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Take-Aways
	The tariff war that the United States is waging with China and other countries could have considerable consequences for governments, businesses and consumers. 
	Some forecasts indicate a loss of US GDP of “one to two basis points” and a cut in world output of less than 1%, while others predict declines of 5% and 2.5%, respectively. 
	While a tariff’s impact on growth throughout the economy – the overall “welfare loss” – is fairly small, businesses and consumers can prosper or suffer at much higher levels.
	To understand how a tariff will affect their own businesses, executives must assess their positioning in global value chains, focus on the “elasticities” of the market rather than the size of the tariff, and consider the impacts of nontariff barriers.
	A tariff by itself won’t hurt or help a company; what matters is how the firm, its customers and all its competitors respond to it.


Recommendation
The revamp of the North American Free Trade Agreement, trade skirmishes with the European Union and potentially more than $500 billion in tariffs on Chinese goods are escalating US trade conflicts with both allies and foes. Yet, for all the rhetoric and noise, tariffs will affect stakeholders in different ways. This informative report by Boston Consulting Group professionals Christian Ketels and Martin Reeves explores the complex labyrinths of the current trade imbroglio and provides a valuable overview of its implications for business owners and executives.

Summary
The tariff war that the United States is waging with China and other countries could have considerable consequences for governments, businesses and consumers. Policy experts differ widely on their estimations of tariff headwinds on global growth. Some forecasts indicate a loss of US GDP of “one to two basis points” and a cut in world output of less than 1%, while others predict declines of 5% and 2.5%, respectively. While a tariff’s impact on growth throughout the economy – the overall “welfare loss” – is fairly small, businesses and consumers can prosper or suffer at much higher levels. In the steel industry, a proposed US tariff of 25% would enable domestic mills to gain market share and higher profit margins at the expense of end users and foreign producers. The welfare loss totals just 0.5% of market revenue, but overseas competitors would see one-third of their sales disappear, for a loss of 10% of market revenue. 
“Protectionism alone will not trigger a global recession, but its macroeconomic repercussions could.”

To understand how a tariff will affect their own businesses, executives must assess their positioning in global value chains. Firms can skirt tariffs by manufacturing in or sourcing parts from lower-cost countries. The global automotive sector uses its international footprint to maneuver when tariffs escalate. Business leaders should also focus on the “elasticities” of the market rather than the size of the tariff. In inelastic markets, companies can easily manage through high tariffs on products, which consumers will continue to purchase despite price increases. Conversely, even a low tariff may cause a firm to lose much of its share in a highly elastic market. 
“Don’t mistake the tariff or its calculated trade impact for the impact on you.”

Moreover, corporate executives need to look beyond tariffs to nontariff barriers, which can have significant effects on trading volumes and access to markets. These include policies on “local content requirements” and “health and safety standards.” Firms incur costs in satisfying these requirements, and those costs are typically higher for foreign companies competing against domestic businesses. 
“The shift in market shares and profits is much larger than the net welfare loss. And for individual firms it is these changes in market share and profit that matter.”

In the final analysis, company leaders may need to alter their business strategies under the new conditions. A tariff by itself won’t hurt or help a business; what matters is how the firm, its customers and all its competitors respond to it.
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he trade dispute between the US and China continues to

escalate. Tariffs of 25% have been imposed or announced on
$50 billion of imports from China, and tariffs on a further $200
billion are now being reviewed. China has retaliated against the
first round of US tariffs and has vowed to continue to do so in
response to any further US action. A number of other trade
relationships, from steel and aluminum to NAFTA and the US-EU
automotive trade, are seeing tensions as well. With some of the
world’s largest trading relationships embroiled in an escalating
trade conflict, how high might the cost to the global economy and
to your firm be?

Business leaders get divergent signals on how worried they should
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