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Trade Policy

1.  Modeling steel and aluminum tariffs: we show 
mainstream economic result using REMI model that 
tariffs negatives outweigh the positives

нΦ ŀ άǿƘŀǘ ƛŦΚέ ςusing tariff revenues to subsidize 
domestic automotive industry

3. Negotiations and Game Theory:  trade as a win-
ǿƛƴΣ ōǳǘ ǿƘƻ ƎŜǘǎ ǘƘŜ ōƛƎƎŜǊ ǎƘŀǊŜ ƻŦ ǘƘŜ άǎǳǊǇƭǳǎέΚ

²Ƙŀǘ ƛŦ ǘŀǊƛŦŦǎ ǊŜǎǳƭǘ ƛƴ ŀ ǘǊŀŘŜ ΨǿŀǊΩΚ
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Trump and Trade Policy

Ã The Trump administration 
revived debate over trade 
with planned tariffs on 
aluminum and steel imports

Ã tǊŜǎƛŘŜƴǘ ¢ǊǳƳǇΩǎ ŎƻƳƳŜƴǘǎ 
regarding Chinese imports 
inspired fear of a trade war

President Trump and First Lady MelaniaTrump welcome 
Chinese President Xi Jinping and his wife, Peng Liyuan; 
Photo: White House

The White House recently announced $50 billion in tariffs on Chinese 
imports. China responded by proposing tariffs on U.S. goods, adding 
up to $50 billion. President Trump countered that he was weighing 
another $100 billion in tariffs on China.

Source: NBC News
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U.S.-China Relations

Ç The controversy rattled global markets, but hope remains the two nations 
will avoid conflict

Ç Trump criticizes U.S-China automobile trade

Ç Says China imposes 25% tariff on U.S. cars; U.S. places a 2.5% tariff on 
Chinese-manufactured cars 

Ç Refers to this as άǎǘǳǇƛŘ ǘǊŀŘŜέ 

Sources: Bloomberg CNBC, NBC, New 
York Times; News: Photo: 
Shutterstock

Ç Chinese President Xi Jinping called for 
άŘƛŀƭƻƎǳŜ ǊŀǘƘŜǊ ǘƘŀƴ ŎƻƴŦǊƻƴǘŀǘƛƻƴέ ŀƴŘ 
promised to: 
Ç Lower restrictions on imported cars
Ç Provide greater access to financial 

markets
Ç Strengthen intellectual property rights
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0ÒÅÓÉÄÅÎÔȭÓ 4ÁÒÉÆÆ 0ÒÏÐÏÓÁÌ

Ã 25%ad valorem on steel imports

Ã 10%ad valorem on aluminum imports

Ã Trump on tariffs: ά²ŜΩǊŜ ƎƻƛƴƎ ǘƻ ōŜ ǾŜǊȅ ŦƭŜȄƛōƭŜΣ ŀǘ ǘƘŜ ǎŀƳŜ 
time, we have some friends and some enemies where we have 
ōŜŜƴ ǘǊŜƳŜƴŘƻǳǎƭȅ ǘŀƪŜƴ ŀŘǾŀƴǘŀƎŜ ƻŦ ƻǾŜǊ ǘƘŜ ȅŜŀǊǎΦέ

Ä Unclear if this proposal will be a universal tariff or a tariff levied only 
imports from specific countries

Source: New York Times, March 8th 2018 



what does REMIsay? sm

History of US Tariffs
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U.S. Trade Balance
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Saving-Investment Balance

National Income Identity: 

Y = C + I + G + (EX ςIM)

Where: 
Ç Y: Gross Domestic Product
Ç C: National Consumption
Ç I: National Investment
Ç G: Government Spending
Ç EX: Export
Ç IM: Import
Ç EX IM: Current Account

The identity can be rewritten as (Y ςT ςC) + (T ςG) ςI = EX ςIM, with Tdefined as tax. 
(Y-T-C) is private sector savings, and (T-G) is public sector savings. 

Source: Wikipedia

S ςI = EX ςIM
If we define S as national savings (savings of private sector 
plus savings of government) and rewrite the identity as: 

Thus, negative saving-investment balance (savings ςinvestments) is funded 
by the trade deficit (EX ςIM). 
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U.S. Trade Balance

Ã All else equal, lower savings rate Č lower net exports 

U.S
.

China

Source: OECD
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U.S. Steel Imports
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U.S. Aluminum Imports

Table 5. U.S. Aluminum Industry Information for Primary Sector and Semi-finished Products
Primary 

Sector

Semi-finished 

Products

Domestic Production (Thousands of Metric Tons) 5,456 8,491

Imports (Thousands of Metric Tons) 3,397 1,599

Exports (Thousands of Metric Tons) 362 1,255

U.S. Consumption (Thousands of Metric Tons) 8,491 8,835

Source: Aluminum Association, 2015 Aluminum Statistical Review

Source: NERA study, 2017.
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Steel & Aluminum Tariffs

Ã Increase in Foreign Import Costs in Primary Metal Manufacturing

Ä Accounts for 25% steel tariffs and 10% aluminum tariffs

Ã Assume tariff revenue returned to consumers via subsidy

Ä Decrease in Personal Taxes

Â Tariff percentage of Primary Metal Manufacturing imports

Ä Other ways to inject tariff revenue into the economy include: 

Â Direct government spending

Â Transfer payments (benefits, entitlements, training, public assistance, etc.)

Â Tax credits

Ã Model: 50 states + D.C., Period of Study: 2018-2027
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Model Framework
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Model Structure
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Steel & Aluminum Tariffs

Ã Primary metal manufacturing imports, national
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Steel & Aluminum Tariffs

Ã Primary metal manufacturing output, national
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Steel & Aluminum Tariffs

Ã Primary metal manufacturing output, by state
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Steel & Aluminum Tariffs

Ã Primary metal manufacturing employment, national
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Steel & Aluminum Tariffs

Ã Primary metal manufacturing employment, by state
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Steel & Aluminum Tariffs

Ã Size of primary metal manufacturing sector, national
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Steel & Aluminum Tariffs

Ã Input costs, by sector 



what does REMIsay? sm

Steel & Aluminum Tariffs

Ã Input costs, by state 
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Steel & Aluminum Tariffs

Ã Production costs, by sector
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Steel & Aluminum Tariffs

Ã Production costs, by state
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Steel & Aluminum Tariffs

Ã Manufacturing output, national

Manufacturing
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Steel & Aluminum Tariffs

Ã Manufacturing output, by state
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Steel & Aluminum Tariffs

Ã Manufacturing employment, national
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Steel & Aluminum Tariffs

Ã Manufacturing employment, by state
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Steel & Aluminum Tariffs

Ã Economy-wide output, national



what does REMIsay? sm

Steel & Aluminum Tariffs

Ã Economy-wide output, by state


