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Abstract. The article analyzes the economic causes and consequences of the trade and
economic war between the USA and PRC. The chronology of the introduction of mutual trade
barriers by these countries and a temporary compromise in the form of the first round of the Trade
Agreement are considered. Based on the systematisation of estimates of the effects of additional
trade tariffs, a contradictory (albeit asymmetric) effect on economic growth, investment and
employment in these countries is shown, as well as a predicted increase in the overall negative
effect for a significant number of countries in the medium term. The main scenarios of the possible
development of trade and economic relations between the United States and China are considered.

The authors note that the trade war provoked the effects of trade reorientation and the
emergence of beneficiaries among third countries, but, due to the transfer mechanism of global
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value chains, the losses to the world economy can largely overlap the overall short-term gain from
such trade substitution. It has been shown that any trade relocation takes time and has additional
costs. Alternative suppliers may not have the same transactional supply efficiency.

Particular attention is paid to the impact of the trade and economic war between the USA and
PRC on the Ukrainian economy. It is substantiated that Ukraine has also acquired certain export
opportunities due to a decrease in the American share in the Chinese market. So, the extremely
dynamic growth of Ukrainian exports to China, which has been observed in recent years, testifies to
the above effect of reorientation and replacement of trade flows. But, at the same time, the
deterioration of world economic dynamics as a result of the trade and economic war increases the
overall risks for the Ukrainian economy, especially in the medium term. In the context of the current
economic policy of Ukraine, the issue of maximizing the utilization of industrial export
opportunities to China and expanding the export of goods with higher added value remains
important.

Key words: trade war, reshoring, trade reorientation, global value chains, foreign economic

policy.

AHortauiss. Cmamms npucesaueHa auanizy eKOHOMIUHUX NPUYUH MA HACAIOKIE@ MOpP2080-
exonomiunoi eitinu misic CLIIA ma Kumaem. Posenawyma XpoHoONo2is 6Npo8aA0NCEHHS 83AEMHUX
mopeosux 0Oap’epié yumu KpaiHamu ma mumMyaco8uti KOMHPOMIC y 6u2isadi nepuioco payHoy
mopeosenvHoi yeoou. Ha ocnosi cucmemamusayii oyinox eghexmisé 000amKoO8UX MOP20BETbHUX
mapughie nokazanull cynepeynusuli (xoua i acumempuyHuil) egexm Ha 3POCMAHHS eKOHOMIKU,
iHgecmuyii ma 3auHAMOCMI )y 3A3HAYEHUX KpaiHax, a mMaKkodC NpOocHO308aHe 30LIbUIEHHS
3a2anbHO20 He2amusHo20 eghekmy Ol  3HAYHOI KIMbKOCMi Kpain )y cepeOHbOCmpPOKOSill
nepcnexmusgi. Pozensinymi 0CHOBHI cyeHapii MOANCIUB020 PO3BUMK) MOP20BO-EKOHOMIYHUX 8IOHOCUH
CILIA ma Kumaro.

Aemopamu HaA20I0ULYEMbBCS, WO MOP208ENbHA GIlIHA CNPOBOKYBANA edhekmu nepeopicHmayii
mopeieni i nosgy Oeneiyiapie ceped mpemix Kpaiw, ane, 8 CULY MPAHCHEPMHO2O MEXAHIZMY
27100ANbHUX IAHYI02I8 CIMBOPEHHA 8APMOCMI, 6Mpamu O/ C8IMOBOI eKOHOMIKU MONCYMb 3HAYHOIO
Mipot0 nepekpumu 3a2aibHull KOPOMKOCMPOKOSUU 6uepaul 6i0 makoz2o 3aMilyeHHs Mopeiéii.
Ilokazano, wo 06y0b-aKa nepeoucioxkayis mopeieni eumazae uacy i mMae 000amKos8i SUMPAmMu.
AnbmepHamusHi nOCMAayaIbHUKU MON*CYMb HE MAMU AHAL02IYHOI MpaH3aKyiuHoi epexmusHocmi
NnOCMaegox.

Ocobnusa ysaca ¢ cmammi npuoiiena nauey mopeoo-eKkoHomiunoi eitinu mixe CIIA ma
Kumaem na exonomixy Yrpainu. Obrpynmogyemocsa, wjo Ykpaina maxodc nabyna neeHi eKCnopmHi
MONCIUBOCMI 8 CUNY 3MEHUEHHS AaMEPUKAHCbKOI 4acmku Ha Kumaicbkomy puHky. Omoice,
HAO036UYALIHO OUHAMIYHE 3POCMAHHA YKpaiHcbKko2o excnopmy ¢ Kumail, sike cnocmepicaemuvcs 6
OCMAHHI POKU, 3ACEIOUYE 3A3HAYEHUN Bulje eexm nepeopicHmayii ma 3aMiueHHs Mop2o8UX
nomokis. Ane, pazom 3 mum, NO2IPUIeHHS CEIMOBOI eKOHOMIYHOI OUHAMIKU BHACTIOOK MOP2080-
EeKOHOMIYHOI GIlIHU 30LIbWYE 3a2albHl  PU3UKU OISl YKPAIHCbKOI eKOHOMIKU, 0COOIUB0 8
CepeOHbOCMpPOKOGili nepcnekmugi. B Konmekcmi nomouHoi eKoHOMIuHOI noaimuxku Yxpaiuu,
BAJCTUBUM  3ANUMUAEMbCA NUMAHHA MAKCUMANbHOL YMUAI3ayii MOACIUGOCMEl NPOMUCTOBO20
excnopmy y Kumaii i po3wupenns excnopmy moeapia 3 6iibul 8UCOKOI0 000AHO 8apMicmio.

KurouoBi cioBa: mopeosenvua itina, pewiopune, nepeopieHmayis mopeieni, 2100a1bHi
JAHYIOHCKU CIMBOPEHHSA 86APMOCI, 306HIUWHbOCKOHOMIYHA NOAIMUKA.

AnHoTauus. Cmamus nocéAwena anaiu3y IKOHOMULECKUX NPUYUH U NOC1e0Cm8euli mopeoso-
akoHomuyeckou 8otinbl mexcoy CIIA u Kumaem. Paccmompena XpoHonocusi 6HeOperus 83aUMHbIX
Mop206bIX 6apbepos dMUMU CIPAHAMU U BDEMEHHbI KOMNPOMUCC 8 6ude Nepeoco payHod
mopeosot coenxu. Ha ocnose cucmemamusayuu oyenox s3¢hghexmoe 0ONOIHUMENbHLIX MOP2OBbIX
mapughoe nokazan npoMuUEOpeyUsslli (Xoms U ACUMMEMPUUHbIL) dpgexkm Ha pocm IKOHOMUKU,
uUHBeCMUYUY U 3aHAMOCMU 8 YKA3AHHBIX CMPAHAX, A MAKdce NPo2HO3Upyemoe ygeauyerue ooue2o
He2amueHo20 3¢gexma O 3HAYUMENLHOSO KOAULECMBA CMPAH 8 CPeOHECPOUHOU Nepcnexmuee.
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Paccmompenwvt ocnosnuvle cyenapuu 603MOXHCHO20 pa36UMuUsi MOP2080-3KOHOMUYECKUX OMHOUEHUT
CLIA u Kumas.

Aemopamu  ommeyaemcs, uymo  Mop208as  GOUHA  CHpPOGOYUposana - Ipghexmol
nepeopueHmayuy mop2oenu u nosiglenHue oOeneuyuapos cpeou mpemvux CmpaH, HO, 8 CULY
MPAHCHepmHO20 Mexanuma 2100a1bHbIX Yenell CO30aHUs CMOUMOCMU, nomepu O/ MUpO8ou
IKOHOMUKU MO2YM 6 3HAYUMENbHOU Mepe NepeKpblmb 00Wull KPAmKOCPOUHbIU GbIUSPLIUL OM
makozo 3amewjenus mopeoeiu. Illoxazano, umo n0bas nepeouciokayus mopeosiu mpedoyem
8peMeHU U umeenm OONOIHUMENbHbIE pacxo0bl. AnbmepHamuensie NOCMABWUKU MO2YI He UMEemb
AHANO2UYHOU MPAH3AKYUOHHOU I PEKMUBHOCMU NOCMABOK.

Ocoboe eHumaHue 8 cmamve YOeNeHO GIUAHUID MOP2080-IKOHOMUUECKOU BOUHbL MeHCOy
CLIA u Kumaem na sxonomuxy Ykpaumsi. ObocHosvisaemcs, umo YKpauna makaice npuoopena
onpeoeyieHHble IKCHOPMHbIE BO3MONCHOCMU 6 CUNLY YMEHbUUEHUs aMepUKaHCKol 001U Ha
Kumatickom puiHke. Mmak, upe3svluaiino OUHAMUYHBIL POCM YKPAUHCKO20 9Kkcnopma 6 Kumai,
KOmMopbwvlll HAO00aemcsi 8 NOCieoHue 200bl, CEUOemenbcmeyen 00 YKA3aHHOM evlute 3pgexme
nepeopueHmayuu U 3ameujenus mopeosvix nomoxos. Ho, emecme ¢ mem, yxyouienue mMuposoi
IKOHOMUYECKOU OUHAMUKU 8 pe3ylbmame mop2080-3KOHOMUUECKOL BOUHbL yeenuuusaem ooduyue
PUCKU 01 YKPAUHCKOU DKOHOMUKU, OCOOEHHO 6 CpeOHecpOuHOl nepcnekmuse. B kommexcme
mekyujeli IKOHOMUUECKOU NONUMUKU YKpauHbl, BAXCHLIM OCMAemcs 80NPOC MAKCUMATLHOU
VIMUAU3AYUY B03MONCHOCMEU NPOMbIULIEHHO20 dKcnopma 6 Kumaii u pacwupenus skcnopma
mosapos ¢ bojiee 8blCOKOU 000ABIEHHOU CIMOUMOCTBIO.

KiroueBble ciioBa: mopeosas 6ouHa, peulopune, nepeopuenmayus mopeoséiu, 2100aibHble
YenouKu co30anusi CmouUMoCmu, 6HeUHeIKOHOMUYECKAsl NOUMUKA.

Formulation of the problem. Trade wars are not a new phenomenon in human history. Most
often, trade war is generally understood to mean the seizure of foreign markets or the prevention of
seizures using instruments such as tariffs, quotas or sanctions. Thus, any country can use a trade
war as a foreign policy action aimed at maintaining its economic position or to increase it through a
strict trade policy to other countries.

The trade conflict between the United States and China, its tools and implications for these
economies and other countries in general is of particular interest.

The United States sees danger in China's potential absolute dominance in the world economy,
given factors such as growing imbalances in their bilateral trade, growing Chinese high-tech
companies’ competitiveness, and increasing foreign direct exports from China. According to US
officials, China conducts an unfair trade policy by taking advantage of trade liberalization and
WTO membership. At the same time the PRC keeps its home commerce safe from foreign
competition by providing subsidies and promoting exports through currency devaluation.
Technology theft and reverse engineering, mishandling of intellectual property rights,
environmental concerns and even human rights are among the accusations that the United States
brings to China.

Analysis of recent research and publications. This topic is in the centre of attention of both
foreign and domestic economists and think tanks. Modern economic theory and practice need to
research and assess the losses from the trade war. For example, C. Vlados (2020) concludes that the
trade war is another proof of gradual restructuring of the global balance. He believes that the long-
term consequences of the trade conflict between the USA and the PRC will lead to formation of a
new global economic system structure. This new structure will essentially bring a new global
balance regime, which he calls the ‘new globalization’. Chad P. Bown (2019, 2020) explored the
impact of introduction of reciprocal tariffs on the parties to the conflict and the rest of the world and
the consequences of the first phase of the Trade Agreement between the United States and China.
The author believes that the treaty has no chances to succeed, because the fundamental differences
between these countries have not been resolved. According to K. Itakura (2020), the trade war
between the USA and PRC has a significant negative effect on the world economy as it leads to a
reduction in global value chains. As a result, the ongoing trade conflict between these countries will
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reduce world GDP by $450 billion. M. Li, E. J. Balistreri, and W. Zhang (2020) have showed the
redistributive effects of increasing import duties. They have concluded that trade flows between the
United States and China will be refocused on their major trading partners, which would increase
prosperity in those countries, including many Asian countries.

The McKinsey Global Institute (2019) Report uses China-World Exposure Index to reflect the
extent and implications of China's growing involvement in the global economy. The researchers
have shown the development of China's domestic consumer market, and China's place and role in
global value chains.

G. H. Hanson (2020) argues that the new increased tariffs are unlikely to have a significant
impact on US employment. Increased US tariffs do not cover all US imports, but only focus on
China. Therefore, they will impact employment growth to some extent.

M. Amiti, S. H. Kong, and D. Weinstein (2020) have conducted an econometric analysis of
the impact of the trade war on the American companies’ investment. According to their
calculations, the tariffs had a negative impact on the stock performance of the largest US companies
in 2018-2019. Additional duties will reduce the growth rate of investment by US companies by
1.9% by the end of 2020. V. Archana (2020), based on a partial equilibrium model approach, using
disaggregated data, also concluded that US losses would far outweigh the negative effects on
China's economy. X. Tu, Y. Du, Y. Lu, and C. Lou (2020) on the basis of econometric modelling
predict that import duties introduced in 2018 are going to lead to a decrease in US imports from
China and Chinese imports from the US in the medium term by about 91,46 and 36.71 billion
dollars, respectively. D. Steinbock (2019) regards the trade war in the context of global
technological rivalry. He considers that in the future, intense technological competition between the
USA and PRC will deepen and intensify, which could lead to negative consequences for the
development of the world economy.

The analysis of the consequences of the trade conflict for the economy of Ukraine is an
important aspect of the research. Z. Hong (2019) outlines the latest general changes in the
international environment and intra-Ukrainian factors in the context of relations between Ukraine
and PRC, recognizing that other post-Soviet countries have been better able to reap the benefits of
cooperation with China. Z. Fenghe (2020) gives a quantitative and qualitative assessment of the
foreign trade relations between Ukraine and China, explaining the reasons for the existing
imbalances, and offers additional vectors for the development of cooperation, focusing on
agricultural products. Ukrainian experts emphasize that the potential benefits of involvement in
Chinese projects are significant, outlining possible scenarios for such interaction. The
Razumkov Centre's study (2019) provides a comprehensive assessment of the impact of the trade
war on Eastern Europe and Ukraine (for comparable economies). Experts of the Centre see both
challenges (given the slowdown in global economic growth) and opportunities (given the natural
resource and human potential of Ukraine) in the current situation.

The purpose of the study is to further study the causes and current consequences of the trade
war between the USA and the PRC for each party, analysis of possible scenarios, and assessment of
the effects and impact of this trade conflict on Ukraine's foreign trade.

The important research results. The tense state of economic relations between the USA and
the PRC has its own background and has been repeatedly discussed.

In March 2016 the Entity List was presented, according to which American companies were
prohibited from doing business with the companies listed (Burns et al., 2019).

In January 2020, the parties managed to sign the first phase of the Trade Agreement. The first
phase of the Trade Agreement between the USA and the PRC entered into force on February 14,
2020. Under it, average US tariffs on imports from China remain more than six times higher than
before the trade war in 2018; average Chinese tariffs fell only slightly. At the same time, the United
States imposed new steel and aluminium tariffs of nearly $450 million to support industries affected
by previous tariffs, harming mainly imports from Taiwan, Japan and the EU, and to a lesser extent
China; on the other hand.
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The main condition of the long-awaited Trade Agreement was China's commitment to import
American goods and services worth at least $200 billion more than in 2017 over the next two years.

A year after signing of the first phase of the Agreement, China was still significantly "failing"
its commitment to purchase more American goods. In the first 11 months of 2020, China's
purchases of products included in the Agreement reached only 56-58% of the level specified in the
Agreement of the first phase (Zhou, 2021).

Following the signing of the Agreement, the Customs Tariff Commission of the State Council
of China announced a new list of goods from the United States that may be excluded from the
relevant tariffs for a period of one year. From September 2020, China will phase out import duties
on US goods (almost 700 US goods, including key agricultural and energy products) were
exempted from penalties in February, as a step towards implementation of the Sino-US Agreement
signed in January.

Shortly afterwards, the US Trade Representative's Office (USTR) announced 37 lists of
exemptions that excluded specific Chinese imports from US additional tariffs. In August 2020, the
US Customs and Border Protection (CBP) issued a notice requiring Hong Kong-made goods
exported to the United States to be labelled "Made in China.” This would mean that exports from
Hong Kong to the United States could be covered by additional tariffs that the United States
imposed on Chinese goods during the trade war.

The United States imposed restrictions on Chinese export in order to get some benefits for
national economy, as the following:

1. Reduction of bilateral trade deficit and reshoring to the US

One of the motives for such US policy was the desire to increase jobs by repatriating
American capital and reindustrialising the potential of the energy shale revolution, digital
breakthrough, and technological advances in the third and fourth industrial revolutions (Pidchosa &
Buz, 2020).

It should be emphasized that mutual trade with China is a significant factor influencing the
growth of the US current account deficit (see Fig. 1). In 2019, the US trade deficit with China
amounted to 320.8 billion US dollars. 19% of China's total exports goes to the United States. But
only 8.3% of US exports go to China.

Figure 1. US trade with China (billion US dollars, 1985-2018)
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Source: United States Census Bureau (2020).
2. Reduction of the federal budget deficit The United States will need additional revenue
sources, such as tariffs, to balance its budget, and tariffs on Chinese goods are seen as the main
source of such revenue. The US federal budget deficit grew to more than $3.1 trillion as of January
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1, 2021. If in 2018 it was equal to 3.8% of GDP, then in 2020 it soared to an unprecedented (in non-
military time) level of 14.9% (Congressional Budget Office, 2020b).

3. Reduction of China's high-tech capabilities The USA is dissatisfied with China's demands
to set up joint ventures and buy companies in developed countries (in the US in particular) to
transfer technology. The US is also concerned with China's success in implementing a strategic plan
to modernize production based on achievements of Industry 4.0 (5G networks, artificial
intelligence, quantum computing, thermonuclear syntheses, robotics, additive technologies, bio- and
space technologies, robotics, etc.).

IMPLICATIONS FOR CHINA

To understand and assess further developments, we will consider the consequences of the
trade war for both sides.

K. Itakura used the general equilibrium model of global trade to show the impact of the trade
war on investment and economic productivity. According to his estimates, the scenario of further
escalation of the trade conflict will result in a decrease in gross domestic product in China by 1.41%
and the United States by 1.35% (ltakura, 2020).

M. Lee, E. J. Balistreri and W. Zhang (2020) found that even after the first phase of a Trade
Agreement, the decline in welfare in China is estimated at 1.7% and in the United States — at 0.2%.
They believe that China's exports to the United States may decrease by 52.3%, and imports from
this country will decrease by 49.3%.

Studies show the negative effects of the trade war on China's economy. Although China
showed the highest (compared to other countries) growth rate in 2020, it is clear that it should have
been greater in the absence of the negative effects of the trade war. In 2020, China's GDP increased
by 2.3%. The macroeconomic dynamics of the country were affected not only by the trade conflict
with the United States, but to an even greater extent, by the global lockdown due to COVID-19.
Nevertheless, Chinese economists expect China's GDP to grow by 8.2% in 2021, continuing to
outpace all other industrialized countries (Bermingham & Wang, 2021).

According to X. Wang, Z. Zhong, and J. Yao (2020), the country's private firms which were
involved in significant export-import activities were particularly affected by the trade conflict. The
stock performance of these firms, as well as investment opportunities declined too. The negative
effect for state-owned companies was much weaker.

Figure 2 Trade balance of the PRC (in billion US dollars, 2000-2018)

3,000

38 382
297
102 178 262 198 185 158 233 261
5 26 32 gl 0 [l I]
0 - m B EEmB
N 8P

N T P R - T N - T T R PR
N oy Ay Y

I Trade Balance Exports —ss|mports

Source: World Trade Atlas and China Customs Administration

In general, China's exports increased by 3.6% compared to the previous year, while imports
decreased by 1.1% in 2020. China's trade surplus last year was $535.03 billion, the highest since
2015. In 2020, imports from the United States increased by 9.8% to 134.9 billion US dollars, while
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exports increased by 7.9% — to 451.8 billion US dollars, resulting in a trade balance of 316.9 billion
US dollars (Mullen & Wang, 2021).

China's trade surplus with the United States rose to $316.91 billion in 2020 from $295.77
billion in 2019, despite China's commitment to acquire under the first phase of the Trade
Agreement and high tariffs (Zhou, 2021).

Some analysts predict that a recent $1.9 trillion stimulus package by US President Joe Biden
could have global implications for trade growth. If it is successful in stimulating American growth,
it may eventually increase the already strong US demand for Chinese products (Wang & Lee,
2021).

The effect of the trade war on China's economy was also weakened by a record inflow of
foreign direct investment to China. Contrary to previous expectations that the redeployment of US
and European MNCs to other countries with cheap labour and a favourable customs regime for
exports to the US would lead to a reduction in new FDI to China, 2020 figures showed the opposite.
According to UNCTAD, China was the largest recipient of foreign direct investment inflows in
2020 of 163 billion US dollars. It is well ahead of the United States, which was a major importer of
FDI in recent decades. In 2020, the inflow of new MNCs investment in the USA was 134 billion
dollars. (China Daily, January 25, 2021).

CONSEQUENCES FOR THE USA

The United States also felt the contradictory effects of the trade war.

Despite US tariffs, in 2020, China's annual trade surplus with the United States amounted to
$323.32 billion, a record high. According to a study by the US National Retail Federation, a 25%
tariff on Chinese furniture will cost American consumers an additional $4.6 billion annually (NRF,
2018).

An analysis conducted by the Peterson Institute for International Economics showed that
China introduced uniform tariffs averaging 8% for all its importers in January 2018, before the start
of the trade war. By June 2019, tariffs on US imports had increased to 20.7%, and tariffs for other
countries had fallen to 6.7%. The analysis also showed that average US tariffs on Chinese goods
increased from 3.1% in 2017 to 24.3% by August 2019 (Bown, 2019).

According to Moody’s Analytics, by August 2019, 300,000 US jobs had either been lost or
not created due to the trade war, particularly affecting the manufacturing, warehousing, distribution,
and retail sectors (Newman, 2019). Until September 2019, American manufacturers reduced their
capital investment and postponed employment due to uncertainty caused by the trade war.

The Congressional Budget Office has announced its estimates of the impact of tariffs on the
US economy. By 2020, tariffs had reduced US real GDP by about 0.3%, reduced real consumption
by 0.3%, reduced real private investment by 1.3% and reduced real household income by $580.
USA (~1%). Real US exports were 1.7% lower and real imports were 2.6% lower. The Budget
Office expects that the negative effects will persist, but will be less in the future as companies
reorient their value chains to countries that are not subject to tariffs (Congressional Budget Office,
2020a).

A number of studies have identified sectoral effects of the rising import duties on the US
economy. In particular, this applies to the negative impact of the trade war on exports of American
agricultural products. Such losses are estimated at $13.5-18.7 billion annually (Grant et al., 2021).
According to the U.S. Farmers' Bureau, agricultural exports from the United States to China fell
from $24 billion in 2014 to $9.1 billion in 2018, including declining sales of pork, soybeans and
wheat (Schoen & Breuninger, 2019).

Immediately after the inauguration of newly elected US President Joe Biden, a group of major
US companies operating in China warned in a statement, citing Oxford Economics, that further
escalation of tension and the split of the two economies could cut US GDP by 1.6 trillion US dollars
over the next five years. This could lead to the loss of 732,000 jobs in the United States in 2022 and
320,000 jobs in 2025 (Wong, 2021).
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A study commissioned by the US-China Business Council found that a trade dispute resulted
in the loss of 245,000 US jobs. A gradual reduction in tariffs to about 12% from the current 19
percent will lead to additional $160 billion in GDP and 145,000 new jobs by 2025, the report says
(Wong, 2021).

There are different views on possible ways of the future development offered by experts in the
trade war between the USA and PRC (e.g. Kapustina et al, 2020). We consider the following 3
scenarios for the further course of events to resolve the conflict as the most probable:

Scenario 1. Consensus searching for preventing further tensions.

The trade war will end in a compromise if the countries take a more flexible negotiating
position. China has already declared its readiness to introduce the following steps: open its car
market; liberalize the banking sector; strengthen the protection of intellectual property rights;
increase imports of goods and services from the United States; reduce government subsidies to its
business; make the transfer of American technology more transparent. Scenario 2. Freezing the
trade conflict.

It is worth noting that the newly elected US President Joe Biden suggested the possibility of
revising the first phase of the Trade Agreement (Bloomberg, 2021). But as the United States
continues to view China as a strategic competitor, there is a high probability that the trade conflict
will not be completely resolved. It may freeze this trade conflict for the next years as minimum in
mid-tirm perspective. In such scenario the United States will lower trade deficit with China but
overall trade deficit may be even higher. The goods of Chinese origin will be supplied to the US
market from other countries, such as neighbouring Asia-Pacific region (APR) countries.

Scenario 3. Escalation of the trade conflict.

Although this scenario seems unlikely, it cannot be completely ruled out. The trade war in this
case can be complemented by restrictions on technology, investment and finance. As a result, China
will have to cut export-oriented production and it will seek to oust the United States from the APR.
At the same time, China will pursue a policy of ‘substituting’ the US market, actively increasing
trade and investment ties with Europe, Japan and neighbouring Asian countries.

By promoting reshoring policies and economic incentives, the United States will encourage
American global firms to return to the United States (Pidchosa & Namonyuk, 2018). To date,
according to a survey conducted by the American Chamber of Commerce in Shanghai, 78.6% of
companies surveyed said they would not transfer their investment from China (China Daily, January
22, 2021). But the situation may change in the future. As a result, the role of the United States in
global value chains and international trade will decline (Rogach, 2020a). According to D. Steinbock
(2019), the global trade and technology conflict between the United States and China may escalate
into a ‘separation’ of the two economies and lead to a prolonged global recession and a new
geopolitical confrontation.

THIRD COUNTRIES

Third countries may substitute part of bilateral US-China trade. As a result of such trade
diversion or substitution effects, China has been able to maintain almost 75% of its trade in targeted
products. Figure 3 presents the effects of trade reorientation for individual countries.

The shift of emphasis in the field of China's foreign economic relations to countries and
regions such as the EU, ASEAN, Japan and Russia can imply the reorientation of trade of the PRC
(Lau, 2019). In addition, the Asian market is becoming more important for European business than
the US market. Consumer spending has quadrupled in China than in the United States over the past
decade. The trade war would result in losses for both parties to the conflict, but it could bring short-
term benefits to other countries. As noted above, one of the consequences of the introduction of US
and Chinese tariffs was an increase in US imports from other countries. In this context, the key
question is which country has taken China's share of the United States market, i.e. which countries
have benefited from the trade war and to what extent (Nicita, 2019).

Since the start of the trade war, along with restricting US imports from China, six Southeast
Asian countries and Taiwan have organized supplies of nearly 1,600 new categories of goods they
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have never sold to the United States before (Vilmi et al., 2019). In this scenario, the United States
will achieve its goal of reducing the trade deficit in bilateral trade with China, but the trade deficit
with other countries may increase significantly.

Figure 3. Effects of trade reorientation by countries and regional groups (first half of
2019)
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But any relocation of trade takes time and incurs additional costs. Alternative suppliers will
not have similar transactional supply efficiency (Rogach, 2020b). That is why the trade war may
have a final negative effect (even with trade substitution) for the welfare of both countries. This is
especially true for key industries — engineering, electrical engineering, and telecommunications.
Reformatting global value chains in these industries is a lengthy and costly process.

It should be noted that some studies show a very complex multiplier effect of the introduction
of higher tariffs on third countries. This is due to the so-called ‘transfer’ mechanism of global value
chains. In this case, aggregate tariffs of third countries increase and, thus, there will be a negative
effect even for countries that are partners of the United States or China in global value chains. Such
negative effect represents the rise of cost for the third countries export (minimum 500 million US
dollar). Chinese tariffs on US imports have a smaller diffusion effect, but it will also be felt through
transfers in global value chains (Mao & Gorg, 2020).

UKRAINE

Let us consider the impact of the US-China trade war on Ukraine's foreign trade. Ukraine's
economy is a small open economy whose growth depends on the conditions of foreign trade. The
trade war between the United States and China, as well as the corresponding countermeasures of
third countries, are already having a contradictory effect on Ukraine and its industrial growth
(Razumkov Centre, 2019). In other words, the trade war creates both risks and unprecedented
opportunities to increase Ukrainian exports to China, given the declining US share of the Chinese
market. China is undoubtedly one of the priorities of Ukrainian policy, as evidenced by Ukraine's
participation in the Belt and Road Initiative and the increasing volume of mutual trade, which has
been growing rapidly since 2015 (Figure 4).
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Figure 4. Bilateral trade in goods between Ukraine and China for 2012-2020 (billion
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According to 2020, exports from Ukraine to China increased by 49.4% year on year (in 2019
—63.3%), and imports from China decreased by 10.7% year on year (with an increase by 20.9% in
2019). Over the past two years, exports to China have almost doubled each year (from $2.2 billion
to $7.1 billion). Thus, China is consolidating its position as the first separate export destination for
Ukraine and one of the main single export markets of Ukraine with a share of 14.4% of total exports
(2019 — 7.2%), compared to 6.7% and 5.5% shares in Poland and Russia, respectively.

In general, the largest items of Ukrainian exports in 2020 were goods of the agro-industrial
complex. In particular, during the year Ukraine sold crop products for 11.9 billion dollars — 24.1%
of total exports. Grain exports amounted to 9.6 billion dollars or 19.5% of total exports. The second
item of Ukrainian exports was metallurgical products. Ukrainian companies sold non-precious
metals and articles for $9.04 billion (18.3% of total exports). The third commodity item includes
fats and oils, which Ukraine sold for $5.77 billion (11.7% of total exports showing an increase of
22.8%).

As for exports to China, the largest export item in 2020 was mineral products — $2.5 billion.
Crop products went next — $1.89 billion. (of which corn sold for 1.38 billion dollars, barley for 470
million dollars); fats and oils — $1.11 billion; base metals $625 million; finished food products $505
million; other goods $229 million; wood 126 million US dollars (State Customs Service of Ukraine,
2020).

For example, for Ukraine, the effect of trade reorientation as a result of the trade war was that
it assumed the share of the United States in corn imports to China. Ukrainian corn sales to China
rose from $26 million in 2013 to $896 million in 2019 and $1.38 billion in 2020, along with
declining corn sales in the United States from $847 million to $75 million over the same period.

At the same time, it should be noted that Ukraine supplies China with low-grade raw
materials and other products that are easy to replace from other sources, and China exports
industrial equipment and consumer goods.

Over the last decade, Ukraine has taken a niche that will be very difficult to break out of.
Three types of goods account for 70-80% of the country's exports to China. The production of these
goods not only creates few jobs, but also does not create significant value. These products are also
vulnerable to fluctuations in world prices, competition from other producers and protectionist
policies, with Ukrainian exports accounting for about a third of the country's GDP, so trends in the
global agricultural sector are particularly important for its macroeconomic stability and
international trade.

At the same time, it should be noted that the Chinese market is quite closed for many
Ukrainian export items. Import duty rates can reach levels that make it impossible to export. China
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is gradually reducing tariff protection for consumer goods. At the same time, it applies high non-
tariff barriers to international trade. Due to the complex process of market opening, access to it
remains limited for Ukrainian agricultural producers.

Thus, Ukraine has a window of opportunity to increase export supplies in the short term
(given the potential for settling disputes between the United States and China, as well as the fierce
struggle for access to the Chinese market by other countries). The effectiveness of its use depends
on the speed of reaction of producers to new opportunities and government support for the
promotion of Ukrainian exports to the Chinese market.

Conclusions. The study has found that the use of regulatory mechanisms in the trade war
between the USA and PRC causes economic damage to both sides. Such conflicts have no winners
in the long run, but in some cases some countries may temporarily benefit from bilateral trade
disputes because the flow of goods may be redirected through and/or to them.

The rapid growth of Ukrainian exports to China, especially in the agricultural sector, is also
due to the effects of the trade war between the United States and China. This situation has forced
China to look for alternatives to American agricultural products in other markets. Ukraine can also
benefit from involvement in infrastructure projects such as the Belt and Road Initiative and
inclusion in the global value chains for certain segments of intermediate products. But the overall
negative effect of the trade war on the world economy can significantly offset these benefits and
pose additional trade and investment risks to the Ukrainian economy.
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