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Abstract This study tries to present a theoretical framework for Sino-US trade negotia-

tions. In general, it also offers a novel explanation of the tariff reduction paradox: starting

from a high tariff environment, governments may, under some circumstances, negotiate to

reduce tariffs, but without eliminating them altogether. It is found that under certain circum-
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stances tariffs may reduce the number of unpredictable outcomes from the multiplicity of Wal-
rasian equilibrium. It suggests an optimal tariff reduction. Furthermore, “endowment swaps”
through direct foreign investment can become a superior alternative to tariffs and managed
trade, in this regard.
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