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t is important to understand that China is in an 
asymmetrical position in coping with the trade frictions. 

Although China can impose retaliatory tariffs on some 
U.S. mass products, it is imperative for China, as a major 
exporting country, to safeguard the multilateral free trade 
rules of  WTO and push the US back to the negotiating 
table. China should see it as an escalation of  trade frictions 
instead of  plunging into a “trade war,” because it is in the 
common interest of  both sides to restart negotiation and 
cooperation.  It is highly likely that Trump wants to use 
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the China-US “trade war” as a bargaining chip to irritate 
China to show its bottom deal. The production networks of  
East Asian countries and regions are mainly concentrated in 
China, which binds the interest of  East Asian countries and 
regions together, so the whole region should be wary of  trade 
frictions arising from conspiracy by the US and a few other 
countries. In view of  this, China needs to strengthen the 
intellectual property rights (IPR) protection and sue the US 
for overriding its domestic trade laws above the international 
rules of  WTO, and strive to resolve trade frictions through 
consultations. Besides, based on the Belt and Road Initiative, 
diversifying import and export markets and major products 
are also necessary for China. In addition, it also needs to 
distinguish between trade frictions provoked by the US, 
namely China-US trade friction escalation, China-US partial 
trade war, and China-US full-scale trade war, in order to take 
coping strategies accordingly.

The essence of  escalating China-US trade
frictions
Firstly, the Trump administration triggered a new wave of  
trade frictions on the pretext of  the U.S. trade deficit against 
China. In the two executive orders on the U.S. trade deficit 
issued by Trump on March 31, 2017, one core requirement 
is to evaluate the primary cause of  bilateral trade deficits. In 
fact, the constant accumulation of  US-China trade deficits, 
namely bilateral trade imbalances, are due to the conspicuous 
difference of  comparative advantages between these two 
countries and the U.S. export control policy on China, yet 
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it has become an excuse for Trump administration to stir 
up trade conflicts. However, the international production of  
the global value chain is becoming increasingly fragmented, 
making the China-US trade imbalance more complicated, it 
is therefore necessary to review this trade imbalance from the 
perspective of  trade in value added. 

Secondly, fueled by the investigation into China under 
Section 301 of  the Trade Act of  1974, the China-US 
trade conflict has escalated from a normal case of  trade 
imbalance to IPR barrier, or even national security barrier. 
On August 14, 2017, the U.S. President Trump issued an 
administrative memorandum by which Robert Lighthizer, 
US Trade Representative (USTR), was authorized to 
investigate whether China was violating the U.S. IPR in the 
field of  technology transfer. On August 18, 2017, Lighthizer 
officially announced to launch an investigation against China 
in technology transfer, intellectual property and innovation 
according to the Section 301 of  US Trade Act of  1974. Such 
a move led to intensified China-US trade conflict, and even 
ran the risk of  triggering China-US “trade war.” On top of  
that, the US has also decided to impose tariffs on steel, iron 
and aluminum products exported from China from March 
23, 2018, for national security reasons.

Thirdly, the US tries to put its domestic trade law above 
the international rules of  WTO, giving rise to new trade 
frictions. In the President’s Trade Policy Agenda delivered to 
the Congress on February 28, 2018, Trump administration 
explicitly proposed to seek an extension of  Trade Promotion 
Authority until 2021, and negotiate or revise trade 
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agreements so that they are fair and balanced; enforce and 
safeguard the U.S. trade law as a way to fight unfair trade; 
and work actively to address unbalanced trade issues. That 
is how the US has constantly provoked new trade conflicts 
against China by launching investigation under Section 301 
and Section 201.

Fourthly, the US released the proposed list of  Chinese 
products that could be subject to an additional 25 percent 
tariff, prompting China to respond with a 25 percent tariff  
on 106 goods from the US, ratcheting up tension in a 
brewing trade conflict. On March 22, 2018, the office of  
USTR released the results of  investigation into China under 
Section 301, and Trump signed a memorandum announcing 
that tariffs may be imposed on USD60 billion worth of  
Chinese goods and Chinese companies might be restricted 
from acquiring the U.S. business. On Mach 23, 2018, China’s 
Ministry of  Commerce responded with preliminary counter-
measures. On April 3, 2018, USTR published a list of  
Chinese exports that could be targeted for tariffs according 
to its investigation, covering nearly 1,300 Harmonized Tariff  
Schedule (HTS) codes. Products within the scope of  the 
proposed duty include advanced manufacturing industry 
like chemicals, pharmaceuticals, steel, motor engines, 
machinery and equipment, machine tools, storage, electrical 
equipment, television, audio and video equipment, printed 
circuits, semiconductors, information and communications 
technology, electric cars, aerospace, marine, optical and 
electronic medical instruments, robotics. The State Council 
Information Office of  China confirmed on April 4, 2018, 
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that the list issued by the US involved 25 percent tariffs on 
USD50 billion worth of  Chinese products exported to the 
US. As a counter-measure, on April 4, 2018, China decided 
to levy 25 percent tariffs on imports of  14 categories of  106 
U.S. products including soybeans, corn flour, uncombed 
cotton, wheat, beef, tobacco, automobiles, and chemical 
products, etc. Given all these back and forth, China-US trade 
frictions keep escalating in asymmetry. 
Reviewing measures on escalating China-US
trade frictions through China’s response and
counter-measures
Firstly, China should remain sober-minded that it has been 
in an asymmetrical position in the escalating China-US 
trade friction. The list of  additional tariff  on Chinese goods 
announced by the US centers on advanced manufacturing 
industry, while China’s tariff  against the US mainly 
concentrates on agricultural products, automobile and 
chemicals. As the largest developing country, China, with a 
large population and a big manufacturing sector, needs a vast 
consumer market to drive its economic growth and boost 
employment. Although China can make tailored counter-
measures on major products exported from the US, China is 
still a big partner in global trade, therefore, what China needs 
to do are safeguarding the current multilateral free trade 
rules and keeping restrained in the escalating trade disputes. 
According to the statistics of  the top 24 goods with three-digit 
code causing trade imbalances between China and the US 
from 1995 to 2015, China’s trade surplus with the US mainly 
lies in labor-intensive goods and technologically-sophisticated 
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products which can be imported from other countries. The 
State Council Information Office of  China denoted that 
the Chinese government keeps restrained and is forced to 
respond with counter-measures. The tariffs announced by 
China are designed to push Trump who is seeking re-election 
back to the negotiation table for a proper solution.

Secondly, as the top two trade powers in the world, it is 
inappropriate to view the escalation of  trade frictions as a 
“trade war,” and it is in the interest of  both countries to get 
back to negotiation: (1) The trade volume between China and 
the US accounts for one quarter of  the global trade volume 
and a “trade war” between the two is bound to plunge the 
global economy into an abyss. Trump used to be a business 
man, and understands the potential harms that a “trade war” 
can bring to both countries, let alone the US has just walked 
out of  the shadow of  sub-prime crisis which had lasted for 8 
years, so sitting down to negotiate is almost the only way for 
the two countries. (2) The escalating trade friction between 
China and the US is the Trump administration’s tentative 
strategy to test China’s attitude. A full-blown trade war 
would seriously harm the global economy, which is not in 
line with the Trump administration’s America First policy 
or the goal of  promoting the U.S. economic growth and 
boosting employment. (3) The trade deficit criticized by the 
Trump administration is the result of  a complementary trade 
structure, which cannot be solved by trade frictions. According 
to the statistics on goods with three-digit code causing the 
trade imbalance between China and the US from 1995 to 
2015, the top 24 goods account for 88 percent of  the total 
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amount of  the U.S. trade deficit. Among others, 23 categories 
of  goods show complementarity, which means the US can 
import these goods from other countries. It is international 
division of  labor that brings about the ever-growing trade 
deficit. 

Thirdly, China has emerged as a manufacturing center 
attracting a large number of  multi-national enterprises, 
so if  the “trade conflicts” between China and the US 
evolves into a “trade war,” the impact will not be limited 
only within China and the US, the businesses investing 
in Chinese mainland from Japan, Korea, Singapore and 
Chinese Taiwan and even from Europe and the US will 
also suffer a loss, and there is a risk of  triggering economic 
depression around the world. It is not in line with Trump’s 
intention of  promoting economic growth and creating jobs. 
Apparently, Trump wants to use the China-US “trade war” 
as a bargaining chip to irritate China to show its bottom line. 
Under a global production network, the trade imbalance 
between the two countries results from the transfer of  direct 
investment, especially those from East Asian enterprises. As 
a matter of  fact, huge trade imbalance will exist between the 
two trade powers as long as there is international division of  
labor and international trade. The countries and areas within 
East Asian production network are a community of  shared 
interests. And this community should join hands in guarding 
against trade frictions targeting China by the US and a few 
other countries, otherwise no country can stand aloof  from 
the negative impact of  a “trade war” between China and the 
US.
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Fourthly, the trade frictions between China and the US 
have escalated from trade imbalance into IPR protection 
barriers and the US will launch investigation against China in 
areas of  technology transfer, IPR and innovation. So China 
should strengthen IPR protection in response. The barrier 
of  IPR combined with technology protection and patent 
protection is a new form of  trade barrier with higher lethality. 
Making use of  its technology monopoly and competitive 
advantage in IPR, the US can prevent China from absorbing 
technology spillovers from FDI and improving foreign trade 
competitiveness. Therefore, strengthening IPR protection is 
a kind of  self-protection for China, and also a precondition 
for China to sue the US for putting domestic laws above 
the international rules of  WTO in order to solve the trade 
frictions through negotiations under the framework of  WTO.

Fifthly, given the exogenous international trade 
environment, the anti-dumping investigation impairs the 
comparative advantage and factor endowments advantage 
of  China’s foreign trade. The IPR barrier makes it hard 
for China to absorb technology spillovers from FDI and 
improve foreign trade competitiveness. As a consequence, it 
is imperative for China to expand cooperation with emerging 
markets, such as the Association of  Southeast Asian Nations, 
Brazil, Russia, India and South Africa, and promote the 
trade and investment with the countries along the Belt and 
Road in order to diversify export markets and adjust foreign 
trade structure. However, it will be unrealistic for China to 
move away from huge markets like the US and European 
Union within the short to medium term. The diversification 
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of  export products is very important, but it needs to be done 
by encouraging Chinese companies to innovate their product 
structure through IPR protection.

Lastly, China should carefully distinguish between trade 
frictions triggered by the US with proper responses in order 
to bring it back to the negotiating table. (1) If  the volume of  
trade frictions only involve one-tenth of  total bilateral trade 
volume, it should be defined as escalated “trade conflicts,” 
in which case China can take normal measures such as 
retaliatory tariff  or sue the US at WTO for violating trade 
laws. (2) If  the trade friction expands to cover one-fifth of  
total bilateral trade volume, it should be defined as “partial 
trade war,” where apart from turning to normal trade 
rules and counter-measures, China can take the chance to 
enhance RMB’s role of  vehicle currency in foreign trade and 
investment and hence weaken dollar’s role of  credit money 
to some degree by taking advantage of  Chinese RMB’s 
joining of  Special Drawing Rights basket of  currencies in 
October 2016.  (3) If  the trade frictions involve one-third of  
total bilateral trade volume, then it can be defined as a “full-
scale trade war.” Apart from the above-mentioned measures, 
reducing investment in the U.S. debt is another way. China 
can sell the U.S. treasuries and trigger a market-based 
warning by hitting the credit of  US dollar. According to the 
statistics of  the U.S. Department of  the Treasury announced 
on March 15, 2018, China reduced USD16.7 billion U.S. 
treasury bonds in January 2018, though it remains the largest 
creditor nation of  the US with a holding of  USD1.1682 
trillion. If  the US wants foreign governments and investors 
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to continuously hold the U.S. treasuries, it needs to protect 
dollar’s role as the global settlement currency and vehicle 
currency. With that in mind, the US will have to sit down 
with China and start the talk again. 


