No impact to a trade war
Dayen 17, New Republic contributor (David “Trump Is Signaling a Trade War, but It’s Not as Disastrous as You May Think”, https://www.thenation.com/article/trump-is-signaling-a-trade-war-but-its-not-as-disastrous-as-you-may-think/)
Can Trump enact tariffs on his own? Though it would appear to contradict the Origination Clause of the Constitution, Congress has delegated that authority in enough pieces of legislation that Trump could probably raise import duties unilaterally. But what would be the practical effect? Hard-core free traders paint a picture of cataclysm. Tariffs will launch trade wars, increase prices, and destroy the economy. This is all hard-wired into the pro-globalization worldview. Thomas Friedman once famously admitted that he wrote a column supporting a free-trade agreement with Central America without knowing a thing about it: “I just knew two words: free trade,” he told an audience. Presumably the opposite is true for Friedman: He sees one word, “tariff,” and immediately screams in horror. Oddly, many of those same proponents of free trade favor a policy that looks very much like a tariff. The Republican corporate-tax revamp includes something called a border-adjustment tax, which would impose a 20 percent tax on imports while eliminating a tax on exports. Like with tariffs, the goal appears to be to encourage domestic production. In fact, the tax would be much higher than the 5-10 percent tariff being floated. (It also might be illegal under the current global trade regime.) Supporters of border adjustment, particularly economists, argue that it will end up trade neutral, because the exchange rate will fluctuate in response to the tax. In other words, though the tax would make American-made goods more attractive, the value of the dollar would increase, leveling that out. Few of these economists seem to carry over the same analysis to the effects of a tariff. I don’t understand why. There’s no reason to doubt the fact that, if Trump imposed an across-the-board tariff, the dollar would strengthen, thus nullifying the desired effect. Indeed, before Trump has even taken office, the dollar has risen to a 14-year high, in anticipation of a more protectionist stance. Incidentally, for all the one-off announcements by Trump (however factually challenged) about hundreds of jobs he has allegedly rescued here or there, this one development—the rise in the dollar—has likely caused the loss of hundreds of thousands of manufacturing jobs, under standard economic theory. Looked at this way, higher tariffs wouldn’t cause a recession (as Paul Krugman has acknowledged), but would be somewhat pointless, with currency exchanges shifting to account for any changes. Trade wars might temporarily reduce efficiency, as domestic supply chains would have to be rebuilt, but they’re unlikely to radically alter the balance of trade on their own. There are other variables here. Importers and exporters who have lived in a world of floating exchange rates for decades may be fairly nimble in adjusting to them. On the downside, Krugman explains that raising tariffs could inhibit capital flows, meaning that investors will place less money into US markets. You can see how that might reduce economic growth. But Jeff Spross points out that America currently has a problem with too much foreign money flowing in; reducing the flow could arguably make the economy more stable. Trump could also seek to prevent unlawful currency manipulation (not necessarily from China, but from other Asian nations) that artificially disadvantages US manufacturing. The real unknown here is what Trump would do with all that tariff revenue. The border adjustment tax at 20 percent is assumed to bring in $1 trillion over the 10-year budget window. So a tariff of even one-quarter or one-half that size would draw significant funds. What’s the plan for it? Would it get plowed into job-creating investments? Tax cuts for the wealthy? That’s a significant variable as well. We do know that the same pundits who confidently predicted that globalization would be a win-win policy for America repeatedly got it wrong. Those on the losing side saw their jobs shipped out and factories closed down, and weren’t given the kind of assistance needed to offset the disruption. So it’s worth being a little skeptical of the warnings coming from the same corners now. I don’t have a ton of faith in the Trump team to necessarily make their trade agenda work (especially as corporate interests will seek to co-opt the redesigned policies in ways even friendlier to their bottom line). And I think there are smarter ways to balance our trade deficit than a tariff strategy which will just run up against currency exchange rates. But the hysteria accompanying these tariffs (which wasn’t at all present when President Obama imposed his own tariffs on Chinese tires and steel) seems far beyond what little we can assume about the actual results of such a strategy.
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