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President Trump’s Tariffs – Assessing the Im-
pact of Various Trade Scenarios - Q&A

All studies I’ve seen show that NAFTA and China joining the World Trade Organization in-
creased U.S. GDP. U.S. manufacturing output has been increasing over this period (jobs 
down, output up). So I don’t think it’s fair to say that trade is a drag on growth. … Isn’t it a bit 
irresponsible to say that the significant increase in the U.S. trade deficit in the past 40 years 
is mainly due to NAFTA and the Chinese joining WTO?

NAFTA and China’s entry into the WTO were a drag on U.S. GDP growth between the mid-1990s and 
mid-2000s given the resulting substantial widening in the U.S. trade deficit during this period. An increase 
in the trade deficit is a near-term drag on real GDP growth via the identity that GDP equals consumption 
plus investment plus government spending plus net trade. However, during the past more than a decade, 
NAFTA and China’s entry into the WTO have boosted U.S. GDP as the trade deficit has stabilized. The 
increased trade has boosted GDP growth through stronger productivity, and potential GDP growth as a 
result of increased competition and the benefits of specialization. If unimpeded, trade with our NAFTA 
partners and China should be a significant contributor to U.S. GDP, as the deep and growing middle class 
in these nations will be large customers for the services and high-value-added products and resources pro-
duced in the U.S.

Where do you see interest rates heading in the Trade Skirmish and Trade War scenarios? 

U.S. short-term rates are stable and long-term rates decline in the two scenarios, while in the baseline 
scenario rates rise. The tariff increases are a negative supply shock, hurting growth, increasing financial 
market volatility, and lifting inflation and inflation expectations. These cross-currents result in no signifi-
cant change in monetary policy. 

Long-term rates decline given the stronger impact of financial market volatility and resulting global 
flight-to-quality into U.S. Treasury bonds. However, interest rates on business and consumer loans spike in 
the short term as uncertainty and market volatility cause banks and other lenders to tighten up on credit 
availability until they get clear signals on the scope and impact of changes in tariff policy.  
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Have you evaluated the scenario where China concedes, and while not totally caving to U.S. demands it does negotiate bet-
ter terms for the U.S?

Yes. In this scenario, the Chinese agree to ease up their technology transfer rules and treat foreign companies operating in China more like 
domestic companies. While this is a more favorable outcome than the baseline, these changes are not substantive enough to change the mac-
roeconomic performance of the U.S. or global economy, at least not any time soon. 

I thought China was financing the U.S. national debt. Can China react to these tariffs in regard to the debt?

The Chinese government holds almost a fifth of outstanding U.S. Treasury bonds owned by foreign governments, and any change to the 
size of its portfolio would certainly influence markets. China could react to tariffs by selling U.S. Treasuries but the Chinese would experience 
large losses in their international investment position as U.S. bond prices plunge. 

In the Trade War scenario, we expect the Chinese government to engage in a competitive devaluation of the yuan. This would require 
China’s central bank to increase its holdings of U.S. securities and would put additional downward pressure on long-run U.S. rates, offsetting a 
small part of the tariff-induced supply shock.   

If these tariffs start to spiral out of control, what do you think are the chances that Congress might intervene and try to 
curb the powers that the president has on trade?

There are Republicans and Democrats on either side of this issue who support the president’s agenda on trade, and pushback on tariffs and 
other protectionist measures has primarily stemmed from business associations and the Chamber of Commerce. 

Restricting the president’s tariff-setting authority would require cooperation between the two major political parties, and despite the 
sweeping nature of the Trump administration’s proposed protectionist policies there is currently little appetite in either party for a deal. This 
may change after the November congressional elections. 

Congress has granted the president wide-ranging power to set tariffs via the Trade Expansion Act of 1962 and International Emergency 
Economic Powers Act of 1977. A rollback would require cooperation on both sides of the aisle even if Democrats take the House in November. 

What are the possible effects on commercial real estate capital markets in a trade skirmish and war? 

The effects of a trade skirmish or potential trade war would be concentrated in major metropolitan area markets that have attracted large 
foreign capital inflows in recent years, such as New York, San Francisco, Los Angeles and Seattle. In a trade skirmish, commercial property 
prices would decline more quickly than the baseline, which calls for a modest correction. A potential trade war would deal a larger setback 
to commercial property prices given the devaluation of the yuan, which would reduce the purchasing power of Chinese investors in these 
key markets. 

Will the business model of U.S. multinationals change now that the tax code has changed? 

We don’t expect the tax legislation to change this model, and U.S. multinationals will continue to grow and invest overseas. While trade 
frictions could restrict the ability of U.S. multinationals to expand in other countries, this is unlikely to result from higher tariffs alone. U.S. 
multinationals will continue to grow and invest abroad save for regulatory or other changes restricting market access. 
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How are you factoring in the lower corporate tax rates in the U.S.? Are you considering the potentially massive repatriation 
of business and dollars into the country? 

We expect businesses to bring a larger share of profits back to the U.S. as a result of the recent tax changes. Any repercussions from trade 
are second-order effects. If a trade war reduces global incomes, corporate profits will be lower and the pool of foreign earnings that could be 
repatriated will be smaller. 

Are U.S. manufacturers and especially auto manufacturers and suppliers changing their investment plans in Mexico? 

While some automakers have nixed plans to build new plants in Mexico following criticism from the Trump administration early last year, 
most continue to ramp up production at existing facilities. European and Japanese automakers continue to add capacity in Mexico given its 
proximity to markets in both the U.S. and Latin America, low labor costs, and the large constellation of first-tier suppliers. 

How did you estimate the inputs for the modeling scenarios into the global model? 

The tariff increase impacts the economy through five key channels (in no order of importance):
 » Prices
 » Investor, consumer and business confidence
 » Foreign exchange values
 » Foreign direct investment
 » Potential productivity growth

Variables in the global model where shocked to account for each of these channels. Each of the shocks was determined in part endog-
enously, and in part exogenously depending on how well the model is able to capture each channel.

Is the negative impact on U.S. services exports the primary factor resulting in GDP decline in the Trade War scenario? 

Global services exports do fall relative to the baseline, and in the Trade War scenario, they decline outright. However, they are not the pri-
mary factor. Tariffs in the Trade War and Skirmish are levied primarily on tradable goods. However, to the extent that a trade skirmish and war 
erode global jobs and incomes, demand for a range of services from travel and business services to intellectual property would decline.  
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