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Trump Tariffs and Roundabout Trade'
ByTADASHI ITO"

Although there are many news articles of tariff dodging via the re-
routing of made-in-China goods through third countries, relabeling
these goods as made in Mexico or made in Vietnam, there have been
no scientific studies on this issue. This paper provides statistical
evidence regarding whether such practices are taking place. Using
monthly trade statistics at the most disaggregated level and analyzing
data up to 2019, the year before the COVID-19 shock, little evidence
of roundabout trade is found. With an extended dataset up to 2023,
overall there is little sign of roundabout trade, although some slight
signs of roundabout trade are found for Mexico and Vietnam.
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I. Introduction

It is without doubt that one of the largest unexpected shocks in international trade
over the past 20-30 years was the launch of a trade war against China by former
United States (US) President Donald Trump. Many academic papers have shown that
Trump’s tariffs substantially reduced Chinese exports to the US. On the other hand,
some reports suggest that artful dodging of the Trump tariffs took place through, as
one example, a strategy known as roundabout trade, or detour trade.! When goods
are exported to final destination countries via third countries to circumvent export
embargos on the destination countries or to avoid high import tariffs imposed by the
final destination countries, such exports are referred to as roundabout or detour trade.
Many news articles? have suggested that Chinese goods navigated alternate trade
routes to the US; in other words, exporters used third countries to bypass the Trump
tariffs. However, these news articles are short of hard evidence supported by robust
scientific analysis. This study will investigate this issue through scientific methods,
intending to investigate whether or not roundabout trade is prevalent, i.e., if there are
general signs of roundabout trade for many countries, rather than examining
particular cases of roundabout trade. To this end, monthly trade data at the highly
disaggregated product level is used, as such data are available for many countries for
the appropriate period to investigate the issue. Admittedly, to identify roundabout
trade precisely, firm-level export/import data are needed, but these data are available
only under strict conditions of use and only for certain countries. Moreover, this
information is typically unavailable for recent years.

As shown in Table 1, Trump’s tariffs against China covered a wide range of
products. More than 60% of HS 8-digit product lines were targeted by the Trump
administration with a substantial import duty rate of 25%. Thus, the effects of
Trump’s tariffs on US-China trade and the subsequent impact on world trade have
been a hot subject investigated by many trade economists over the past few years.
Many academic papers show a substantial decrease in Chinese exports of Trump-
targeted goods to the US. Some studies show that several other US partner countries
increased their exports to the US at the expense of China. On the other hand, some
studies suggest that China appears to have increased its exports to other countries
even more than it reduced its exports to the US. Specifically, it seems that China in
fact expanded its exports of Trump-targeted goods to the world (Ito, 2022a). One
potential explanation is that China may have genuinely increased its exports to third
countries through policy changes by the Chinese government, such as the export VAT
refund. Another potential explanation is tariff dodging, as mentioned above. This
study investigates tariff dodging through roundabout trade, as it has captured much
attention from the media and the public.

IThis paper uses the terms ‘roundabout trade’ and ‘detour trade’ interchangeably.
“See, for example, https://asia.nikkei.com/Spotlight/Datawatch/Chinese-goods-navigate-alternate-trade-routes-to-
US-shores or https://edition.cnn.com/2022/12/02/politics/china-solar-tariff-investigation-climate/index.html.
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TABLE 1—OVERVIEW OF TRUMP TARIFFS

List 1 List 2 List 3
Lst: 24 September 2018
2nd: 10 May 2019
China's laws, politics, practices or actions may be unreasonable or
The purpose of the trade act discriminatory and may be harming American intellectual property
(IP) rights, innovation, or technology development.

Date of the executive orders being

effective 6 June 2018 23 July 2018

Relevant U.S. domestic law Section 301 of the Trade Act of 1974
The number of targeted items* 818 279 5745
. 1st:10%
0, 0,
Ad valorem duties 25% 25% 2nd:25%
High value-added Industrial products Consumer products
The characteristics of targeted items* product's (industrial eg (plastics, e.g (hqme appliances,
equipments) semiconductors, chemical products,
railway parts) textile products)

Note: Targeted goods are defined at HS 8-digit. The total number of HS 8-digit goods is 11300. Source: Author's
elaboration from the (USTC)'s official announcement. See the reference for the URL.

A. Literature

Previous studies focusing on this topic, although not necessarily exhaustive, found
mostly negative impacts of Trump’s tariffs on the US economy. Using difference-in-
difference estimations, Amiti, Redding, and Weinstein (2019) and Amiti, Redding,
and Weinstein (2020) showed substantially negative effects of Trump’s tariffs on
Chinese exports to the US. More specifically, the US tariffs are almost entirely borne
by US firms and consumers (no terms of trade effect). A substantial redirection in
trade in response to the 2018 tariffs took place. A 10% tariff is associated with
approximately a 10% drop in imports for the first three months, but this elasticity
doubles in magnitude in subsequent months. Amiti, Redding, and Weinstein (2019)
showed that the cumulative deadweight welfare cost (reduction in real income) from
the US tariffs was around $8.2 billion in 2018. In an event study estimation,
Fajgelbaum et al. (2020) showed that the US import values of Trump-listed goods
from targeted countries decreased by 31.7%, whereas the US total import values for
Trump-listed goods, irrespective of the import partner country (regardless of whether
the import partners were subject to the Trump tariffs or not) decreased by 2.5%. US
firms and consumers who bought Trump-listed imported goods suffered US$51
trillion in real income losses, equivalent to 0.27% of US gross domestic product
(GDP). The sum of this loss for US firms and consumers plus the increase in
consumer surplus (due to a slight decrease in the border price) and tariff revenues
resulted in a loss of US$7.2 trillion, equivalent to 0.04% of US GDP. Studying the
tariff pass-through at the levels of US retailers and consumers, Cavallo et al. (2021)
also showed findings similar to those by the studies above, most notably the
complete pass-through of the Trump tariffs to US domestic prices. For consumer
goods such as washing machines, handbags, and refrigerators, they found that the
tariff burden fell completely on retailers, not consumers, as they found that the retail
prices of these goods did not change.

Trump’s tariffs against China had discernible impacts on the Chinese economy.
Chor and Li (2021), using satellite readings of night-time luminosity, showed that
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locations within China that were more exposed to the US tariffs experienced a greater
decrease in night light intensity, pointing to contracted local economic activity. Cui
and Li (2021) showed that the US import tariff hikes were associated with relative
reductions in Chinese new firm entry rates. He, Mau, and Xu (2021) found that firms
that were relatively more exposed to US tariffs in 2019 responded by posting fewer
job advertisements in the six months following the tariff increase. The reduction
amounted to 2.4%-3.2% fewer advertisements on average per firm.

Trump’s tariffs against China affected third countries as well. Using information
at the tariff-line level on sanctions and retaliations and encapsulating this information
in a general equilibrium framework featuring imperfect competition, recursive
dynamics, and global value chains (MIRAGE-e V2), Bellora and Fontagné (2020)
found that, consistent with political economy determinants, these twists of value
added were transmitted to production factors, leading to sizeable creation and
destruction of jobs and the reallocation of capital to the benefit of protected sectors,
mostly at the expense of their clients. Regarding the effects on the activities of
Japanese firms, Sun et al. (2019) using information on the activities of Japanese
multinationals in China, showed that Chinese affiliates, especially those with high
exposure to trade with North America, in general saw a decline in sales after the trade
war began. Ito (2022a) found that Trump’s tariffs against China substantially
decreased US imports from China, whereas many US import partner countries
increased their exports to the US at the expense of China, in a kind of trade diversion
effect. The study also found that whilst there was no sign of a decrease in border
prices of US imports from China (no terms of a trade improvement), US imports
from other partner countries of Trump-listed goods (targeting China) showed a
decrease in their border price. Ito (2022b) showed that there was no increase in
Japan’s import values/quantities of Trump-targeted goods from China, finding
however that the import price decreased slightly. Surprisingly and contrary to a priori
expectations, it was also found that Japanese industries that are linked as upstream
industries of China’s (downstream) industries subjected to Trump’s tariffs increased
their exports to China. To investigate the reason for this unexpected result, the
analysis focused on China’s exports of Trump tariff-targeted goods to the world and
found that China increased its exports of those goods to the world. Specifically, the
increase in China’s exports to countries other than the US more than offset the
decrease in its exports to the US. On the other hand, somewhat contrary to Ito’s
(2022b) finding, Hayakawa et al. (2022) argued that the decrease in China’s output
exports to the US caused by the Trump tariffs reduced China’s input imports from
supplier economies, especially from Taiwan.

Tariff dodging by trade through third countries may explain the above-mentioned
seemingly increasing exports of Trump-tariff goods from China to countries other
than the US. This study investigates whether there is evidence of such roundabout
trade using large and detailed trade statistics. Iyoha et al. (2024) presented the same
research question in their study. Using Vietnamese customs data at the firm level,
they showed that 16.1% of Vietnamese exports to the US were identified as having
gone through product-level rerouting, whereas only 1.8% were flagged as having
been through firm-level rerouting. This study differs from the work of Iyoha et al.
(2024) in the following ways. First, the present study examines evidence of
roundabout trade not only for Vietnam but also for nearly all potential rerouting
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countries. Second, it uses a different definition of roundabout trade. Iyoha et al.
(2024) defines trade as roundabout trade when the same HS 8-digit products are
imported to Vietnam and exported to the US. This definition is too loose because it
is well known that there is substantial two-way trade even among the same HS 8-
digit products, mainly owing to product varieties and vertical intra-industry trade.
Unlike Iyoha et al. (2024), this study controls for intra-industry trade and thus more
precisely defines roundabout trade. The definition of roundabout trade employed in
this study is described in the following section. Given the lack of firm-level export
and import data for many countries that could be involved in roundabout trade, this
study attempts to investigate the issue by using export and import data at the most
detailed product level.

II. Data and methodologies

A. Definition of roundabout trade

As mentioned in the introduction section, when goods are exported to final
destination countries via third countries to circumvent export embargos on the
destination countries or to avoid high import tariffs imposed by the final destination
countries, such exports are termed roundabout trade or detour trade. There can be
many ways in which roundabout trade is accomplished. For example, a Chinese firm
can set up its affiliate (foreign direct investment) in, for instance, Vietnam, import
goods from the headquarters in China, and re-export them to the US. Or, a firm in a
bypass country, such as Vietnam, can import goods from China and then re-export
them to the US. In the latter case, the Vietnamese firm in the middle is the one that
engages in roundabout trade. The Chinese firm that exported the goods to the
Vietnamese firm is unaware of the re-exporting from Vietnam. When goods are
exported through third countries that have free trade agreements (FTAs) with the US,
such as Canada or Mexico, FTA tariff rates may or may not be applied. When US
importers apply for certain FTA tariff rates, they need to show what is known as a
rules of origin certificate. However, legitimately relabeling ‘made in China’ to ‘made
in Mexico’ and thus making the goods eligible for FTA tariffs incurs a relatively high
cost because Mexican firms in the middle must engage in some processing of the
products. On the other hand, the benefits gained by the use of FTA rates are relatively
small because the gap between the most favored nation (MFN) rates and FTA rates
is not substantial, usually only a few percent, such as an MFN rate of 3% and an FTA
rate of 0%. As the Trump tariffs were mostly 25%, the benefit gained by roundabout
trade changed little between MFN imports and FTA imports. Given this cost-benefit
perspective, many firms most likely did not have much incentive to apply to use FTA
rates. As mentioned in the introduction section, with trade data only, it is impossible
precisely to identify roundabout trade. Instead, this paper aims to deduce whether
there are general signs of roundabout trade by studying the unusually rapid increase
of imports from China and the simultaneously rapid increase of exports to the US of
Trump tariff goods compared to non-Trump tariff goods.
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B. Data source

To investigate this issue, we use monthly trade data at the Harmonized System
(HS) 6-digit level taken from the Global Trade Atlas. Given the extremely large
sample size, which reaches tens of millions of observations, we focus on the major
trade partner countries of the US and China that may have engaged in roundabout
trade. More specifically, first we obtain yearly export and import data at the HS 6-
digit level for the 20 countries that are the top US import partner countries as well as
the top Chinese export partner countries. These countries are, in alphabetical order,
Belgium, Brazil, Canada, France, Germany, India, Indonesia, Italy, Japan, Malaysia,
Mexico, Netherlands, Philippines, the Republic of Korea (henceforth, Korea),
Russia, Singapore, Spain, Thailand, the United Kingdom, and Vietnam. Then, by
making graphs of these countries’ imports from China and exports to the US, we
choose seven countries (Canada, India, Malaysia, Mexico, the Philippines, Korea,
and Vietnam) as potential bypass routes for Trump-targeted goods. We obtain
monthly trade data pertaining to these seven countries from the Global Trade Atlas.

The list of Trump-targeted goods is taken from official announcements by the
Office of the United States Trade Representative (USTR). As shown in Table 1, more
than half of products are targeted by Trump tariffs.

C. Methodology

As noted in section 2.1, the unusually rapid increase in imports from China and
the simultaneous rapid increase in exports to the US of Trump tariff goods compared
with non-Trump tariff goods is a sign of roundabout trade. The following is the
estimation equation we employ to identify whether roundabout trade took place:

InExp,. =B, + Binimp .+ BInlmp . * RoundaboutDummy

ymjp

+a, +a.  ta . +E

ymij vip mijp " © ymijp

In this equation, y, m, i, j, and p represent the year, month, import partner,
export partner, and product, respectively. Note that we estimate the equation
according to each reporter country, such as Mexico, Canada, or Vietnam, to
determine if the reporter country in question appears to have engaged in roundabout
trade of the Trump-targeted goods. The covariate, Inlmp, , captures the association
between the import value of the reporter country (e.g., Malaysia) of good p from
country i to the corresponding export value of the same good p . The expected sign
is positive because when the production of good (or industry) p in the reporter
country (e.g., Malaysia) is expanded, the expansion brings about both imports of
intermediate goods and exports of processed goods classified in the same category
p - In other words, by including this covariate, we can control for general intra-
industry trade, which is one of the differences between Iyoha et al. (2024) and this
study. RoundaboutDummy takes a value of 1 if imports are from China (i =China)
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and exports are to the US ( j=US), and p denotes Trump targeted goods. Thus, the

cross-term Inlmp  * RoundaboutDummy accounts for roundabout trade; o is the

ymip
term representing fixed effects. We include full fixed effects to identify roundabout
trade correctly. We estimate the equation with full fixed effects as above for the
period of January 2016 to June 2019, which sufficiently covers before and after the
Trump tariff shock. Out of the selected countries mentioned above, we especially
focus on Canada, Mexico, and certain Asian countries. Canada and Mexico were
chosen because they are both included in the United States-Mexico-Canada
Agreement and have no import duties and thus are potential stopover places for
roundabout trade. The Asian countries selected here are also potential stopover
places owing to their proximity to China and to their large and regular export flows
to the US. To clarify our identification strategy with regard to the estimation equation
above, a sketch of the identification strategy is shown in Figure A1, and a sketch of
the data structure is shown in Figure A2 in the appendix. To address potential
endogeneity further, estimations using lagged explanatory variables were conducted.

ITI. Descriptive analyses

Figure 1 shows Canada’s imports from China and exports to the US of non-
Trump-targeted goods (the left panel) and Trump-targeted goods (the right panel). If
roundabout trade had been taking place through Canada, the import values from
China and the export values to the US of the Trump-targeted goods should have both
picked up from around August-November 2018, when the Trump tariffs kicked in.
Meanwhile, the export and import values of non-Trump-targeted goods should not
have increased as much as the Trump-targeted goods. A casual observation of the
figures does not suggest the presence of roundabout trade through Canada.
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FIGURE 1. CANADA’S IMPORTS FROM CHINA AND EXPORTS TO THE US OF NON-TRUMP-TARGETED
GOODS AND TRUMP-TARGETED GOODS

Source: Author’s elaboration from the trade data.
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Figure 2 presents the case for Vietnam. Both imports from China and exports to
the US increased steadily over the sample period. However, it is not clear if the
increase is larger for Trump-targeted goods than non-Trump-targeted goods. Figure
3 is the case for Malaysia. Trump-targeted goods appear to have increased both
imports from China and exports to the US compared to non-Trump-targeted goods,
but it is not clear. We have drawn the figures for all countries in question and have
not found a clear sign of roundabout trade.’
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FIGURE 2. VIETNAM’S IMPORTS FROM CHINA AND EXPORTS TO THE US OF NON-TRUMP-TARGETED
GOODS AND TRUMP-TARGETED GOODS

Source: Author’s elaboration from trade data.
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Due to space limitations here, the figures for the other countries are not shown but are available on request.
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To observe for which types of products dubious cases of roundabout trade are
taking place, we extracted products that meet three criteria. The first criterion is that
both imports from China and exports to the US increased by more than or equal to
US$1 million to abstract away trade in minor (low trade value) goods. The second
criterion is that the gap between increases in the export value to the US and the
import value from China is within 20%, as the increased import amount from China
should in general match the increased export amount to the US if such trade is
roundabout trade. The third criterion is that both imports and exports more than
doubled because both imports from China and exports to the US should have
increased substantially if the increased trade is roundabout trade. An explanation
using numerical examples is in the appendix. Table 2 shows the number of HS 6-
digit code items that meet the three criteria within the corresponding HS 2-digit code
items.* Table 3 presents a description of each HS 2-digit code. By country, the
numbers for Canada, India, and Korea are relatively large. By produce code, ‘84:
Machinery and mechanical appliances, boilers, nuclear reactors; parts thereof” and
‘85: Electrical machinery and equipment and parts thereof” are relatively large.

TABLE 2—DuBIOUS CASES OF ROUNDABOUT TRADE

Reporter

hs2 Canada India Malaysia ~ Mexico Philippines  Korea Viet Nam Total
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*The argument for relaxing the third criterion to a 50% increase is presented in the appendix (Table Al).
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VIII. Conclusion

Although there are many news articles about tariff dodging by re-routing made-
in-China goods through third countries and relabeling them as made in Mexico or
made in Vietnam, there have been no scientific studies of this issue. This paper
provides hard evidence pertaining to whether such practices are taking place. The
analyses of the data up to 2019, the year before the COVID-19 shock, show little
evidence of roundabout trade. With the extended dataset up to 2023, while overall
there is little sign of roundabout trade, there are some slight signs of roundabout
trade for Mexico and Vietnam. The policy relevance of this study is substantial
because the Trump tariffs are one of the largest shocks of the past 20-30 years in
international trade and thus had a significant impact on the world economy. Out of
the many effects of the Trump tariffs, tariff dodging is one of the important issues
requiring clarification.
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APPENDIX
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FIGURE A1l. SKETCH OF THE IDENTIFICATION STRATEGY

Source: Author.
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From the trade statistics, 1 constructed all combinations of export partners and
import partners for each HS code. The first line shows that the reporter country (MY'S
(Malaysia)) imported US$10 million of HS 111111 goods from China and exported
US$10 million of the same HS 111111 goods to the US. The TrumpTariff dummy takes
a value of 1 if the good is on the Trump tariff list (irrespective of the partner country).
In the example, HS 111112 is on the Trump tariff list; thus, the TrumpTariff dummy
takes a value of 1. TrumpEffective takes a value of 1 if the good is on the Trump tariff
list and the year and month are after the time when the Trump tariff became effective.
The ExpUSA_ImpCHN_dummy takes a value of 1 if the export partner is the US and
the import partner is China. The Roundabout dummy takes a value of 1 if both the
ExpUSA_ImpCHN_dummy and TrumpEffective are 1. With this data structure and
the above estimation equation, p,Inimp . * RoundaboutDummy picks up the

ymip

roundabout trade.

Appendix for the three conditions in section 3

Condition 1: Increase in both the export value to the US and the import value from
China by more than or equal to US$1 million

Condition 2: The gap between increases in export value to the US and import value
from China is within 20%.*

Condition 3: Both imports and exports more than doubled.**

Imports from China Exports to US Gap Constraints
Imports Imports  Increase or Exports  Exports  Increase or US increase/  Condition Condition Condition
before after decrease Growth(X) before after decrease Growth(Y) China increase 1 2 3
10 110 100 10 30 130 100 3.33333333 1=100/100 @] @] O
1000 1100 3000 3100 0.03333333 1=100/100

mm mm

*:08<Y/X<12
** : Growth > 1 (Both China and US)
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TABLE A1—DUBIOUS CASES OF ROUNDABOUT TRADE WITH BROADER CRITERIA

Reporter

hs2

India IndonesiaMalaysia Mexico PhilippinesSingapore Korea Thailand Viet Nam Total

Canada

16
17
19
20
21

22
25

28

29

32
33
34
37
38

22

39
40

4
44
48

54
56
60
68

69
70
73

10

74
75

76

82
83
84
85

37
26

86

87

90

94
Total

204

46 12 20 10 11 21 33 22

21

Source: Author's elaboration from the trade data.
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