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Highlights

* Although the rhetoric between the U.S. and China has eased somewhat in recent days, trade tensions are very likely
to escalate again in the near term.

* We estimate that the direct impact of the proposed tariffs by the U.S. and China on up to $150 billion in goods
could shave up to 0.5 percentage points off U.S. annual economic growth over the next couple of years. Mapping
these estimates on a regional basis, we find that the East Coast is roughly half as exposed to the impact of bilateral
tariffs compared to the rest of the U.S. combined, placing the region in a somewhat better position to weather any
negative economic impacts stemming from the tariffs.

* Among TD’s footprint states, South Carolina stands out as the most vulnerable to increased China-U.S. trade ac-
tions. China is South Carolina’s top export market, with motor vehicles and aircraft marking the largest line of prod-
ucts shipped to the Middle Kingdom. As such, tariffs are likely to have more than twice the impact on economic
growth in South Carolina compared to the U.S. as a whole.

*  Our calculations focus on first-order impacts of the tariffs. The second order impacts, which are hard to quantify,
could add significantly to the overall effects. The hit to business confidence and investment plans, heightened fi-
nancial market volatility, reduced consumer confidence that could drag on consumption, and larger supply chain
disruptions would not only materially slow U.S. economic activity but could also slow global trade and economic
activity more broadly.

Despite some toning down of rhetoric among Chinese and U.S. officials in recent days, the risks of a trade war be-
tween the two countries remains real. Most of the analysis

around the economic impacts of the trade actions has been CHART 1: DIRECT IMPACTS OF BILATERAL TARIFFS*
focused at the national level. In this report, we re-orient the ON ANNUAL GDP GROWTH

focus to potential vulnerabilities for regional economies, fo-
cusing on TD's eastern footprint. Ultimately, we anticipate that
most states on the Eastern Seaboard would duck much of the
blow from the prospective tariffs, although South Carolina in
particular and Georgia to a lesser degree could still be hit by
outsized impacts given an overreliance on trade with China.

Trade tensions ebb and flow
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Trade tensions between the U.S. and China reached a boiling
point earlier this month when, in a series of tit-for-tat moves,
the two titans appeared to be veering toward a trade war. The
U.S. got the ball rolling by releasing details on proposed tariffs

Source: Census Bureau, TD Economics. -
*U.S. tariffs on $150 billion of imports from China; China retaliates in kind.
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targeting $50 billion worth of goods imports from China,
with the latter retaliating swiftly by releasing a narrower
list targeting a commensurate amount of U.S. exports.
The U.S. then threatened to raise the threshold to $150
billion, while China again vowed to retaliate in kind. Ten-
sions simmered down somewhat in the ensuing days,
following more constructive messaging. China’s Presi-
dent Xi Jinping recently renewed pledges to open up
the economy to foreign investment, strengthen protec-
tion of intellectual property and increase imports from
other countries by reducing tariffs — placing an emphasis
on significantly lower tariffs on vehicle imports. Jinping'’s
message was further complemented by the head of the
People’s Bank of China, Yi Gang, which provided addi-
tional detail in opening up China’s financial sector. The
messaging from the U.S. has also included some periph-
eral positive strokes on trade policy, featuring softer de-
mands on NAFTA auto-content and even flirting with the
possibility of rejoining the Trans-Pacific Partnership (TPP).

Yet, the recent progress is far from reassuring, with trade
tensions all but certain to be inflamed again as the May
22nd deadline for industry consultations on the pro-
posed U.S. import tariffs approaches. For one, China’s
forthcoming ‘carrots, have also been accompanied
by ‘sticks’. Last week, following an antidumping ruling,
China imposed an import charge of 179% on U.S. sor-
ghum, which is expected to wipe out roughly $1 billion
of American exports of the cereal grain to China. On the
other hand, the U.S. is reportedly hard at work on a list
of products related to tariffs on an additional $100 billion
of goods imports from China (the list may be released
shortly), and on an aid package to American farmers to

CHART 2: TRADE EXPOSURE WITH CHINA
VARIES WIDELY BY STATE
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CHART 3: TD'S EAST COAST FOOTPRINT
GENERALLY LESS EXPOSED
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help blunt the impact of Chinese retaliation. These ac-
tions point to a digging of the trenches rather than a
defusion of tensions.

Clearly, this evolving trade spat remains highly fluid, with
the strong possibility that the two sides ultimately man-
age to come together. In that case, these sizeable tar-
iff threats may not see the light of day. However, in the
event that tariffs are implemented, we consider how they
could impact regional economies.

Eastern Seaboard to escape brunt of fallout

At a high level, the implementation of bilateral tariffs
would adversely hit state economies directly through re-
duced demand for their exports in China, and domesti-
cally, by way of higher costs of Chinese goods imports.
While trade flows account for a relatively small 3.3% of
U.S. GDR state exposures do vary significantly from coast
to coast (Chart 2). State-level data does have some limi-
tations. For instance, in some cases it may overstate ex-
port activity for states with major ports.! With that caveat
in mind, Tennessee, Washington and California appear
to be the most exposed states, with the trade-to-GDP
metric among all three being roughly double that of the
U.S. average. In contrast, most states across the East-
ern Seaboard are generally less exposed to trade with
China relative to the U.S. average. In fact, the TD foot-
print is roughly half as exposed compared to the rest of
the country combined (Chart 3). This suggests that the
TD footprint would be somewhat better positioned at
weathering possible negative impacts from a trade skir-
mish with China.
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There are, however, a few states in the Eastern Seaboard
that are somewhat more vulnerable. For instance, giv-
en outsized imports from China, New Jersey's overall
exposure is higher relative to its eastern counterparts
and on par with the nation, while Georgia's count is
a notch higher. Import overexposure suggests that
among the two sets of tariffs, the most detrimental to
New Jersey and Georgia would be the American tariffs
on Chinese goods, which could result in notable supply
chain disruptions. South Carolina, however, is roughly
four times more exposed on the export front relative to
the U.S., and is the most exposed state to overall trade
with China in the region. China is South Carolina’s top
export market, with transportation equipment mark-
ing the largest line of products shipped to the Middle
Kingdom (see tables in the Appendix for details). In this
vein, slumping car and aircraft exports — items targeted
in China’s proposed $50 billion tariff list — would have
direct negative consequences for the Palmetto State.

Trade exposure determines who will be hurt
most by tariffs

Before getting to the regional impacts, it's worth briefly
reviewing our estimates of the national impact of the
tariffs. In an earlier report we estimated that American
tariffs of 25% on $50 billion worth of Chinese goods
would shave off up to a modest 0.1 percentage points
from U.S. growth annually over 2018-19, featuring dis-
ruptions to suppliers that rely on imports, particularly
of aerospace, information and communications tech-
nology and general machinery and equipment.? Us-
ing a similar methodology, we estimate that China’s
measures targeting $50 billion worth of U.S. exports
would have a roughly commensurate impact on U.S.
growth (see Box 1 for insight about possible employ-
ment impacts from the Chinese tariffs). Altogether, we
estimate that the proposed tariffs cumulatively would
shave off up to 0.2 percentage points from annual U.S.
growth over the medium term. While the direct im-
pacts are relatively small, the potential hit to business
confidence, increased financial market volatility and
collateral damage to global supply chains could exert
an even greater drag on economic activity. Overall,
tariffs could work to at least partly offset the boost
to growth stemming from tax reform and expanded
government spending that is projected to propel U.S.
economic growth toward 3% over 2018-19.

We map out these impacts onto East Coast states using
exposure metrics, with the results presented in Table 1.
Impacts for the vast majority of states are lower than the
U.S. average, with the hit to regional GDP estimated at
up to 0.1 percentage points annually over the next two
years — roughly half the national impact.

Within the TD footprint, South Carolina in particular, and
Georgia to a much lesser degree, are likely to incur an
outsized drag on economic growth. The Palmetto State’s
export overexposure to trade with China suggests that

Table 1 - Implied Upper-End Impacts of Tariffs on GDP Growth*

Impact on
Impact over | annual GDP
Impact on annual GDP growth through
2020 8 quarte.rs growth
vs. baseline| through
2020
Regions and states Risk from
Chinese American additional
tarifson  tariffs on | Tariffs from | Tariffs from | U.S. tariffs
American Chinese | both sides | both sides | ($150B) +
exports exports | ($50/$50B) | ($50/$50B) | reciprocal
($50B) ($50B) retaliation
from China
us -0.1% -0.1% -0.2% -0.4% -0.5%
TD footprint -0.1% -0.1% -0.1% -0.2% -0.3%
Rest of US -0.1% -0.1% -0.2% -0.4% -0.7%
cT 0.0% 0.0% -0.1% -0.1% -0.2%
MA -0.1% 0.0% -0.1% 0.2% -0.3%
New ME -0.1% 0.0% -0.1% 0.1% -0.2%
England NH -0.1% 0.0% -0.1% -0.2% -0.3%
RI 0.0% -0.1% -0.1% -0.2% -0.3%
VT -0.1% 0.0% -0.1% -0.2% -0.3%
NJ 0.0% -0.1% -0.1% -0.3% -0.4%
Mid Atl. NY 0.0% 0.0% -0.1% -0.1% -0.2%
PA 0.0% -0.1% -0.1% -0.3% -0.4%
DC 0.0% 0.0% 0.0% 0.0% 0.0%
DE -0.1% 0.0% -0.1% -0.2% -0.2%
Upper MD 0.0% 0.0% -0.1% -0.1% -0.2%
South Atl.] NC -0.1% -0.1% -0.1% 0.2% -0.4%
VA 0.0% -0.1% -0.1% -0.2% -0.3%
WV -0.1% 0.0% -0.1% -0.2% -0.3%
Lower FL 0.0% 0.0% -0.1% -0.1% -0.2%
South Atl. GA -0.1% -0.1% -0.2% -0.4% -0.6%
SC -04% -0.1% -0.5% -1.0% -1.4%

Source: Census Bureau, TD Economics. Red highlight: impact larger than U.S. *GDP impacts of the
proposed tariffs reflect the estimated upper-end drag based on model simulations at the national
level. U.S. output recovers quicker from import than from export tariffs, as the latter assumes a more
permanent loss in exports. Impacts are likely to be less than those quoted in the table owing to
leakage via other trade partners, U.S. firms substituting away from Chinese imports, and U.S.
exporters finding new markets for their goods.
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the overall hit to GDP growth could be up to 0.5 per-
centage points per year — more than double the national
impact from the announced tariffs. To ensure that the
estimated impacts are stable, we derive a subset export-
exposure metric by combing through roughly 230 prod-
ucts in China tariffs lists and selecting only the categories
that contain targeted products. The main groups tar-
geted by China are agricultural products, wine, tobacco,
chemicals, autos and aircraft. Comparing this subset to
overall export exposure, the results are not materially
different, even as South Carolina’s exposure increases
slightly (Chart 4). Digging even deeper, however, re-
veals that one of South Carolina’s major export prod-
ucts — Boeing airplanes — may not be materially affected
by Chinese import tariffs which appear to target smaller

aircraft. This suggests that the implied hit to South Caro-
lina's GDP may be somewhat overstated.

While details remain vague at the time of writing, the
more recent threat by the U.S. to impose tariffs on an
additional $100 billion worth of goods, with an equiva-
lent China response would see proportionally larger
direct impacts on regional economies (see last column
in Table 1). Given the linear estimation of the first order
impacts, going from $50 billion of targeted products to
$150 billion would roughly triple the direct drag on na-
tional and regional economic activity. Once again, these
rough estimates do not encompass the second-order
impacts, including increased uncertainty and a possible
deterioration in global financial market conditions.

Besides the drag on economic growth, another impor-
tant element worth considering is the effect of China’s
tariffs on U.S. employment. A recent Brookings report
estimates the share of employment in affected indus-
tries down to the county level®> Unsurprisingly, there
are clear differences in exposure between employment
and exports — explained not only by varying labor
intensities for the goods produced, but also the level
of detail being considered (Brookings groups some
40 industries affected by China’s already-enacted and
proposed tariffs). Nonetheless, most states and the
footprint as a whole are still significantly less exposed
relative to the rest of the country.

The estimated direct (first-order) effects on the unem-
ployment rate from a 10% decline in employment at
affected industries — a burdensome threshold which
would help root out any vulnerabilities — range between
0 and 0.1 percentage points for the vast majority of
states. West Virginia is the only outlier with an em-
ployment impact estimated at 0.2 percentage points.
While the impact would likely be larger once indirect
effects are considered, the estimates suggest that the
region should fare slightly better than the rest of the
U.S. when it comes to possible employment impacts.

Box 1: The effect of China’s tariffs on employment by state

Table 2 - Employment Exposure to Chinese Tariffs*
Employment in affected _FIrSt order
industries impact on
Regions and states e
Scenario: 10%
As a % of
Thousands total emp loss of
" | affected jobs
Us 2,082 1.4% 0.1%
TD footprint 502 0.9% 0.1%
Rest of US 1,580 1.8% 0.2%
cT 19 1.1% 0.1%
MA 28 0.8% 0.1%
ME 6 1.0% 0.1%
New England| 4 0.7% 0.1%
RI 4 0.9% 0.1%
VT 3 0.9% 0.1%
NJ 46 1.2% 0.1%
Mid Atl. NY 58 0.6% 0.1%
PA 79 1.4% 0.1%
DC 0 0.0% 0.0%
DE 3 0.6% 0.1%
Upper South MD 14 0.5% 0.0%
Atl. NC 71 1.7% 0.1%
VA 25 0.7% 0.1%
WV 12 1.8% 0.2%
Lower South FL 43 0.5% 0.0%
Al GA 52 1.2% 0.1%
SC 34 1.7% 0.1%
Source: Brookings, TD Economics. Red highlight = above U.S. *Chinese tariffs on
American exports: $3B enacted; $50B in considered countermeasures.
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CHART 4: RELATIVE STATE EXPOSURE ON THE
EXPORT FRONT
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Source: Census Bureau, TD Economics.
* $3B of enacted tariffs and $50B of tariffs being considered; estimated by TD Economics.

An escalation could bring about other challenges. For
instance, by increasing the threshold of Chinese imports
targeted to $150 billion, consumer goods are likely to get
impacted, thereby generating more upward pressure on
consumer prices, which in turn could weigh more heavily
on consumption.

On the other hand, the U.S. currently exports only about
$130 billion worth of goods to China. This gives China
limited room to retaliate in kind, not only because it can-

outright, but also because it would likely find it necessary
to avoid imposing tariffs on crucial products that it needs
(i.e. large aircraft). While seemingly farfetched, this could
push China to explore the possibility of imposing tariffs
on U.S. services, which could vault the two economic
titans toward a full-scale trade war.

Bottom line

Although trade tensions between the U.S. and China
appear to have simmered down for now, they are very
likely to escalate again in the near term. Using the level
of trade exposure with China, in combination with the
derived impacts on the national economy that serve as
guideposts, we estimate that the resulting negative eco-
nomic impacts for most states on the Eastern Seaboard
would be smaller than the average hit to the national
economy. This suggests that the TD footprint is better
positioned to weather possible impacts from protection-
ist trade policy as related to China. South Carolina is the
only major outlier in the region, given export overexpo-
sure as per massive shipments of transportation equip-
ment to China. As such, the implied hit on the Palmetto
State’s economy is expected to be at least twice that of
the nation.

not extend the tariffs to the full $150 billion on goods

Endnotes

1. According to the U.S. Census Bureau, data limitations include: ‘In some cases, the export origin of movement does not reflect
the transportation origin’; and ‘the state of destination may not reflect the final location for which the imported goods are
destined". See: https://www.export.gov/article?id=State-Data-Methodology

2. TD Economics, (2018). “U.S. and China Fire Shots Across The Tariff Wall”, https://economics.td.com/gbl-us-china-tariff-impacts

3. Brookings Institution, (2018). “How China's proposed tariffs could affect U.S. workers and industries”, https://www.brookings.
edu/blog/the-avenue/2018/04/09/how-chinas-tariffs-could-affect-u-s-workers-and-industries

Disclaimer

This report is provided by TD Economics. It is for informational and educational purposes only as of the date of writing, and may not be appro-
priate for other purposes. The views and opinions expressed may change at any time based on market or other conditions and may not come
to pass. This material is not intended to be relied upon as investment advice or recommendations, does not constitute a solicitation to buy or
sell securities and should not be considered specific legal, investment or tax advice. The report does not provide material information about the
business and affairs of TD Bank Group and the members of TD Economics are not spokespersons for TD Bank Group with respect to its business
and affairs. The information contained in this report has been drawn from sources believed to be reliable, but is not guaranteed to be accurate
or complete. This report contains economic analysis and views, including about future economic and financial markets performance. These are
based on certain assumptions and other factors, and are subject to inherent risks and uncertainties. The actual outcome may be materially differ-
ent. The Toronto-Dominion Bank and its affiliates and related entities that comprise the TD Bank Group are not liable for any errors or omissions
in the information, analysis or views contained in this report, or for any loss or damage suffered.
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Appendix

Table A: U.S. Exports to China as a % of GDP by Sector
[ expressed in basis points, 2017* ]
Categories New England Mid Atl. Upper South Atl. Lower South Atl.
US |ICT MA ME NH R VT |NJ NY PA |DE MD NC VA WV |FL GA sC
Total 68 30 44 39 53 28 63 27 20 34| 47 15 43 34 69 19 51 | 284
Agriculture prod. 8 o - = = = = = = = = o - 7 (o] 2 (o]
Agriculture Livestock prod. ol - 0 o - = = o - o o 0 o - o o] 0 -
and livestock Forestry prod. 1 1 0 1 1 - 2 0 1 1| - (0] 1 1 4 0 1 1
Fish prod. 1| - 1 9 2 2 - 0 0 - = = = = = 0 0 -
Oil, gas, Oil & gas 41 - - - - - - - - - - - - - - - - -
minerals Minerals & ores 1| - = = = = 1 0 0 4| - 1 3 0 0 1 0
Food & kindred prod. 2 0 1 2 o - 6 0 1 1 0 0 4 1 - 0 1 6
Beverages of - = = = = = = o - = = = o - 0 o] 0
Tobacco prod. 0 0 0 0 0 0 0 0 0 0 0 1 2 1 - 0 0 3
Textiles & fabrics 0 0 0 0 0 0 0 0 0 0 0 1 2 i - 0 0 3
Textile mill prod. ol - 0 0 0 o - 0 0 ol - o] o] 0 - 0 0 0
Apparel & accessories of - o - 0 0o - 0 0 0 o] 0] 0] o - o - -
Leather & allied prod. ol - o - = = = 0 0 0 0 0 0 o - 0 0 0
Wood prod. 1 0 0 1 28 - 5 0 1 B 0 0] 3 2 14 0] 3 1
Paper 1 0 1 18 1 o - o] o] (o] o] (o] 5 4 - 1 13 7
Printed prod. 0 0 o - 0 o - 1 0 of - 0] 0] o - 0 o -
Manuf. Petroleum & coal prod. 1| - o - o - = 0 0 ol - 0 o - = 0 0 0
Chemicals 8 2 4 2 1 6 2 8 3 4 18 3 4 5 37 1 4 15
Plastic & rubber prod. 1 1 2 0 1 1 1 1 0 1 2 1 2 0 1 0 0 3
Nonmetallic mineral prod. 0 0 d = 0 0o - 0 1 0 0 0 2 0 1 0 2 1
Primary metal mfg. 1 4 1 0 0 4 1 2 1 8 1 1 1 1 5 6 0 1
Fabricated metal prod. 1 2 1 0 1 2 1 1 0 1 1 0 1 1 0 1 1 11
Machinery (ex-electr.) 5 4 8 2 11 5 4 2 4 4 6 1 3 1 1 1 3 8
Computer & electr. 9 5 11 1 18 3 37 5 2 5 16 1 4 2 3 1 2 7
Electrical equip, appliances 2 2 5 0 12 3 0 1 1 2 1 1 2 1 0 0 1 2
Transport equip. B 6 o - 1 0o of o 1 1f- o 3 o o 2 1olEeE
Furniture & fixtures ol - o - = = = 0 0 ol - 0 0 1 - 0 0 )
Misc mfg. 2 1 4 0 1 1 3 2 1 1 1 0 1 1 1 0 3 0
Other Waste & scrap etc. 4 2 2 1 - 1 - 3 4 1 0 3 3 2 1 3 3 3
Source: Census Bureau, TD Economics. *2017 GDP for states is estimate.
Table B: Imports from China as a % of GDP
[ expressed in basis points, 2017* ]
. New England Mid Atl. Upper South Atl. Lower South Atl.
Categories
UsS |CT MA ME NH RI VT NJ NY PA DE MD NC VA WV [FL GA sC
Total 262 85 87 57 116 155 821 309 133 233 55 88 189 150 32| 130 | 401 303
Agriculture prod. 0 0 0 0 0 0 0 1 1 ol - 0 0 o - 0 0 0
Agriculture Livestock prod. of - = = = = = ] o] of - = = - - o - -
and livestock Forestry prod. 0 0 (R = = 0 1 0 of - o] o] o - o] o -
Fish prod. 1 1 4 - 2 10 - 2 1 0 0 2 0 4 - 2 1N
Qil, gas, Oil & gas ol - - - - - - - - - - - - - - - - -
minerals Minerals & ores 0 0 o - - - - 0 0 0 o - 0 o - 0 0 0
Food & kindred prod. 2 1 1 @ = 1 0 9 2 1| - 3 1 1 - 1 2 1
Beverages ol - = = = = = 0 o - = = = = = = o -
Tobacco prod. 1 0 1 1 1 0 0 1 1 1 0 0 4 1 - 1 1 5
Textiles & fabrics 1 0 1 1 1 0 0] 1 1 1 0 0 4 i - 1 1 5
Textile mill prod. 6 2 3 5 1 8 1 12 5 3 1 3 4 7 0 2 14 14
Apparel & accessories 15 4 7 10 4 4 20 38 30 17 3 3 15 4 1 4 14 14
Leather & allied prod. 10 14 6 23 22 5 2 18 9 6 8 4 4 3 0] 5 7 15
Wood prod. 2 1 0] 1 1 1 1 2 1 1 0] 3 1 3 0 2 8 3
Paper 2 0 1 0 0 4 0 4 2 2 0 0 1 2 0 1 2 2
Printed prod. 1 0 0 0 0 2 0 2 1 1 0 1 (0] 1 - (0] 1 (0]
Manuf. Petroleum & coal prod. ol - - - - - - 1 0 ol - - 0 1 - 0 0 0
Chemicals 9 4 4 1 3 3 0 29 7 10 7 5 9 13 9 4 13 23
Plastic & rubber prod. 9 4 4 4 2 7 4 16 6 6 2 3 7 9 1 5 29 13
Nonmetallic mineral prod. 4 2 2 (0] 2 2 3 7 3 4 1 2 3 4 2 4 10 5
Primary metal mfg. 2 1 1 1 1 1 0 3 2 2 1 9 2 2 1 2 4 5
Fabricated metal prod. 12 7 5 1 9 8 4 13 7 8 3 4 21 7 2 7 19 20
Machinery (ex-electr.) 18 6 5 3 9 7 11 21 6 9 4 6 22 10 5 14 32 87
Computer & electr. 9 8 17 2 28 4 13| 44 1303@8| 10 10 43 16 2| 37/ 921 30
Electrical equip. appliances| 22 10 6 1 7 10 5 27 9 19 6 5 18 19 1 11 49 29
Transport equip. 10 2 3 1 7 0 2 5 3 4 1 6 6 4 2 4 17 12
Furniture & fixtures 12 9 4 1 1 7 2 19 5 8 2 9 17 16 1 9 38 10
Misc mfg. 22 6 12 2 17 66 11 32 18 12 4 8 10 23 1 14 46 12
Other Waste & scrap etc. 3 5 1 0 0 4 0 2 1 1 0 0 1 0 0 1 1 2
Source: Census Bureau, TD Economics. *2017 GDP for states is estimate.
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