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Abstract

In the eyes of many European observers, the United States’ imposi-
tion of tariffs on a range of products exported by EU countries to the

U.S.—and the U.S. threat to impose even more tariffs—has called into

question the fundamental free-market principles and shared Western

values that have undergirded the postwar transatlantic partnership.
Americans for their part have viewed hostile steps by the European

Commission against American companies with growing concern. In

view of the potential benefits to the American economy from a possible

U.S.- UK free trade agreement, the contentious approach to Brexit ne-
gotiations by the EU governing bodies has been equally troubling. So

is the wider EU approach of imposing costs on producers and consum-
ers by requlations “behind the border” (instead of levying tariffs at the

border), a practice that represents a new and ominous twist on tradi-
tional non-tariff barriers. This Heritage Foundation Backgrounder

presents an in-depth examination of the composition of U.S.-EU trade

and how it is affected by tariffs levied by both sides, as well as by Euro-
pean protectionism in high-technology sectors. The recommendations

in this Backgrounder aim to end the U.S.-EU trade “war” before the

situation deteriorates further.

n the eyes of many European observers, the United States’ imposi-

tion of tariffs on a range of products exported by European Union
countries to the U.S.—and the U.S. threat to impose even more tariffs
on additional categories (especially cars)—has called into question
the fundamental free-market principles and shared Western values
that have undergirded the postwar transatlantic partnership.
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KEY POINTS

m Political pressure for protection-
ist policies is significant in both
the U.S. and Europe, and U.S.-EU
trade faces an uncertain future.

m |n trying to fulfill his election
promises to bring industrial
jobs back to the U.S. by getting
“tough"” on trade, the President
risks inflicting serious damage on
the U.S. economy.

m Tariffs reduce market com-
petition, which in turn means
higher prices, narrower choic-
es, and lower product quality
for consumers.

m Ultimately, America's economy
and other economies through-
out the transatlantic community
would all lose in a full-fledged
trade war.

= They would win, however, with
freer trade and lower tariffs. To
achieve that outcome, the Trump
Administration should continue
negotiations with the European
Union aimed at achieving some
immediate wins for both sides
and then pursue an agreement
to lower tariffs and reduce non-
tariff barriers.
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These principles had a special significance for
Europe, where they underpinned transatlantic
unity while Western Europe was slowly rebuilding
and motivated former Soviet satellites in Central and
Eastern Europe to embrace the free-market system.

Americans for their part have viewed hostile steps
by the European Commission against American com-
panies, especially those that trade in services and data,
with growing concern. The contentious approach to
Brexit negotiations by the EU governing bodies has
been equally troubling, especially in view of the poten-
tial benefits to the American economy from a possible
U.S.-U.K.free trade agreement. In addition, the wider
EU approach of imposing costs on producers and con-
sumers by regulations “behind the border” (instead
of levying tariffs at the border) represents a new and
ominous twist on traditional non-tariff barriers.

This Backgrounder presents an in-depth examina-
tion of the composition of U.S.-EU trade and how it
is affected by tariffs levied or proposed by both sides,
as well as by European protectionism in high-tech-
nology sectors. The recommendations in this Back-
grounder are aimed at actions that the United States
and the European Union can take to end the U.S.-EU
trade war before it gets any worse, by:

m Beginning formal negotiations to explore pros-
pects for the “Zero-Zero-Zero” U.S.-EU trade
agreement to eliminate all tariffs as President
Donald Trump proposed at the G-7 meeting in
2018, or alternatively, attempting to finalize some
of the sectoral agreements that were part of the
Transatlantic Trade and Investment Partnership
(TTIP) talks during the Obama Administration;

m Agreeing to roll back existing obstructions
imposed by Brussels on American high-tech com-
panies (for instance in Silicon Valley) accompa-
nied by a pledge not to impose new barriers or oth-
erwise harass U.S. high-tech companies;

m Improving the World Trade Organization’s
(WTO’s) dispute resolution processes and ending

the U.S.’s practice of blocking judicial appoint-
ments to the WTQO’s appellate body; and

o Defining strategies wherein the EU would work
with the U.S. to adopt a united front in the face
of predatory trade practices by China.

U.S.-EU trade: By the Numbers

The 28 member countries (including the U.K.) of
the European Union are vital U.S. allies and, as a sin-
gle entity, the EU is America’s largest trading partner,
with China, Canada, and Mexico close behind. The
overall 2017 trade turnover between the U.S. and the
EU bloc constituted over $1 trillion (around $1.1 tril-
lion in 2014, 2015, and 2016). According to U.S. data,
in 2017, the U.S. exported goods worth $283 billion to
EU countries and imported goods worth $435 billion.!
In the meantime, data from the U.S. Bureau of Eco-
nomic Analysis show a consistent surplus in Ameri-
ca’s export of services. In 2017, the U.S. exported $243
billion in services to the EU, while importing services
worth $192 billion.

Even after the United Kingdom departs the Euro-
pean Union in 2019, the 27-member EU entity will
continue to be the largest single U.S. trade partner,
with an estimated $850 billion to $900 billion in
annual bilateral trade.

An analysis of the composition of total U.S.-EU
trade in goods reveals a picture of two economical-
ly similar global regions that trade in the same cat-
egories of goods. Four of the five categories of goods
most heavily traded are identical: Harmonized Tariff
Schedule (HTS) codes 30, 84, 85, and 90. The fifth
category is different: The U.S. exports more aircraft
to the EU (HTS code 88) and imports more vehicles
(HTS code 87).

The breakdown of trade in services also looks
broadly balanced. Both sides import and export
mainly transportation services (predominantly for
air transportation), followed by financial services,
travel services, and royalties for the use of intellec-
tual property.

1. U.S. exports are reported on the basis of Free Alongside Ship (FAS). U.S. imports are reported on the basis of Customs Value. The customs
value “is generally defined as the price actually paid or payable for merchandise when sold for exportation to the U.S. It excludes U.S. import
duties, freight, insurance, and other charges incurred in bringing the merchandise to the U.S.” See USA Trade, “Dimensions-Notes,” U.S.
Census Bureau, https://usatrade.census.gov/data/Perspective60/Browse/SummarySpawned.aspx?SummaryType=DimensionSummary&*Q
UERYSTRINGPII_REMOVED*&Dimensionindex=4&Language=en&SummaryReportld=52&SummaryCubeld=2 (accessed February 12, 2019).
Therefore, the customs value as reported by U.S. authorities is in fact equivalent to Free On Board (FOB).
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CHART 1

U.S. Trade with EU Has Grown Steadily
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SOURCES: International Trade Administration, “TradeStats Express—National Trade Data,” http://tse.export.gov/tse/TSEOptions.aspx?
ReportID=2&Referrer=TSEReports.aspx&DataSource=NTD (accessed December 11, 2018), and Bureau of Economic Analysis, “U.S. Trade in
Services, by Country or Affiliation and by Type of Service,” https:/apps.bea.gov/iTable/iTable.cfm?ReqlD=62&step=1#reqid=62&step=9&

isuri=1&6210=4 (accessed December 11, 2018).
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In the individual services categories, the U.S. has
the greatest surplus in exporting services related to
the use of intellectual property ($27.4 billion) and
financial services ($21.3 billion), while the EU has the
greatest surplus in transport services ($9.3 billion).?

New U.S. Tariffs on Imports from the EU
In March 2018, the Trump Administration, under
the authority of Section 232 of the Trade Expansion
Act 0f 1962,% imposed 25 percent tariffs on imports
of steel from the EU.* Prior to that, the tariffs were
either zero percent or negligible, depending on the

particular product code.® While the steel tariffs
were imposed globally,® they affected mainly the
EU, being the largest single exporter of steel to the
United States.

In 2017, the value of total U.S. imports of those
steel products that became subject to the new tariffs
amounted to $5.993 billion (out of around $10.6 bil-
lion of overall imports of iron and steel and products
made from these materials).” Over the past 10 years,
the value of U.S. imports of these steel products from
the EU has fluctuated from as high as $8.6 billion in
2014 to as low as $4.9 billion in 2016.

2. Bureau of Economic Analysis, “International Data: U.S. Trade in Services, by Country or Affiliation and by Type of Service,” https://apps.bea.
gov/iTable/iTable.cfm?ReqID=62&step=1#reqid=62&step=9&isuri=1&6210=4 (accessed February 12, 2019).

3. U.S. Customs and Border Protection, “Section 232 Tariffs on Aluminum and Steel,” September 21, 2018, https://www.cbp.gov/trade/
programs-administration/entry-summary/232-tariffs-aluminum-and-steel (accessed November 28, 2018).

4.  The President, “Proclamation 9705: Adjusting Imports of Steel into the United States,” Federal Register, Vol. 83, No. 51 (March 15, 2018),
p. 11625, https://www.federalregister.gov/documents/2018,/03/15/2018-05478 /adjusting-imports-of-steel-into-the-united-states (accessed

November 28, 2018).

5. Based on the particular product code data of the U.S. International Trade Commission through January 1, 2018: USITC Tariff Database,
https://dataweb.usitc.gov/scripts/tariff_current.asp (accessed November 28, 2018).

6. The President, “"Proclamation 9705: Adjusting Imports of Steel into the United States,” Federal Register.

HTS codes 72 and 73.
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FIGURE 1
Trade Overlap

Four of the top five import and export
categories between the U.S. and EU are
the same.

FIGURES ARE TOTALS FOR
2008-2017, IN BILLIONS

TOPFIVE U.S. TOP FIVE U.S.
IMPORTS FROM EU RANK EXPORTS TO EU
Nuclear reactors, Aircraft, spacecraft,
boilers, machinery 1 and parts

$617B $320B

CHART 2

The EU Is America’s Top
Trading Partner
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SOURCES: International Trade Administration, “TradeStats
Express—National Trade Data,” http:/tse.export.gov/tse/
TSEOptions.aspx?ReportID=2&Referrer=TSEReports.aspx&-
DataSource=NTD (accessed January 4, 2019), and Bureau of
Economic Analysis, “U.S. Trade in Services, by Country or
Affiliation and by Type of Service,” https://apps.bea.gov/
iTable/iTable.cfm?ReqID=628&step=1#reqid=628&step=9&i-
suri=1&6210=4 (accessed January 4, 2019).
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SOURCE: International Trade Administration, “TradeStats
Express—National Trade Data,” http:/tse.export.gov/tse/
TSEOptions.aspx?ReportID=2&Referrer=TSEReports.aspx&-
DataSource=NTD (accessed January 4, 2019).
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The Trump Administration also added a 10 per-
cent tariff to existing 3 percent to 6 percent ad valor-
em tariffs on aluminum.® In 2017, the value of total
imports of the aluminum HTS codes that became
subject to the extra tariff was $1.4 billion. Like steel,
over the past 10 years, these imports have fluctuated
from a low of $873 million in 2009 to a high of $1.4
billion in 2017.

The President, “"Proclamation 9704: Adjusting Imports of Aluminum into the United States,” Federal Register, Vol. 83, No. 51 (March 15, 2018),
p. 11619, https://www.federalregister.gov/documents/2018,/03/15/2018-05477/adjusting-imports-of-aluminum-into-the-united-states

(accessed November 28, 2018).
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Cautious EU Countermeasures

The EU has retaliated with a reciprocal response
to the U.S. tariffs. The European Commission—the
EU body responsible for the common external trade
policy of the bloc—actually imposed tariffs that were
disproportionately lower in the aggregate. But the EU
purposefully targeted highly visible and symbolic
American products, those that had readily available
substitutes in the EU and that were produced, not by
coincidence, in the home states of senior members of
the U.S. Congress. They included Harley-Davidson
motorcycles from Wisconsin, peanut butter, Ken-
tucky bourbon, and Levi’s jeans.

In particular, the EU put together two separate
lists of goods.” The first list (Annex I) contains 182
product categories whose imports from the U.S.
amounted to €2.8 billion ($3.2 billion) in 2017. The
extra tariffs on items on this list is generally 25 per-
cent (except for some items with 10 percent tariffs).
The second list (Annex II) contains 158 product
codes whose imports amounted to €3.8 billion ($4.3
billion) in the same year. The extra tariffs on prod-
ucts listed in Annex IT will range from 10 percent to
50 percent.

Annex I entered into force on June 22, 2018, as a
countermeasure to the U.S. steel tariffs, while Annex
II will begin to apply either in 2021 or earlier, in the
event of a ruling that the U.S. tariffs are in violation
of WTO rules.

Meanwhile, the EU launched a diplomatic counter-
offensive, sending EU President Jean-Claude Juncker
to meet with President Trump in Washington, where
the two leaders agreed to work toward zero tariffs on
non-auto industrial goods and reduce barriers and
increase trade in services, chemicals, pharmaceu-
ticals, medical products, and soybeans.'® Juncker
promised that it will be EU policy in this trade dispute
with the U.S. to lift the tariffs as soon as the United
States lifts its own tariffs on EU products.

CHART 3

Imports of EU Steel and
Aluminum Products Subject
to U.S. Tariffs
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SOURCE: International Trade Administration, “TradeStats
Express—National Trade Data,” http:/tse.export.gov/tse/
TSEOptions.aspx?ReportID=2&Referrer=TSEReports.aspx&-
DataSource=NTD (accessed December 11, 2018).
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While bickering with the U.S., the EU contin-
ues to pursue expansion of its network of free trade
agreements with other major advanced economies.
Talks between the EU and Japan on trade liberaliza-
tion started in 2013 and were finalized in December
2017." Also in 2017, the Comprehensive Economic and
Trade Agreement (CETA) between the EU and Can-

9.  World Trade Organization, “Immediate Notification under Article 12.5 of the Agreement on Safeguards to the Council for Trade in Goods of
Proposed Suspension of Concessions and Other Obligations Referred to in Paragraph 2 of Article 8 of the Agreement on Safeguards,” May 18,
2018, http://trade.ec.europa.eu/doclib/docs/2018/may/tradoc_156909.pdf (accessed November 28, 2018).

10. Silvia Amaro, “"US-EU Trade Agreement Lacks Specifics and Fails to Eliminate Issues with China,” CNBC, July 26, 2018, https://www.cnbc.
com/2018/07/26/us-eu-trade-agreement-lacks-detail-and-fails-to-end-issues-with-china.html (accessed November 28, 2018).

1. European Commission, “EU-Japan Economic Partnership Agreement,” http://ec.europa.eu/trade/policy/in-focus/eu-japan-economic-

partnership-agreement/ (accessed November 28, 2018).
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ada entered into force; it should save EU businesses
up to €590 million ($665 million) a year.'? In April
2018, the EU finalized negotiations on a free trade
agreement with Mexico which—once ratified by the
EU member states—will make practically all trade
between the EU and Mexico duty-free.”* Meanwhile,
the EU has opened free trade talks with Australia.*

The European Commission has also come up with
a list of proposed changes to the WTO dispute-res-
olution process, which may have been motivated by
U.S. complaints and which are intended to resolve or
at least mitigate them."”

Calculating the Impact of Tariffs
on the EU and U.S. Economies

Steel and aluminum tariffs affect individual steel
and aluminum exporters in the EU, such as Germa-
ny’s ThyssenKrupp or Austria’s Voestalpine, which
have already reported negative financial impacts
from the U.S. tariffs. Nevertheless, to date their share
prices have not been noticeably impacted adversely.'®

The market-distorting and seemingly arbitrary
exclusions from the tariffs granted by the U.S. Com-
merce Department have been another complicating
factor, in addition to the impact of the steel and alu-
minum tariffs themselves.'” Understaffed and over-
whelmed by the sheer number of exclusion requests
filed by American importers who face higher input

CHART 4

U.S. Exports of Goods Subject
to EU Countertariffs
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SOURCE: European Commission, “Market Access Database,”
http://madb.europa.eu/madb/statistical_form.htm
(accessed December 11, 2018).
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12.  European Commission, “EU-Canada Trade Agreement Enters into Force,” September 20, 2017, http://trade.ec.europa.eu/doclib/press/
index.cfm?id=1723 (accessed November 28, 2018). Either immediately upon its enactment or after a defined number of years, the CETA
will eliminate customs duties on imported goods covered under Chapters 1-97 of the HTS (which provides most-favored-nation customs
duty rates). (Article 2 of Annex 2-A): EUR-Lex, “Comprehensive Economic and Trade Agreement (CETA) Between Canada, of the One
Part, and the European Union and Its Member States, of the Other Part,” January 14, 2017, https.//eur-lex.europa.eu/legal-content/EN/
TXT/?uri=CELEX:22017A0114(01) (accessed November 28, 2018). The European Commission calculated that the CETA would “from day
one abolish customs duties on 98% of the types of product that the EU trades with Canada, eventually saving EU businesses up to EUR 590
million a year in tariffs alone”: European Union, “ Guide to the Comprehensive Economic and Trade Agreement (CETA),” 2017, p. 3, http://

trade.ec.europa.eu/doclib/docs/2017/september/tradoc_156062.pdf (accessed February 11, 2019). In 2017, the EU exported goods to Canada

in the overall amount of €37.7 billion ($42.5 billion), according to EU data. Thus, the expected savings of EU exporters can reach around 1.5

percent of the total EU exports to Canada.

13.  European Commission, “EU and Mexico Reach New Agreement on Trade,” April 21, 2018, http://trade.ec.europa.eu/doclib/press/index.

cfm?id=1830 (accessed November 28, 2018).

14. European Commission, “EU and Australia Launch Talks for a Broad Trade Agreement,” June 18, 2018, http://trade.ec.europa.eu/doclib/press/

index.cfm?id=1862 (accessed November 28, 2018).

15.  European Commission, “WTO Modernization: Introduction to Future EU Proposals,” September 18, 2018, pp. 13-17, http://trade.ec.europa.eu/

doclib/docs/2018/september/tradoc_157331.pdf (accessed November 28, 2018).

16. Christoph Steitz and Maytaal Angel, “EU Industry Steels Itself for U.S. Tariffs,” Reuters, March 9, 2018, https://www.reuters.com/article/uk-
usa-trade-europe-companies/eu-industry-steels-itself-for-u-s-tariffs-idUKKCN1GLILE (accessed November 28, 2018).

17.  Ed Crooks and Fan Fei, “Trade War Winners and Losers Grapple with Trump Tariff Chaos,” The Financial Times, July 24, 2018, https:/www.
ft.com/content/675e439¢c-8c25-11e8-bf9e-8771d5404543 (accessed November 28, 2018).
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prices, the Commerce Department seems to arrive
at contradictory conclusions on products with very
similar descriptions that require basically the same
technology and skills to produce. This unpredictabil-
ity has led to chaos in the marketplace and has made
planning by U.S. manufacturers accustomed to using
imported steel and aluminum more difficult.

Hence, the U.S. tariffs and European countermea-
sures have combined to deliver a double-whammy
punch to the bottom lines of some American firms.
Forinstance, the EU counter tariffs may cost Harley-
Davidson as much as $45 million for the remainder
of 2018 and $90 million to $100 million in 2019**—in
addition to an extra $15 million to $20 million that
Harley-Davidson has been forced to pay for imported
steel and aluminum used for production due to their
increased prices.”” S&P 500 companies in the United
States, such as Ford Motor Company and Whirlpool,
may be similarly affected.?°

Regarding Kentucky bourbon and other Ameri-
can-made whiskies, the price elasticity of spirits is
estimated at approximately —0.55,2! which means that
a 25 percent extra tariff should lower its demand by
around 14 percent. Given that from 2013 to 2017 the
EUimported American-made spirits worth $606 mil-
lion per year on average,?? the extra 25 percent tar-
iff could result in a loss of revenue due to lower sales,
or an increase in export costs due to the tariffin the
amount of roughly $85 million annually (about $7
million per month).?® The lost revenue due to higher
export costs or lower sales of goods such as American
peanut butter,?* blue jeans, and beauty products will
be smaller and may amount to just a few million dol-
lars per year.

As bad as these impacts are, they are dwarfed by
the potential consequences of new U.S. tariffs on
autos currently under consideration in the U.S. The
Trump Administration is currently investigating

18. According to a Securities and Exchange Commission filing by Harley-Davidson, “Harley-Davidson will not raise its manufacturer's suggested
retail prices or wholesale prices to its dealers to cover the costs of the retaliatory tariffs.” Also, “Harley-Davidson expects these tariffs
will result in an incremental cost of approximately $2,200 per average motorcycle exported from the U.S. to the EU.” See U.S. Securities
and Exchange Commission, “Form 8-K, Current Report: Harley-Davidson, Inc.” June 25, 2018, https://www.sec.gov/Archives/edgar/
data/793952/000079395218000038/a8-kitem701tariffdisclosur.htm (accessed February 11, 2019). According to the filing, its sales in
Europe, the Middle East, and Africa in 2017 reached 44,935 units, a majority of them in Europe. Thus, the figure of $90 million to $100 million
can be calculated by multiplying its expected sales in the EU (around 40,000-45,000 motorcycles) by the estimated cost of the new EU
tariffs per average motorcycle ($2,200). The operating income of Harley-Davidson in the “motorcycles” segment for 2017 was $615,958,
which should allow it to bear the full cost of the tariff but will still tangibly hurt its profits. See U.S. Securities and Exchange Commission,

“Form 10-K: Harley-Davidson, Inc.,” December 31, 2017, https://www.sec.gov/Archives/edgar/data/793952/000079395218000012/hog12-

31x201710xk.htm (accessed February 11, 2019).

19. Rajesh Kumar Singh, “Trade Tariffs Seen Hurting Harley-Davidson's Earnings,” Reuters, July 23, 2018, https://www.reuters.com/article/us-
harley-davidson-results/trade-tariffs-seen-hurting-harley-davidsons-earnings-idUSKBN1KD2GR (accessed November 28, 2018). An average
motorcycle contains roughly 50 percent of steel and 40 percent of aluminum by weight. If one assumes that an average motorcycle weighs
around 700 pounds, the 25 percent steel tariff and 10 percent aluminum tariff will add an additional $65 per motorcycle ($40 for steel, $25
for aluminum). As of this writing, steel (hot-rolled band) costs around $940 per ton, and aluminum costs around $2,000 per ton. Holding

everything else equal, and given that Harley-Davidson sells around 250,000 motorcycles per year, the extra $65 for each item can lead to

$15 million to $20 million in additional expenses per year. Harley-Davidson's overseas production facilities are unlikely to help it avoid these

costs, because its non-U.S. factories in Brazil and India assemble select models for the local markets, and its factory in Australia specializes in

motorcycle-wheel production.

20. Lewis Krauskopf and Noel Randewich, “Trump Tariffs Cause Headaches for S&P 500 Manufacturers,” Reuters, April 27, 2018, https:/www.
reuters.com/article/us-usa-companies-tariffs/trump-tariffs-cause-headaches-for-sp-500-manufacturers-idUSKBNTHX3EB (accessed

November 28, 2018).

21.  Jon P. Nelson, “Meta-Analysis of Alcohol Price and Income Elasticities—with Corrections for Publication Bias,” Health Economics Review, Vol. 3,
No. 17 (2013), https://www.ncbi.nlm.nih.gov/pmc/articles/PMC3722038/ (accessed November 15, 2018).

22. European Union Combined Nomenclature (CN) Codes 22083011, 22083019, 22083082, and 22083088. The original value in euros is
multiplied by the average euro/U.S. dollar exchange rate of 1.3281(2013), 1.3285 (2014), 11095 (2015), 11069 (2016), and 1.1297 (2017).

23. If U.S. exporters decide to fully translate the EU tariffs into higher retail prices for EU consumers, the increased retail prices may lower local

demand and, consequently, sales by approximately 25 percent, leading to a loss of potential revenue due to a lower amount of sales. By

contrast, in case U.S. exporters decide to fully bear the cost of the tariffs and keep the retail price unchanged, the U.S. exporters would likely

continue to sell similar amounts, but would have to pay a tariff of 25 percent of their sales, resulting in direct losses relative to the situation

before the introduction of the tariffs.

24. European Union CN Code 20081110.
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under Section 232 of the U.S. Trade Expansion Act
to determine if “automotive imports pose a threat to
national security.”?® A U.S. tariff of 25 percent already
applies to foreign-made SUVs and light trucks.2®

Between 2008 and 2017, the EU exported to the
U.S. on average $34.6 billion*” in automobiles annu-
ally, much more than the combined total of EU steel
and aluminum exports. The main exporter is Ger-
many. Automobile exports to the U.S. from the EU
amounted to $44.4 billion in 2017, of which nearly half
($20.5 billion) were from Germany.

Given the long-run car price elasticity of -0.2, a
20 percent U.S. tariff might decrease the long-run
U.S. imports of European cars by some $2 billion.
For European vehicles that are imported, U.S. con-
sumers would absorb a portion of the tariff burden
by paying $5,800 more per vehicle, according to some
estimates.?® In the other direction—if the EU were to
retaliate by imposing an additional 10 percent tar-
iff on top of the currently existing 10 percent levy to
match the total U.S. tariff—it might cost U.S. auto
manufacturers some $1.1 billion annually (roughly
$92 million per month) in immediately lost exports
of U.S.-built vehicles to the EU.

Unfortunately, because there is no provision that
mandates it under Section 232, there will be no com-
prehensive study by the U.S. International Trade
Commission to calculate the total impact of the pro-
posed U.S. automotive tariffs.?

Any Agreement Must Address EU

Harassment of U.S. High-Tech Companies
In timing that could not have been coincidental,

Facebook and Google were hit with $8.8 billion in law-

suits on the very day the EU implemented its General

Data Protection Regulation (GDPR) on May 25, 2018.
Apparently, the EU sees no problem when European

datais transferred to China or Russia: It is only when

it concerns the U.S. that the EU presses its demands

for data protection. This amounts to rank EU protec-
tionism and to discrimination against the U.S., and

must be rolled back before the U.S. can agree to any

EU trade deal.

The fundamental issue at stake between the U.S.
and the EU is whether, as the EU has it, the flag fol-
lows the data. The U.S. principle is that data are gov-
erned by the flag of the country where they are held,
and U.S. courts have upheld this principle.*® If the
EU’s approach prevails, the U.S. will have given away
part of its legal sovereignty, for it will have conceded
that there are in effect two laws for firms dealing with
private datain the U.S.—a U.S.law and an EU law. The
EU would—rightly—never allow U.S. law to operate
in the EU, and the U.S. should not allow the reverse.

Equally troubling is the EU’s pending new copy-
right law. Like the GDPR, the new copyright law is
aimed directly at the United States: As one of its
backers stated, it is about making “huge American
platforms” pay up. The pending law bans linking to a
news article without buying a license to link, has no
exemption for fair use or parodies, and applies even
to copyrighted material in the background of a pan-
oramic photograph.®

But the GDPR, like the EU’s pending copyright law,
is not troubling just because it is anti-American: It is
anti-innovation and represents part of the concerted
EU effort to reduce regulatory competition between
itself and the U.S. and to impose its high-regulation,
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CHART 5

WTO Disputes of Selected Countries, 1995-2018
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low-growth model on its most efficient competitors
in the United States.3?

Revitalizing the WTO Dispute-
Resolution System

Another important aspect of the Trump Adminis-
tration’s trade policy has been its decision to block the
consensus needed to approve the appointment of judges
to the WTO appellate body, The WTO appellate body,
which is composed of seven judges who are experts in
international trade law, was designed to hear appeals
to rulings from cases decided by the first-level WTO
dispute-settlement panels. The appellate body is crucial.
From 1995 to 2014, of all 201 reports issued by first-
level panels, as many as 136 disputes (68 percent of the
total) decided by the first-level panels were subsequent-
ly appealed,?® which heightens the importance of the
second-level appellate body. Since decisions in all WTO
dispute cases can be automatically appealed, the absence
of the appellate body has the practical impact of para-
lyzing the entire WTO dispute-resolution mechanism.

Although the U.S. has lost steel cases at the
WTO—a perhaps significant factor, given that Presi-
dent Trump’s U.S. Trade Representative, Ambassador
Robert Lighthizer, represented the American steel
industry as a trade lawyer in many of these losing
cases—in other areas, it has benefitted significantly
from the organization’s rulings. In fact, it is the U.S.
that has most often turned to the WTO for redress in
trade disputes. Since 1995, and as of this writing, the
U.S. has filed 123 complaints (22 percent of the total
of 566 complaints) with the WTO, followed by the EU
with 98 complaints.*

By blocking the WTO appointments, the U.S. is
generating a crisis demanding action. President
Trump has even raised the possibility of leaving
the WTO.

While the Administration defends its aggressive
WTO policy as needed to spearhead a discussion on
reforming the entire dispute-settlement system—
which, admittedly, takes years to resolve individual
disputes even though it should not take longer than
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15 months—it does risk alienating other WTO mem-
bers and undermining U.S. leadership at the organiza-
tion. That would be unfortunate for a country that has
historically led the economic and trade liberalization
enshrined in the Washington Consensus.

Impact of Protectionism
on U.S. Monetary Policy

Imposing tariffs on too many imports can also
cause extra headaches for the U.S. Federal Reserve
and lead to higher inflation.®*® Higher inflation
requires the imposition of higher interest rates to
avoid overheating the economy, but that is only part
of the problem. As former Federal Reserve Chair-
man Alan Greenspan once noted, “uncertainty is
not just an important feature of the monetary poli-
cy landscape; it is the defining characteristic of that
landscape.”s®

The Trump Administration’s tariffs could exacer-
bate this uncertainty in various ways: For example, it
is still unclear which portion of any tariff levied would
be borne by U.S. consumers through higher prices, or
how the U.S. government will use the extra tariff rev-
enues (Whether it will simply spend them or instead
use them to reduce future borrowing), or how other
countries will retaliate and how the resulting global
trade uncertainty might actually (and perversely)
strengthen the U.S. dollar and make U.S. exports less
competitive globally. Adding to the trouble is the fact
that there is relatively scant historical data available

on trade wars that could guide the Federal Reserve in
its decision making.

If the Fed gets the monetary policy wrong, it may
cause either too much inflation or an unnecessary
contraction that would crimp economic growth.
The concept of “anchored” inflation expectations®—
which has been in place since the 2008 financial cri-
sis—is a key element of current Fed monetary policy.
It is thus quite possible that new tariffs will “unan-
chor” those inflation expectations and wreak havoc
on heretofore smooth and predictable U.S. monetary
policy, as losing control over the expectations might
force the Fed to resort to unpredictable, “whatever-
it-takes” measures.® Given that tariffs will increase
inflation pressures in any case due to rising prices, the
Fed could thus easily overshoot its monetary tighten-
ing, choking growth by raising interest rates higher
than would be appropriate for the true state of the
U.S. economy.

Is President Trump’s Real Goal
to Expand Free Trade?

Some of President Trump’s most ardent defend-
ers argue that tariffs are a means to achieve two
policy goals at once: to weaken Chinese President
Xi Jinping’s “Made in China 2025” program?®® and
to extract commitments from EU member states to
ramp up defense spending. That might have also been
the goal of President Trump’s meeting with the EU
Commission President Juncker in the White House
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in July 2018—to extract concessions from the EU,
such as dropping its own 10 percent tariff on select-
ed U.S. vehicles, in exchange for a more forthcoming
approach towards tariffs.*°

The United States cannot wage trade wars against
the EU and China at the same time, however, without
putting into jeopardy the foundations of American
prosperity. In order for the U.S. to pressure the retro-
grade Chinese leadership, confront its state capital-
ism, and force Beijing to respect intellectual property
rights (to name a few of the sources of trade tensions—
problems that the U.S. and EU share) the U.S. should
have the EU at its side as a strong ally, not as an adver-
sary sitting across a trade negotiating table.* This is
areality that would argue for resolving the U.S. prob-
lems with the EU first and then taking on China with-
out distractions or opposition from the EU.

Better Alternatives: “Zero-Zero-Zero”
and Other Recommendations

There are several ways to go about achieving the
goal of resolving U.S.-EU trade issues. The first option
would be to negotiate the “tariff-free, zero-zero-zero
zone” with G7 countries that President Trump raised
at the June 2018 G7 meeting in Canada.** Transatlan-
tic industrial tariffs are already quite low, so push-
ing them to zero would not be a herculean task, and if
those talks are successful, they would serve to jump-
start talks to resolve additional disputes, such as in
agriculture. They would also send a strong and posi-
tive signal to the rest of the world.

A better and perhaps more realistically achiev-
able course of action in the short term would be what
some EU diplomats have informally proposed—to
revive parts of the abandoned TTIP talks. Several

separate “sectoral” agreements could conceivably
be broken out of those original TTIP chapters—those
that were the least controversial and most likely to
be concluded successfully—and adopted. Examples
of successful, limited-scope U.S.-EU agreements
already exist, for instance, in the area of pharmaceu-
ticals*® and outer space.** More such progress is pos-
sible in other sectors, such as automobiles, while the
effectiveness of existing U.S.-EU mutual recognition
agreements (MRASs) can also be improved. Indeed,
many of the original TTIP goals are included in the
“United States-European Union Negotiations: Sum-
mary of Specific Negotiating Objectives” document
that was published by the Trump Administration in
January 2019.*

With regard to the EU’s harassment of Silicon Val-
ley and other American high-tech companies via the
GDPR and other means, the U.S. could take measures,
such as barring the payment by U.S. firms of fines
imposed on them for violations (real or purported)
of EU data-protection rules pending a comprehen-
sive settlement of this international dispute on the
basis of the principle that data are governed by the
flag under which they rest. This bar could be imposed
on the basis that EU financial penalties are excessive,
and that the EU has no right to exert extraterritorial
jurisdiction in the United States.

In order to protect the U.S. from the EU’s pend-
ing copyright law, Congress could allow U.S. courts
to impose punitive fines on bogus or excessive EU
copyright complaints made under the law against
U.S. companies or persons—pending a wider U.S.-EU
agreement on copyright that is grounded in protect-
ing the legitimate interests of content creators, pub-
lication platforms, and private individuals.
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Conclusion

President Trump is clearly trying to fulfill his elec-
tion promises to his core “forgotten” electorate—to
bring industrial jobs back to the U.S., to get “tough”
on trade, and to negotiate “better” trade deals for
America. However, some of his actions to fulfill those
promises are beginning to inflict damage on the U.S.
as well as other countries. Tariffs mean less compe-
tition, which in turn means higher prices, narrower
choices, and lower product quality for the consumer.
There were many factors at work in the loss of manu-
facturing jobs in the Upper Midwest—including bad
company management, over-aggressive and short-
sided union bargaining, oppressive government tax
and regulatory policies, automation, and the lack of
upgraded job skills. Blaming those problems on for-
eign competition will not solve them.

Ultimately, not only the U.S. but the entire trans-
atlantic community stands to lose from a full-fledged
trade war. In advanced economies, everyone can win
from freer trade and lower tariffs. Free trade moti-
vates businesses to compete by continuously improv-
ing their products and offering them for the lowest
possible prices, giving the consumer a win-win choice
among a greater variety of higher-quality goods for
lower prices. Trade barriers and tariffs merely cre-
ate a climate in which non-competitive economic sec-
tors with cronyist political connections can thrive on
the backs of consumers and hinder optimal econom-
ic performance.

Free trade, by definition, creates dependencies on
foreign countries. But these dependencies are mutu-
al. As much as the U.S. may rely on other countries
for certain products, those same countries will rely

on the U.S. for other goods and services. The trade
skirmishes provoked by the Trump Administration
can further spill over into the political sphere and
erode transatlantic cooperation at a time when global
authoritarianism and anti-democratic forces are on
the rise.

To achieve freer transatlantic trade, the Admin-
istration should continue negotiations with the EU
aimed at achieving some immediate wins for both
sides, then pursue an agreement to lower tariffs and
reduce non-tariff barriers, while also launching a
joint U.S.-EU effort to reform the WTO. But the high-
er growth and lower prices that free trade will bring
will be blunted—if not reversed—if the EU contin-
ues on its path of “behind the border” protectionism
and if it continues to export its low-growth model to
other nations.

Both Americans and Europeans will be well served
by their governments if they reach an agreement to
generate more free trade, which will lead to greater
consumer choice at the best prices and highest qual-
ity—on both sides of the Atlantic.
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