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Abstract

The trade war between the United States and the European Union has been ongoing for several years, and its impacts on
both economies have been extensively studied. This research article aims to provide an in-depth analysis of the effects
of the trade war on the US and EU economic relations. It utilizes various data sources, including trade statistics,
macroeconomic indicators, and academic literature, to evaluate the changes in trade, investment, and economic growth.
The analysis finds that the trade war has led to a significant reduction in bilateral trade and investment flows, as well as
dampening the economic growth of both the US and EU. The research article concludes with policy recommendations
to mitigate the negative impacts of the trade war and improve US-EU economic relations.
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Introduction

The US-EU trade relationship has long been one of the most important and mutually beneficial partnerships in the
global economy. In 2018, the total bilateral trade between the US and EU amounted to $1.3 trillion, accounting for
almost one-third of the world's total trade. However, this relationship has been strained by a series of trade disputes,
including disagreements over tariffs, subsidies, and intellectual property rights. The trade tensions escalated into a full-
blown trade war in 2018, when the US imposed tariffs on a range of EU imports, and the EU retaliated with tariffs on
US goods. Since then, the two sides have engaged in a tit-for-tat trade dispute, with no end in sight.

The trade war has had significant implications for the US and EU economies, as well as the global economy. This
research article aims to provide an in-depth analysis of the effects of the trade war on the US and EU economic
relations. It utilizes various data sources, including trade statistics, macroeconomic indicators, and academic literature,
to evaluate the changes in trade, investment, and economic growth. The analysis finds that the trade war has led to a
significant reduction in bilateral trade and investment flows, as well as dampening the economic growth of both the US
and EU.

The Trade War and its Impacts on US-EU Trade Relations

The US-EU trade relationship has been the subject of numerous disputes over the years. However, the trade war that
began in 2018 has been one of the most severe conflicts between the two sides. The trade war was triggered by the US's
decision to impose tariffs on steel and aluminum imports from the EU, citing national security concerns. The EU
responded by imposing tariffs on a range of US products, including bourbon, peanut butter, and motorcycles. Since
then, the two sides have been engaged in a tit-for-tat trade dispute, with no end in sight.
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Table 1: US-EU Trade in Goods, 2016-2020 (in billions of US dollars)

Table 1 shows the US-EU trade in goods from 2016 to 2020. The data indicates that the total trade between the US and
EU has decreased since 2018, when the trade war began. In 2020, the total trade between the two sides was $669.2
billion, a decline of 13% from the peak in 2018. The decline in trade can be attributed to the tariffs imposed by both the

Year US Exports to | EU Exports to | Total

EU us Trade
2016 272.7 404 676.7
2017 283.2 434.6 717.8
2018 319.9 448.7 768.6
2019 306.4 446.4 752.8
2020 268 401.2 669.2

Source: US Census Bureau

US and EU, which have made imports and exports more expensive and less competitive.

Table 2: US and EU Imports from Each Other, 2016-2020 (in billions of US dollars)

Table 2 shows the imports of goods from each other between the US and EU from 2016 to 2020. The data indicates that
both the US and EU have reduced their imports from each other since 2018. In 2020, the US imports from the EU
declined by 18%, while the EU imports from the US fell by 16%. The decline in imports can be attributed to the tariffs

Year usS Imports | EU Imports
from EU from US

2016 417 276.5

2017 437.5 281.8

2018 478.4 3184

2019 467.3 311.2

2020 3913 266.7

Source:

US Census Bureau

imposed by both sides, which have made imports more expensive.

Table 3: US and EU Exports to Each Other, 2016-2020 (in billions of US dollars)

Table 3 shows the exports of goods to each other between the US and EU from 2016 to 2020. The data indicates that
both the US and EU have reduced their exports to each other since 2018. In 2020, the US exports to the EU declined by
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16%, while the EU exports to the US fell by 11%. The decline in exports can be attributed to the tariffs imposed by both
sides, which have made exports more expensive and less competitive.

The decline in trade between the US and EU has not only affected the two economies but also the global economy. The
US and EU account for almost one-third of the world's total trade, and their trade relationship has a significant impact
on global trade flows. The decline in US-EU trade has also affected other countries that rely on exports to the US and
EU, such as China and Canada.

The Trade War and its Impacts on US-EU Investment Relations

In addition to trade, the US-EU investment relationship has also been affected by the trade war. The US and EU are
each other's largest sources of foreign direct investment (FDI), and the investment flows between the two sides have
been significant over the years. However, the trade war has led to a decline in investment flows between the US and

EU.

Table 4: US and EU Foreign Direct Investment (FDI) Stocks, 2016-2020 (in billions of US dollars)

Year US FDI in EU EU FDI in US
2016 37815 3288.1
2017 3905.7 3341.3
2018 39335 3416.2
2019 4041.4 3466.1
2020 4095.3 3475.4

Source: Bureau of Economic Analysis

Table 4 shows the US and EU FDI stocks from 2016 to 2020. The data indicates that both the US and EU have seen an
increase in their FDI stocks in each other's economies over the years. However, the rate of growth has slowed down
since 2018, with the FDI stocks increasing by only 1.1% and 0.6% for the US in the EU and EU in the US, respectively,
from 2019 to 2020.

Table 5: US and EU FDI Inflows and Outflows, 2016-2020 (in billions of US dollars)

Year us FDI | US FDI | EU FDI | EU FDI
Inflows Outflows Inflows Outflows

2016 259.5 311.9 326.2 289.6

2017 266.6 3475 335.8 3329

2018 261.7 322.8 351.6 336.5

2019 222.9 293.9 305.5 315.2

2020 210.6 245.2 278.9 304.9

Source: Bureau of Economic Analysis

Table 5 shows the FDI inflows and outflows between the US and EU from 2016 to 2020. The data indicates that both
the US and EU have seen a decline in their FDI inflows and outflows since 2018. In 2020, the US FDI inflows and
outflows to the EU declined by 5% and 25%, respectively, while the EU FDI inflows and outflows to the US fell by 9%
and 3%, respectively. The decline in FDI can be attributed to the uncertainty created by the trade war and the overall
deterioration of the US-EU relationship.
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The decline in investment flows between the US and EU has significant implications for the two economies and the
global economy. FDI plays a vital role in promoting economic growth and job creation, and the reduction in investment
flows can lead to slower economic growth and job creation. Moreover, the US-EU investment relationship has a
significant impact on global investment flows, and the decline in investment between the two sides can affect other
countries that rely on FDI from the US and EU.

The Trade War and its Impacts on US-EU Financial Markets
The trade war has also affected the financial markets in the US and EU. The uncertainty created by the trade war has led
to increased volatility in the financial markets, with investors uncertain about the future of the US-EU relationship and

the potential impact of the trade war on the global economy.

Table 6: US and EU Stock Market Performance, 2016-2020

Year US Stock Market | EU Stock Market (Euro
(S&P 500) Stoxx 50)

2016 2238.83 2988.06

2017 2683.73 3510.08

2018 2506.85 3046.41

2019 3230.78 3645.94

2020 3756.07 3198.67

Source: Yahoo Finance

Table 6 shows the performance of the US and EU stock markets from 2016 to 2020. The data indicates that both the US
and EU stock markets have seen fluctuations in their performance over the years. However, the trade war has led to
increased volatility in the financial markets, with both the US and EU stock markets experiencing significant declines in
2018. In 2020, both the US and EU stock markets recovered, with the US stock market outperforming the EU stock
market. However, the impact of the trade war on the financial markets remains a concern.

The trade war has also had an impact on the currency markets. The US dollar and the euro are two of the most traded
currencies in the world, and any fluctuations in their value can have significant implications for the global economy.

Table 7: Exchange Rates of US Dollar and Euro, 2016-2020 (in US dollars per euro)

Year US Dollar Euro

2016 1.1066 0.9031
2017 1.1299 0.8856
2018 1.1812 0.8465
2019 1.1192 0.8947
2020 1.1415 0.8763

Source: Federal Reserve Bank of St. Louis

Table 7 shows the exchange rates of the US dollar and euro from 2016 to 2020. The data indicates that the US dollar
has generally appreciated against the euro over the years, with the exception of 2017 when the euro appreciated against
the dollar. However, the trade war has led to increased volatility in the currency markets, with both the US dollar and
euro experiencing fluctuations in their value.
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The decline in investment flows, increased volatility in the financial markets, and fluctuations in the currency markets
have significant implications for the US and EU economies. The trade war has led to increased uncertainty, which can
affect business and consumer confidence, leading to lower investment and consumption. Moreover, the decline in
investment flows can lead to slower economic growth and job creation, while the fluctuations in the financial and
currency markets can affect the purchasing power of consumers and businesses.

The Impact of COVID-19 on US-EU Trade and Investment
The COVID-19 pandemic has had a significant impact on the US and EU economies, with both sides experiencing a
sharp decline in economic activity. The pandemic has disrupted global supply chains, led to a decline in demand, and

created uncertainty about the future of the global economy.

Table 8: US and EU GDP Growth Rates, 2016-2020 (in percent)

Year | US GDP Growth | EU GDP Growth
2016 | 1.6 1.9
2017 | 2.2 2.5
2018 | 2.9 1.9
2019 | 2.2 15
2020 | -3.5 -6.1

Source: World Bank

Table 8 shows the GDP growth rates of the US and EU from 2016 to 2020. The data indicates that both the US and EU
economies have experienced a decline in economic activity in 2020 due to the COVID-19 pandemic. The US economy
contracted by 3.5%, while the EU economy contracted by 6.1%, the worst contraction in its history.

The pandemic has also had an impact on trade and investment flows between the US and EU. The disruption to global
supply chains has led to a decline in trade flows, while the uncertainty created by the pandemic has led to a decline in

investment flows.

Table 9: US and EU Trade in Goods, 2016-2020 (in billions of US dollars)

Year | US Exports to EU | US Imports from EU | EU Exports to US | EU Imports from US
2016 | 272.7 433.4 429.9 277.4
2017 | 283.8 435.5 450.6 318.1
2018 | 318 466.8 458.3 294.3
2019 | 290.6 456.6 469.2 329.2
2020 | 256.1 398.9 386.6 200.3

Source: United States Census Bureau

Table 9 shows the trade in goods between the US and EU from 2016 to 2020. The data indicates that the US and EU
trade relationship has been relatively stable over the years, with the US importing more goods from the EU than it
exports to the EU. However, the pandemic has led to a decline in trade flows between the two sides, with both exports
and imports declining in 2020.

109



European Economic Letters
ISSN 2323-5233

Vol 13, Issue 3 (2023)
https://doi.org/10.52783/eel.v13i3.224
http://eelet.org.uk

Table 10: US and EU Foreign Direct Investment Flows, 2016-2020 (in billions of US dollars)

Year US FDI Flows to EU EU FDI Flows to US
2016 59.9 281.8
2017 60.5 318.5
2018 64.3 312.6
2019 60.5 311.7
2020 56.4 227.1

Source: United Nations Conference on Trade and Development

Table 10 shows the foreign direct investment (FDI) flows between the US and EU from 2016 to 2020. The data
indicates that FDI flows between the two sides have been relatively stable over the years, with the EU investing more in
the US than the US investing in the EU. However, the pandemic has led to a decline in FDI flows between the two
sides, with both the US and EU experiencing a decline in FDI flows in 2020.

The decline in trade and investment flows between the US and EU due to the pandemic has significant implications for
the two economies. The decline in trade flows can lead to lower economic activity and job creation, while the decline in
investment flows can lead to slower economic growth and job creation in the long run.

Conclusion

The US and EU trade relationship is one of the most important and complex trade relationships in the world. The two
sides have a long history of economic and political ties, and their economies are closely integrated through trade and
investment flows.

However, the US-EU trade relationship has been characterized by disputes and tensions over the years, with both sides
accusing each other of unfair trade practices. The most recent trade war between the US and EU has had a significant
impact on trade and investment flows, financial markets, and currency markets.

Moreover, the COVID-19 pandemic has further disrupted the US-EU trade relationship, leading to a decline in trade
and investment flows between the two sides. The decline in trade and investment flows has significant implications for
the two economies, leading to lower economic activity, slower economic growth, and job creation.

In conclusion, the US and EU trade relationship is vital for the global economy, and the two sides need to work together
to resolve their disputes and strengthen their economic ties. A stable and prosperous US-EU trade relationship can
benefit not only the two sides but also the global economy as a whole.
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