damage
to other firms or sectors of the U.S. economy. Finally,
any actions taken by the government will increase
the prices of the products in question in America.

The stakes are high when considering tariffs, no
matter the trade law used to impose them. In decid-
ing whether or not to impose tariffs or non-tariff
barriers, the President should follow four simple
guidelines: (1) Do not let political lobbying over-
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ride market discipline or legitimate competitive
pressures, (2) consider the consequences for other
domestic industries and producers as well as con-
sumers, (3) respect U.S. obligations under existing
trade agreements, and (4) understand that trade
cases are among the most costly and least effective
ways to “punish” other countries.

The Politics of Trade Remedies

Officials at the Office of the United States Trade
Representative (USTR) and the Department of
Commerce have made it clear that enforcing U.S.
trade laws to their fullest extent is a priority. Over
the past year, enforcement efforts have largely con-
centrated on using trade law to benefit larger indus-
tries and firms that have the resources to pay lobby-
ists and lawyers to do their bidding. Companies like
Whirlpool, Nucor, and ArcelorMittal USA are spend-
ing hundreds of thousands of dollars a year to argue
trade cases, and in that process placing smaller U.S.
companies at the short end of the stick.!

Trade policy, through specific cases or more gen-
erally, should not be about tipping the scale toward
one American industry or interest group over anoth-
er. Instead, policies should focus on lowering trade
barriers, the best solutions for all Americans. The
Heritage Foundation’s annual Index of Economic
Freedom shows the strong relationship between
lower trade barriers and greater economic prosper-
ity.?2 Countries with higher scores in trade freedom,
calculated through average applied tariff rates and
analyzing non-tariff barriers, generally enjoy higher
levels of gross domestic product per capita, greater
political stability, and are better at protecting the
environment.®
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Tariffs Have Unintended Consequences

Tariffs cost Americans money and jobs. The last
time tariffs were imposed under Section 201, sup-
posedly to “protect” jobs in the U.S. steel-producing
industry, an estimated 200,000 American jobs were
lost due to higher steel prices.* Even worse, employ-
ment in the steel-producing sector continued to
decline anyway.®

With this historyin mind, it is imperative that the
Trump Administration take into account all poten-
tial negative repercussions to the U.S. economy as a
result of implementing tariffs in any of the four cases
at hand. Costs will likely manifest themselves in two
main areas: economic and job losses in other U.S.
sectors, and increased costs to American consum-
ers. Should any of these consequences seem probable,
it is the responsibility of the President to say no to
trade restrictions.

Other Industries. The Section 232 cases on
steel and aluminum have the potential to negatively
impact not only manufacturers that use these prod-
ucts as intermediate goods, but also the construc-
tion and the beverage retail industries in the United
States. According to the U.S. Chamber of Commerce,

“imposing broad tariffs or other barriers against
steel imports would undermine the competitiveness
of U.S. manufacturers, incentivize offshoring, and
endanger more American jobs that it would protect.”
An impact on solar-industry jobs is also expected to
occur as a result of tariffs under the solar panel and

module 201 case. If the President imposes the tarifts
requested by the petitioners, an estimated 88,000
downstream solar jobs could be at risk.”

American Consumers. The Section 201 case
concerning large residential washers boils down
to whether government should override consumer
choices in the marketplace. Over the past decade,
Samsung and LG have become big players in the
U.S. market, capturing about 35 percent of domestic
washer sales between them.® Whirlpool alone holds
the same market share and hopes the government
will help it get more. Tariffs on washer imports will
cut out the competition in the U.S., limiting choices
for Americans and forcing them to pay more for what
is available.

American Leadership in the World

As one of the world’s largest economies, and a
principal country behind the creation of the World
Trade Organization (WTO), the United States serves
as a key actor in promoting trade around the world.
This role is a vital one, especially in a world that saw
trade grow by just 1.3 percent in 2016.°

Under the WTO, countries have the authority to
impose trade restrictions unilaterally under some
circumstances. Sections 201 and 232 are legitimate
under WTO rules. Nonetheless, it is appropriate for
the U.S. to keep the bigger picture in mind. Some
trade experts have expressed concern about the neg-
ative example of potential unilateral restrictions by
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the U.S. under Section 232. Dan Ikenson of the Cato
Institute statesin arecent report that the “argument
that national security is threatened by an abun-
dance of the very raw materials allegedly needed to
protect national security is so flimsy that it would
be an open invitation to every other WTO member
to invoke national security to bestow protectionist
favors on their own politically important domestic
interests.”*°

Recommendations

Trade investigations under Section 201 and 232
are drastic measures to aid domestic producers that
oftentimes lead to serious consequences elsewhere
in the economy. The Administration has made it
clear that enforcing U.S. trade law is a priority, espe-
cially with China, but the four major trade cases
under consideration are not the appropriate way to
address bilateral trade disputes.

Keeping this in mind, the President should exer-
cise extreme caution when considering tariffs and
follow these four guidelines:

1. Refrain from imposing tariffs in response to
heavy-handed political lobbying. Section 201
and 232 tariffs should not be used to reward busi-
nesses that spend resources on lobbying and law-
yers rather than on improving business practices
and products.

2. Consider the consequences for other domes-
ticindustries and producers. In deciding cases,
the government must take into account both the

benefits for one firm or sector and the potential
negative consequences elsewhere in the domes-
tic economy. The 200,000 jobs lost in the U.S. in
steel-using industries after President George W.
Bush imposed steel tariffs in 2002 are a dramatic
example of the unintended harm that can follow
the imposition of trade restrictions.

3. Respect U.S. obligations under existing trade
agreements. While trade restrictions like Sec-
tions 201 and 232 are permitted under the WTO,
the United States will benefit most if all countries
exercise restraint in such unilateral actions.

4. The goal of trade cases should not be to “pun-
ish” other countries. Using broad trade mea-
sures to target the actions of one country might
seem like firing a missile at a target, but the shrap-
nel can have a devastating effect on bystanders.
In these cases, China or Korea might be the target,
but Americans will be among the victims.

Each of the cases under consideration this month
fails to pass more than one of these tests. Therefore,
the Trump Administration should decline to impose
new tariffs on the products in question. That is the
only way to ensure that other domestic producers
and industries, as well as U.S. consumers, do not suf-
fer severe collateral damage.
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