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Abstract 

After America and China started trade war, the whole world is evolving it. There is 

strong evidence shows that Us and retaliatory tariffs are costly for both the US and the 

Chinese economies, but some economic benefits through trade diversion. The typical 

representative is Mexico.  

The content of the research is to ascertain the impact of Sino-America trade war on 

Mexico’s trade. Firstly, this paper will analyze the influence of trade diversion effect on 

American and Chinese economies. Then, the relationship between Sino-America trade 

war and Mexico’s trade will be ascertained by using linear regression. The 

recommendations for Mexico policy maker would be come up with in the end of paper.  
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Introduction 

Trade war is an economic war in world trade between countries. Narrow financial 

interests of nations and protectionist action are the core reason behind trade wars. When a 

nation tries to protect its domestic industry and create jobs, a trade war begins. It can 

function in the short run. But a trade war is costing in the long run. This deprives all 

countries involved of economic growth. It also causes inflation because tariffs increase 

import prices. The US-China trade war started on March 22, 2018. Although investors 

have fresh hopes for peaceful conclusions, the trade conflicts have not shown substantial 

signs of ending. The world’s two biggest economies are disrupting trade in most parts of 

the world through trade wars. Nevertheless, the trade frictions between China and the 

U.S. will result in a diversion of trade flows, which means some countries reap gain from 

the trade war. Mexico is one of them. 

Mexico’s economy depends on exports. Mexico produces and sells the same quantity of 

goods together with the rest of Latin America. Foreign trade is higher than any other 

large country in Mexico's economy. Mexico imports metalworking and farm equipment. 

It also imports electrical equipment, parts for cars and aircraft, and products for steel 

mills. Additionally, Mexico is the eighth largest oil producer in the world at nearly 3 

million barrels per day.  That's less than China, Iran, or Iraq, but more than other large 

exporters like Kuwait, Brazil, or Nigeria.   

Mexico has several key advantages in global trade. About 90% of Mexico's trade is 

secured by 12 free trade agreements. Mexico has more than any other country with 46 

nations. Such trade agreements are a big reason for the success of Mexico. Mexico has 

the infrastructure of years of trading under the North American Free Trade Agreement, as 
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well as facilitating transportation from and to the United States. Therefore, it’s easier and 

cheaper for many companies to relocating manufacturing in Mexico than the construction 

of new factories elsewhere for the kind of goods now manufactured in China. On top of 

that, the IP rules for Mexico are far superior to those of China. We meet NAFTA's first 

and now USMCA's expectations. Mexico's legal framework provides protection of 

business secrets, imposes heavy penalties for piracy and requires pharmaceutical 

companies to patent. 

To preview results, strong evidences found show that the Sino-America trade war do 

have positive impact on Mexico’s trade. Mexico's U.S. imports of products rose by 10 

percent to nearly $350 billion last year, the fastest growth in seven years. That helped to 

increase America's trade deficit with Mexico to over $80 billion by 15 percent. In the 

meantime, China's shipment growth slowed by about one-third. However, there is no 

technical analysis proves that Sino-America trade war have positive impact on Mexico’s 

trade. In this study, the correlation of trade and Mexico trade will be deeply explored. 

Significance of the Study 

This study could help us to find out whether Sino-America trade war makes impact on 

Mexico’s trade. If yes, it is negative effect or positive effect, and which sector has been 

affected the most. On the academic level, this paper will offer a new aspect of Sino-

America trade war. Most of research about Sino-America trade war focus on the 

performance of China’s and America’s economy, instead of the impact on world 

economy, especially Mexico. For Mexico, Sino-America trade war is a chance for 

Mexico. If Mexico wants to seize this opportunity depend on own advantage, it must 
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realize the global trade situation. I expect my work can contribute to the analysis of 

Mexico’ role in trade war and Mexico policy setting. 

Thesis Statement 

The purpose of the study is to explore the impact of Sino-America trade war on Mexico's 

trade. 

Hypothesis 

There is no significant relationship between Sino-America trade war on Mexico’s trade. 
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Literature Review 

US-China Trade War 

Although Sino-US economic relations have grown considerably in the past thirty years, 

bilateral disputes between the two countries have intensified. In 2018, US and China, the 

two largest economies in the world, exchanged several rounds of import tariffs, which 

escalated into a Sino-US trade war. Literatures on China-US trade wars are limited and 

are mostly concentrated on the two main subjects. Ikenson (2017) analyzes the possibility 

of the early Sino-US trade war. Lazard (2017) explores the Sino-Us relations in the new 

era.   

There are a small number of research papers exploring the impacts of China–US trade 

wars on the world trade. Li, He, and Lin (2018) build a 29-country global general 

equilibrium model (GE) to numerically simulate the potential impact of possible China-

US trade wars. The simulation results indicate that trade war will hurt most countries, 

including China and U.S., but benefit most other counties’ welfare and trade. Balistreri et 

al.(2018) explores the effects of the trade war on the US and its main trading partners. In 

this paper, a suite of computational models of global trade to quantify the effects. The 

simulation analysis shows that retaliatory tariffs are costly to the US and Chinese 

economies, but through trade transfers, the specific economic benefits for other regions, 

especially Europe, are enormous.  
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Trade Diversion Theory 

Trade diversion occurs when tariff agreements cause imports to shift from low-cost 

countries to higher cost countries. Some of scholars who analyze the impacts of China-

US trade war on global trade uses trade diversion theory to explain the results they find. 

Balistreri et al. (2018) find that trade diversion effect generates positive impact on other 

countries' welfare and trade. These results are driven by the fact that, apart from the US 

and China, other trade barriers are less distorted than total trade (Balistreri et al., 2018). 

Li, He, and Lin (2018) explain these results that the trade war between China and US has 

reduced trade between them, but increased trade with other countries. This effect is 

increasing along with the increase in the import tariff rate in the trade war. At the same 

time, the impact on small countries and trade-dependent countries is greater.  

Gros (2018) also point that the phenomenon where preferential trade agreements may 

lead to more intraregional trade at the expense of trade with the rest of the world is called 

trade diversion. It created the presumption that the third parties would lose from the 

formation of a preferential. If this theory is applied to US-China trade war, the trade war 

could simply be regarded a trade agreement in which tariff increased. In practice, this 

means that European producers will not be affected by US tariffs on Chinses goods. They 

even will have a competitive edge over Chinese producers in the US market. In addition, 

European and other Asian producers will also have a competitive advantage in the 

Chinese market than US producers, as European supply will not be affected by China's 

response. Therefore, a large part of the current trade between the United States and China 

may be “diverted” to other economies close to the Chinese market. 
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Chandra (2017) gives strong evidences of trade diversion effect by studying how China’s 

exports to its major trade partners have been affected when its major trade partners have 

used these measures either against China or against other countries.  The results of data 

analysis show that China’s exports to countries that impose anti-dumping duties have 

fallen by about 35%. At the same time, the importing country imposed anti-dumping 

duties on other countries rather than China, resulting in an increase of about 30% in 

China’s exports to countries implementing the policy.  

 

US-Mexico Relation 

According to the report from Congressional Research Service (2019), since the North 

American Free Trade Agreement (NAFTA), Mexico has become an economy oriented by 

export with exports accounting for over 38% of its gross domestic product (GDP). 

Mexico economy highly rely on the America. America is Mexico's largest export market 

for commodities, with 80% of Mexican exports being exported to the United States. Cars 

and auto parts, computer machinery and other manufactured goods are its primary 

exports to the United States. Mexico, on the other side, continues a US provider of crude 

oil (Mexico trade and investment risk report, 2018). 

Although Mexico is working to diversify its economic ties and expand a domestic 

economy, it still relies heavily on America an export market  
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China-Mexico Relation  

In the first place, China and Mexico are the main suppliers of industrial products to 

developed countries. Therefore, there is economic competition between China and 

Mexico. Second, Mexico is in a dominant position relative to China in terms of 

transportation costs, labor quality and intellectual property protection. (García & 

Juanjuan, 2015). Even further, considering labor productive, geographical location, 

currency exchange rate, some manufacturers decide to move manufacturing from China 

to Mexico. 

On top of competition, Mexico and China are establishing strategy partnership. The 

bilateral trade volume between China and Mexico increased year by year from 2013 to 

2018. In 2018, the Mexico-China bilateral trade volume of products was 90.7 billion us 

dollars, up 12.17%. Trade bound between China and Mexico are tightening. 
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Methodology 

Research Design 

In the study 1, descriptive research is applied, which is designed to find out he 

relationship between US-China trade war and Mexico’s trade. A descriptive research 

examines a phenomena, group of people, idea or theory with a particular focus on facts 

and conditions of the subject. It is useful when not much is known yet about the topic or 

problem. The research’s goal is to collect factual evidence and information to 

comprehensively present the Sino-America trade war and the effect of trade war on 

Mexico’s trade. Simple regression analysis also will be used to find out the relationship 

between Sino-America trade war and Mexico’s trade.  

In the study 2, Bown and Crowley (2010) and the reduced-form gravity model will be 

applied to write an equation for China’s exports to country j: 

 

where yjit, c is the log of exports of product j from country c to any other country i at 

time t. ai and aj are the full set of country and product-specific effects, and Xjit is a set of 

control variables as defined below. The main variables of interest are τjit, c and τjit, (–c). 

The variable τjit, c measures trade barriers imposed by country i on China (c) for any 

given product j at time t. Thus, the coefficient β1 measures the impact of a trade barrier 

targeting China on its exports to the country that imposed the trade barrier. In contrast, 

τjit, (–c) measures whether country i has imposed a trade barrier on any other exporter 

(other than China) of the product j at a given time t. In conclusion, the main coefficients 

of interest are β1 and β2, which measure the extent of trade destruction and trade 
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diversion, respectively. However, this equation is over complicated, and the time is 

limited. On top of that, the core data is hard to attained. At this stage, this thesis will only 

experiment the study 1. 

Data 

Firstly, the paper will use US-China trade data to explore that whether or not the trade 

diversion occurs after two biggest economies started imposed tariff on each other.  The 

total yearly U.S. trade in goods with China from 2015 to 2019 will be used to analyze the 

US-China trade trend in the past five years. In order to deep into the impact of trade war, 

the each two months U.S. trade in goods with China from 2017 to 2019 will also be 

implied. Both two series of data include the export, import, and trade balance.  

In the second part of the data analysis, US-Mexico trade relationship will be detailly 

analyzed. Because Mexico highly depends on American market. About 80% product will 

be exported to America. Same as the first part, the yearly U.S. trade in goods with 

Mexico from 2015 to 2019, each two months U.S. trade in goods with Mexico from 2017 

to 2019. On top of that, to further analyze the Mexico’s trade situation, each two months 

Mexico total export from 2017 to 2019, monthly Mexico export good volume with 

important trade partners from 2017 to 2019, Mexico important export goods from 2017 to 

2019. Additionally, the relationship of US-trade war and Mexico’s trade will indirectly 

reflect by GDP, CPI, vehicle production total production, wholesale/retail sale total 

return, and unemployment rate. The additional data will not show on the data analysis, 

they’re indirect evidences to support the impact of trade war on Mexico’s trade.  

All data is from Bloomberg. 
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Treatment of Data 

Only descriptive statistics will be showed and used in this study to provide a clear 

and insightful data analysis. Data processing will use Microsoft Excel to conduct relative 

charts and graphs.  
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Data Analysis 

U.S.—China 

China was the largest U.S. source for imports of products, and China was the third largest 

export market of goods in the U.S. In 2018, U.S. trade in goods and services with China 

was estimated at $737.1 billion. It was $179.3 billion in exports; $557.9 billion in 

imports. In 2018, the U.S. trade deficit in goods and services with China was $378.6 

billion. U.S. goods exports to China in 2018 were $120.3 billion, down 7.4% ($9.6 

billion) from 2017.  

 

Figure 1- the total yearly U.S. trade in goods with China from 2015 to 2019 
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Figure 2- each two months U.S. trade in goods with China from 2017 to 2019 

Figure 1 indicates that U.S. imports from China were not affected by the trade war in 

2018, and they continued to rise, but U.S. exports to China decreased, resulting in an 

increase in the trade deficit between the two countries. The import line in figure 2 is 

fluctuated. Throughout 2018, the U.S. imported around $550 billion throughout goods 

from China, of which $255 billion in the first half of 2018. By comparison, in the first 

half of 2019, the value of U.S. imports from China was less than $230 billion, 

corresponding to a decrease of about 10%. It’s worth noting that the U.S. import from 

China sharply decreased from Sep-18 to Mar-19. At the end of August, 2018, U.S. and 

China implemented the second round of tariffs. The US imposed a tariff of 25% on 279 

goods originating in China (about 16 billion dollars). Targeted goods include: 

semiconductors, chemicals, plastics, electric scooters and motorcycles. This event’s 

effect began to emerge in September, 2018. Subsequent events have exacerbated the 

decline in U.S. imports from China. On September 17, 2018, US finalized tariffs on US 

$200 billion of Chinese goods. On September 24, 2018, US and China implemented third 

round of tariffs US. The trade talks between two countries has also been cancelled. The 

situation suddenly changed in November. Two countries resumed trade talk, the two sides 

discussed a framework for a trade deal, or at least a “ceasefire” to reduce tensions. 

Because trade has a reaction time to policy changes, the import from China rebounded 

until March, 2019. 

Chandra (2017) finds that trade diversion associated with the imposition of new trade 

barriers. They aimed to find the effect of antidumping Duty Use against Chinese 

Mainland cases from 2001 to 2009, Chinese exports to the nation which levied an anti-
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dumping duty decreased by approximately 35%. At the same time, the anti-dumping duty 

applied by the exporting country to other nations, but not to China, has led to an increase 

of approximately 30 percent in China's exports to the policy-making region. However, 

not only in the year that is still around, these effects continue to persist.  

Not as expected, the import and export between China and America have not been 

volatile. It is possible that the effect of trade war will take place only after two years. The 

effective time may be extended because of the uncertainty of China-US policy. That a 



     * Nicita, A. (2019). Trade and trade diversion effects of United States tariffs on China. United Nation, Trade 

Analysis Branch Division on International Trade and Commodities. UNCTAD Research Paper No. 37. 

doi:UNCTAD/SER.RP/2019/9 

14 

 

contemporaneous effect is hard to be detected due to the given the annual frequency of 

data. Additionally, enterprises have a certain reaction time to trade policies, and there is a 

time difference between decision-making and decision-implementing. For these many 

reasons, the trade between China and America has fluctuated at conventional levels. 

Experts’ perspective 

According to the United Nations report, preliminary proof of the effect of tariffs on 

imports from the United States from China can be taken from a comparison of changes in 

the prices of products imported from China subject to United States tariffs with respect to 

non-affected goods. Overall, imports decreased in the case of tariffed goods from 2018-

2019, while imports increased in the case of non-tariffed products. By comparison, 

imports of non-tariffed goods were relatively more stable and increased during Q2 2019. 

One possible reason for such an increase is the stockpiling of importers in the United 

States due to the possibility of additional tariffs remaining. Another possible explanation 

relates to mis-invoicing products to avoid the tariffs.



 

 

Mexico 

 

Figure 3- each two months Mexico total export from 2017 to 2019 

Mexico export Mexico's exports have generally been on the rise. Mexico’s export in 

September, 2019 was up 15.8% ($5.13 billion) from January, 2017. On May, 2019, the 

Mexico’s export reach the maximum value, up 22.53% ($7.38 billion) from January, 

2017.  

 

Figure 4- monthly Mexico export good volume with important trade partners from 

2017 to 2019 
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The United States is Mexico's biggest export market, accounting for 83.5%. From 2017 

to 2019, there was no significant change in market share from 2017 to 2019. Therefore, 

changes in imports and exports with the United States will have had a most significant 

impact on Mexico's trade.  

Mexico’s economy highly depends on America. America is Mexico's largest export market 

for commodities, with 80% of Mexican exports being exported to the United States. Cars 

and auto parts, computer machinery and other manufactured goods are its primary exports 

to the United States. Trading with Mexico in U.S. goods and services was valued at $671.0 

billion in 2018. It was $299.1 billion in exports; $371.9 billion in imports. In 2018, the U.S. 

trade deficit in goods and services with Mexico was $72.7 billion. 

 

Figure 5 -the total yearly U.S. trade in goods with Mexico from 2015 to 2019 
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Figure 6 -each two months U.S. trade in goods with Mexico from 2017 to 2019 

Figure 5 indicates that US imports from Mexico distinctly increased in 2018. The exports 

line increased along with import. American trade deficit between Mexico in 2018 

significantly increased. The imports of goods from Mexico totaled $346.5 billion in 2018, 

up 10.3 percent ($32.3 billion) from 2017. A The main import classes in 2018 were: 

automobiles ($93 billion), electrical equipment ($64 billion), machinery ($63 billion), 

natural fuels ($16 billion), and optical and medical devices ($15 billion), according to the 

U.S. Trade Representative Office. Mexico is also America's largest source of agricultural 

products. Leading categories includes: fresh vegetables ($5.9 billion), other fresh fruit 

($5.8 billion), wine and beer ($3.6 billion), snack foods ($2.2 billion), and processed fruit 

& vegetables ($1.7 billion). Figure 6 didn’t imply many information, the volume of each 

two months U.S. trade in goods with Mexico from 2017 to 2019 maintain a steady state. 

The impact of trade war on Mexico’s trade is hard to be recognized.   
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Figure 7- Mexico important export goods from 2017 to 2019 

The last three important export goods of Mexico have no significantly change from last 

past two year. They all stay consistent. Notably, the volume of land vehicles and parts 

line fluctuated widely. From November, 2017 to January 2018, the export volume of land 

vehicles and parts dropped quickly, and rebounded on March, 2018. On November 8-10, 

2017, Trump payed a “state visit plus” to China, the relations between China and US 

were considered to have warmed. However, the export trade will not react to policy 

events such quick that the volume of vehicles sharply quickly. Therefore, the abnormal 

change was not affected by trade war. On March 22, 2018, Trump signed a memorandum 

to impose tariffs on Chinese products (such as aerospace, information communication 

technology and machinery). This act gave Mexico a chance to take over what used to be 

part of China. On December 1, 2018, two sides agreed to a temporary truce to de-escalate

0
2000000
4000000
6000000
8000000

10000000
12000000

Mexico-Export Goods

            Land vehicles and parts

               Mechanical and electrical equipment

             Mechanical appliances, boilers and spare parts

               Minerals, fuels, and products



*Lee, Y. N. (2019, Jun 6). Mexico has benefited from the US-China trade war — but Trump could change that. 

Retrieved from CNBC: https://www.cnbc.com/2019/06/06/mexico-benefited-from-us-china-trade-war-but-

trump-could-change-that.html 

*Webber, J. (2019, May 28). Mexico reaps gains from US-China trade war. Retrieved from Financial Times: 

https://www.ft.com/content/e291718a-7c6e-11e9-81d2-f785092ab560 

*Shao, G. (2019, September 12). Mexico may be an unexpected winner of the US-China trade war. Retrieved from 

CNBC: https://www.cnbc.com/2019/09/12/mexico-may-be-an-unexpected-winner-of-the-us-china-trade-

war.html 

 

trade tensions. Along with the ease tension, the volume of vehicle was getting down from 

November, 2018 to January, 2019. There may be other factors will affect the volume of 

Mexico’s important export goods, however, we will not discuss here.  

Experts’ Perspective 

The chief economist of the World Trade Organization said, Mexico has been one of the 

beneficiaries in the ongoing U.S.-China trade war. In a recent report, Nomura said, 

tensions between the US and China have resulted in the two countries importing fewer 

goods from each other, in particular products subject to increased tariffs. As a result, 

importers in the U.S. and China have been sourcing goods from countries such as Mexico 

and Vietnam.* 

“The US hitting China represents an opportunity for Mexico without a doubt,” said Ken 

Smith Ramos, Mexico’s chief negotiator for the USMCA trade pact.* 

Mexico is coming out on top aim all the chaos said John Murphy, senior vice president 

for international policy at the U.S. Chamber of Commerce. Mexico has been able to build 

on its success as a manufacturing hub "with free trade agreements that provide 

guaranteed access to more than 50 foreign countries."* 



 

 

 

Simple regression Test 

To examine the relationship between Sino-America trade war and Mexico’s trade, I run 

two simple regression analysis. The first one’s timeline is before trade war. The variable 

x is the value of United States imports from China from 2012 to 2017, the variable y is 

the value of United States imports from Mexico from 2012 to 2017.  

 

Table 1 -Simple Regression Test 1 

Table 1 shows that there are no significant relationship between US-China trade relation 

and US-Mexico trade relation before the trade war.  

The second simple regression is to explore the relationship between US-China trade 

relation and US-Mexico trade after the trade war. The variable x is the value of United 

States imports from China from March, 2018 to September, 2019, variable y is the value 

of United States imports from Mexico from March, 2018 to September, 2019.  

 

Table 2- Simple Regression Test 2 

The p-value of this regression test is smaller than 0.05. There are significant relationship 

between US-China trade relation and US-Mexico trade relation after trade war. This 

results also proves the existence of trade diversion effect on other aspect. However, the 



 

 

 

standard error of this test is too big, which means this test is unreliable. Firstly, the data 

sets that were used to run regression test are only 223. The timeline of trade war is short, 

and the collected data is based on monthly. Secondly, the uncertainty of the attitude of 

both sides makes things more complicated. Add to that the precarious relationship 

between the United States and Mexico. All factors add up, therefore, we can get the 

conclusion that there are no significant relationship between Sino-America trade war and 

Mexico’s trade yet.  

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

Conclusion 

According to the analysis of the article, due to the uncertainty of Sino-US trade policy 

and the existence of enterprises' response time to trade policy, there has been no drastic 

fluctuation between Sino-US trade. However, according to UN reports, comparing the 

change in the value of imports between the first half of 2018 and the first half of 2019 

across sector, in most of the sectors, imports declined in the case of tariffed products 

(those under phase one and two combined), while imports increased for those products 

not subject to tariffs.  

Overall, Mexican exports are on the rise after the outbreak of the Sino-US trade war. In 

the second part, the Mexico’s trade analysis focuses on the trade relationship between 

Mexico and the United States since America is Mexico’s biggest export market. 

However, due to the threat of U.S. tariffs on Mexico and the internal affairs of Mexico, 

Mexico ’s exports to the United States have fluctuated greatly from 2017 to 2019. 

Mexico's main export products remained stable, with only relatively obvious changes in 

vehicle and parts. Whereas it did not show an upward trend but randomly fluctuated. The 

Sino-US trade war did have an impact on Mexican trade, but there is no strong evidence 

to prove that the Sino-US trade war had a positive impact on Mexican trade. According to 

experts' opinions, the Sino-US trade war has caused trade diversion effect and some parts 

transferred to Mexico. Additionally, some enterprises originally in China have been 

relocated in Mexico. But Mexico's ability to undertake these businesses remains to be 

seen. 

 



 

 

 

Limitation 

1. This research lacks prior research studies on the topic, the prior research about trade 

diversion and the impact of Sino-America trade war on Mexico’s trade is limited. In 

literature review, some perspectives cannot be completely presented because related 

study didn’t be found. 

2. This paper only experiments the study 1. Because the time is limited, the core data is 

hard to find, the formula is over complex, quantifying the trade diversion effect will cost 

more time than anticipating. Study 2 cannot be completed by the due day of thesis 

submission. However, I will keep testing it and add new results later.  

 

Contribution 

1. This paper will offer a new aspect of Sino-America trade war. Most of research about 

Sino-America trade war focus on the performance of China’s and America’s economy, 

instead of the impact on world economy, especially Mexico.  

2. I expect my work can contribute to the analysis of Mexico’ role in trade war and 

Mexico policy setting. Sino-America trade war is a chance for Mexico. If Mexico wants 

to seize this opportunity depend on own advantage, it must realize the global trade 

situation.     
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