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Abstract

This study applies diverse game theories to the US-China Trade War. The US-China Trade War can
be analyzed as a game situation because the strategic decision-making process to maximize one’s
profit while considering the reaction of the other party is a game situation.

However, related research suffered from some mistakes in applying the US-China Trade War as it
is to classic game theory, because while the prisoners dilemma is based on the situation of No
Communication, No Trust, No Cooperation, the US-China Trade War has a precondition different
from that of prisoners dilemma, since it mutually communicates information and negotiation is
repeated several times in a cooperative situation. The result of the trade negotiation will likely end
as 'cooperate-cooperate'.

Further, considering trade volume, trade interdependence, bargaining power based on economy, and
the scale of damage caused by the Trade War, the US-China Trade War is progressing with the
bargaining power of the US being higher than that of China. Since the current US-China Trade War
is in an asymmetrical situation under the dominant bargaining power of the US, it is likely to reach
‘US defect-China cooperative’ in the long run.
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Table 1. Prisoners Dilemma Payoff Matrix
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Table 2. US—-China Imposing Tariffs Timeline (2018-2019)
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Fig. 1. US—China Imposing Tariffs on Products
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Fig. 2. US—China Trade in Goods (2001-2018)
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Fig. 3. US Trade Deficit from China (2001-2018)
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Fig. 4. US—China GDP Comparison (1991-2017)
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Table 3. The Estimation of Damage from US-China Trade War

Author Imposing Tariffs China us
Hyundai Research US, 25% additional 23.4% decrease in
Institute(2018) tariffs exports to US

US and China’ s tariffs
against each other

Cho Gyeong-Lyeob(2019)

Lim Byeong—Ho and Lee

Jun-Yeop(2018) US, Extra 25% tariff on

imported from China

Song Back-Hoon and Lee
Chang—S00(2018)

US, 25% additional

retribution

Goldman Sachs 25% additional tariffs on

$100 billion in Chinese

goods(2nd War)
Robinson et al.(2018) US extra 25% tariff on
vehicles imported from
other countries

Reduced GDP by
0.75—2.46%,0ptimal tariff
rate increase of 5%p

36.6% decrease in
exports to US

China's GDP Static

tariff, 25% Chinese tariff Analysis 0.44%, Dynamic
Analysis

1.05%(2020-21) reduction

Increase GDP by
0.18-0.4%,
Optimal tariff rate
increase of 7%p

6.52% decrease in
exports to China

US GDP Static
Analysis 0.24%,
Dynamic Analysis
0.37%(2020-21)
reduction

Average ftariff rate is
up 3.1%, 7% affected
by total imports.

US car production

down 1.5%, imports
down 5.3%, exports
down 2.5%
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Table 4. US-China Trade War Payoff Matrix (Non-Cooperative Game)
us
Cooperate(Free Trade) Defect(Protectionism)
Cooperate(Free Trade) 5 5 -5 10
China

Defect(Protectionism) 10 -5 -3 -3

Fig. 5. Two-Stage US-China Trade War Game Tree (Sequential Move Game)
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Table 5. US-China Trade War Payoff Matrix (Cooperative Game)

us
Cooperate(Free Trade) Defect(Protectionism)
Cooperate(Free Trade) 13 -5 10
China
Defect(Protectionism) -5 -3 -3

Fig. 6. US—China Trade War Game Tree (Sequential Move Game in Asymmetric Bargaining

Power)
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