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Over the course of the past 12-18 months, tariffs
have become a significant economic disruptor to
U.S. business interests. These tariffs impact not only
manufacturers, but their customers and employees.
They force unpleasant decisions that may not be
made during “business-as-usual” economic times.

Tariffs are generally levied by a government seeking to
protect their constituent industries from a perceived
threat generated by another country’s similar industry.
Or, as in the case with China, the U.S. implemented
tariffs for a number of reasons including perceived
dumping of goods below-cost in the U.S., theft of
intellectual property by China’s government and
companies, and to fight against their trade practices
against U.S. industries. The overall goal was to reduce
the U.S. trade deficit with China.

Thus far, the trade war with China is continuing to rage
on. Despite several reports to the contrary, it does not
appear to be ending soon.

When tariffs are implemented, we are told that the
seller of the goods under the tariff will be paying the
cost of the tariff. However, many times, this is not

the case. In the short term, sellers may not be able

to transfer the cost of the tariff to the purchaser and
contractual rates may lock in a good’s price. As time
goes by, cost of the goods will rise to recoup the cost
of the tariff, and the goods will be more expensive to
the purchaser unless an alternative supplier (not under
the tariff) can be secured. Securing an alternative
supplier takes time and energy. Additionally, the
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product being supplied by the alternative supplier may
not have the quality of the original part under tariff.
This can also lead to an increase in costs. Eventually,
the cost of the tariff will be borne by the consumer -
either through higher cost or a less-reliable alternative.

When tariffs are implemented by one country
against another, typically, the second country will
retaliate with their own tariffs. In the current U.S. vs.
China dispute, we are seeing this effect as well. One
particular industry that has been directly targeted
by China is the U.S. agriculture industry. Lately, the
Chinese have moderated the announced-levels of
tariffs against U.S. agriculture, but there are still
penalty tariffs in place against most U.S.
agricultural products.

This has had a marked effect against the U.S.
agriculture industry. For example, from 2017 to 2018,
U.S. agricultural exports to China fell from $20 billion
to $9 billion. Soybeans, a specifically targeted export
to China, decreased from approximately 1.3 billion
bushels in 2017 to 250 million in 2018.

As noted previously, when a tariff is put in place
against a particular country’s goods, the purchaser
may have to seek an alternative product source from
another, non-tariff, country. Due to the worldwide
expansion in agriculture, it has not been difficult to
locate additional sources of agricultural products.

The level of non-U.S. agricultural product expansion
has grown significantly over the past decade. South

America has become a large exporter of grain grown
in Brazil and Argentina.

Overall, South American grain exports have grown
from 2.2 billion bushels in 2001/02 to 6 billion bushels
in 2017/18. These increases are in addition to expanded
agricultural products coming from China itself, India,
Ukraine, and Georgia.

A secondary result of the tariffs and resourcing of
suppliers by Chinese purchasers will be the loss of
long-term customers to U.S. agricultural merchants.
It may take several years following the removal

of the tariffs for the Chinese customers to return.
Additionally, U.S. merchants may have to lower
their prices to secure new deals with other foreign
customers not under tariff. Each of these generally
results in lower revenue for the U.S. merchant.

In the face of tariff pressure, what can U.S. businesses
do to protect themselves? There are a number of
actions they can take:

1. Seek an exclusion. The U.S. Trade Representative
has issued procedures for parties adversely effected
by the China tariffs to seek an exemption. For List 3,
the procedures were published in the Federal Register
on June 24, 2019. Exclusion requests will be evaluated
based on:

a. Whether the product is only available from China.

b. Whether the tariff will cause severe economic harm
to the requestor.

c. Whether the product is strategically important to
Chinese industrial programs.

2. Seek assistance. For small businesses, Trade
Adjustment Assistance for Firms (TAA), provides
financial assistance for firms facing import
competition. The U.S. Department of Commerce
has a cost-sharing program which pays for one-
half of the cost of consultants or industry-specific
experts for projects that improve a manufacturer’s
competitiveness.

3. Seek new markets. Businesses should seek
additional markets for their products with buyers in
countries not covered by the tariff.

4. Negotiate. For those businesses currently
importing goods from China, negotiations with their
suppliers may bring price reductions which may help
offset the cost of the tariff.

The current trade war between the U.S. and China is
having a severe impact on the U.S. agriculture industry.
We do not expect this impact to moderate in the short
term. For U.S. agricultural producers, seeking new
markets is the best current alternative for now.

Stephen Weber CPA/CFF, CTA, Director, works with
clients in the fields of turnaround management and
business refinancing, litigation support, forensic
and fraud evaluations, as well as performance
improvement.
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