BATs bad---multiple warrants---risks trade war
Melissa Lin ND, worked in ECM, tech startups, and management consulting, advising Fortune 500 companies across multiple sectors. "What is the Border Adjustment Tax? Potential Benefits and Risks," Toptal Finance Blog, https://www.toptal.com/finance/corporate-finance-consultants/what-is-the-border-adjustment-tax-potential-benefits-and-risks, accessed 7-23-2023 | AKG
Increased Consumer Prices: Experts are divided as to whether the border adjustment tax would cause increased consumer prices. Some experts argue that businesses would almost certainly pass the cost increases to consumers, who would experience price hikes in imported goods (including everything from foreign cars and gas to avocados and clothing). David French, SVP of government relations at the National Retail Federation, recently commented, “I really hope everybody understands that what they’re really talking about is a 20% tax on the U.S. consumer.” There is a fear that this cost burden will be particularly difficult for working class and middle class families to shoulder. For example, if the tax includes oil imports, rural Americans will likely be more affected than the more affluent residing in cities.
Others argue that though the 20% import tax might be passed onto customers in the short to medium term, it would concurrently cause an appreciation in the dollar value that would eventually neutralize the additional consumer cost. Harvard economist Martin Feldstein believes that, in accordance with economic theory, the U.S. dollar would appreciate to 125% of its current value—an amount that would more than counter the expected 20% increase in the price of imported consumer goods. However, this assertion has faced apprehension as skeptics cast doubt around Washington’s ability to accurately predict future foreign currency exchange rates. Skeptics emphasize the sheer number of factors influencing such rates, including federal rate increases, commodity prices, and the overall strength of the U.S. economy.
Foreign retaliation: If the U.S. tries to implement an inconsistent tax regimen, countries could appeal to the WTO and initiate investigations seeking compensation for illegal subsidies received by U.S. exports—ultimately risking a trade war. Opponents point to a risk of retaliation from other countries in response to the change in U.S. policy, potentially drawing $385 billion in tariffs from our trading partners, according to the Peterson Institute for International Economics. The key trigger of this scenario would be if the proposed changes violate existing WTO commitments, something which is still unclear given that the specifics of the proposal remain to be finalized. Given the significant effects of the BAT on certain countries (Chart 2), the risk of retaliatory policies is not insignificant should the BAT violate WTO rules. Perhaps unsurprisingly, Deutsche Bank AG economists Robin Winkler and George Saravelos found that Mexico, Canada, and some Asian countries (primarily Thailand and Malaysia) have much to lose should the proposal be implemented, as measured by net trade impact as a percentage of GDP. The fact that Mexico and Canada—two of the U.S.’s largest trading partners—already have the ability to utilize retaliatory tariffs on imports from the U.S. based upon a 2015 settlement by the WTO, makes this threat all the more concerning.
U.S. sectors would be affected at varying levels: Companies are often exposed more heavily on one side of the import/export equation. (e.g., Technology companies that export in high volumes would benefit from the policy, while retailers that import and sell in high volumes would be at a disadvantage). This imbalance would likely be criticized as prejudicial and create sharp divisions among businesses, as they already are.
Companies who are reliant upon imports might not be able to adjust to such an abrupt change: Opponents of the policy have voiced concerns that domestic businesses reliant on imported goods would be harmed by such an abrupt and drastic change. They worry that these companies have long been making strategic decisions and investments assuming a certain set of rules and may be unable to adjust to the shift. Budget retailers heavily reliant upon imported goods are particularly vulnerable to such a change.
American investors would be disadvantaged: If the plan works as intended, then the appreciation of the dollar would hurt Americans who own foreign assets, such as a mutual fund including assets in euros. It is estimated that the loss would be more than $2 trillion.
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