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will invest $100 billion in the United States in advanced 

semiconductor manufacturing capabilities.1 This is in addition 

to the $100 billion investment the company announced in 

March 2025 and the $65 billion it has been investing in Arizona 

since 2020, which will bring its total foreign direct investment 

(FDI) in the US to at least $265 billion. 

TSMC’s investments, even without other investments from 

prominent Taiwanese tech companies like Foxconn and 

GlobalWafers, put the total amount of Taiwanese FDI in the 

United States at well over the $250 billion minimum agreed 

to, according to the Commerce Department, in the US-

Taiwan investment deal announced in January 2026.2 More 

FDI from Taiwan has been flowing into the US tech sector 

than ever before. At the same time, the US trade imbalance 

with Taiwan has grown significantly worse due to insatiable 

American demand for AI. Taiwan is the largest source for 

servers imported to the United States as well as the advanced 

semiconductors on which the servers are based. Because 

of the high value of Taiwanese imports, by the end of 2026 

Taiwan could become the country with which the US has the 

Executive Summary 

More investments from Taiwan are flowing into the United 

States than ever before, and they are supporting US national 

security interests by building up domestic semiconductor and 

technology production. The White House should recognize the 

significant progress that has been made toward implementing 

the US-Taiwan investment agreement signed in January, and 

it should also seek to create a bilateral tax agreement with 

Taiwan to further support new investments. At the same time, 

the Trump administration’s artificial-intelligence and trade 

policies have worsened the US trade deficit with Taiwan. The 

White House perceives large trade imbalances as a threat 

it must address, but directly addressing the growing trade 

imbalance with Taiwan would threaten the US goal of building 

the largest and greatest AI ecosystem in the world. Taiwan 

is America’s most important trade partner right now, and US 

trade policy should support America’s AI ambitions. 

Introduction

On July 16, 2026, the Commerce Department announced 

that Taiwan Semiconductor Manufacturing Company (TSMC) 
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largest annual goods trade deficit—a symbolic designation 

historically held by China or Mexico. 

Addressing US trade imbalances is one of the White House’s 

most important priorities.3 The administration has been using 

aggressive trade policy to reduce trade deficits while creating 

bespoke trade and investment agreements with the largest US 

trading partners, including Taiwan. 

However, ensuring that the United States maintains its 

leadership in AI is another White House priority, and taking 

punitive action against Taiwan because of the trade imbalance 

would throw the US off its path toward AI dominance. 

Growth in AI demand has been very good for the US and 

Taiwanese economies, and the benefits have far outweighed 

the harm the United States has suffered from its trade deficit 

with Taiwan. Nearly 50 percent of growth in US domestic 

demand over the last two years as well as the majority of gains 

on the S&P 500 are attributable to the AI boom.4 The strategic 

importance of American investments in AI is enormous; 

President Donald Trump has called the AI race “a test of our 

capacities unlike anything since the dawn of the Space Age.”5 

The United States needs to win the AI race, and it needs 

Taiwan in order to do so. Taiwan may very well be the most 

important US economic and strategic partner right now. 

While balancing trade deficits is an important goal for this 

administration, it should not come at the risk of jeopardizing 

America’s competitive edge in AI development. Washington 

should therefore make accommodations to take advantage of 

this important relationship. 

American Tech Interests and Taiwan

The United States is in a race to build the world’s largest AI 

ecosystem. The White House sees this as an imperative and 

believes that success will usher in a golden era of prosperity. 

As part of its efforts, in July 2025 the Trump administration 

released America’s AI Action Plan, which explains the 

strategic thinking on the regulatory, energy, infrastructure, 

talent, and technology elements that affect AI development in 

the US.6 

AI development has already proven important for the US 

economy. Investments in computers, data centers, and software 

have all contributed meaningfully to US gross domestic product 

growth through the first half of Trump’s second term and will 

likely continue to boost the country’s GDP for years to come.7 

Estimates project that AI investments will add anywhere from 

1–20 percent to US GDP in the next 10 years.8 

In the future, America will probably produce more of the 

components necessary for this AI buildout. But for now it 

relies heavily on Taiwan for the manufacture of the advanced 

semiconductors and servers.9 In 2023, Project 2049 Institute 

and the US-Taiwan Business Council estimated that losing 

access to Taiwan’s semiconductor industry would cost the US 

economy $1.6 trillion (roughly 8 percent) of annual US GDP.10 

Today, with the growth in demand for AI, that figure would 

likely grow to well over $2 trillion, according to estimates by 

this author.11 

US Trade Policies Affecting Taiwan

The US-Taiwan economic relationship primarily involves trade 

in goods, and since “Liberation Day” on April 2, 2025, the 

administration has used a variety of laws to impose tariffs on 

these imported goods (see table 1). It has also announced 

exemptions from tariffs on goods such as semiconductors, 

servers, electrical parts, agricultural goods, aircraft 

components, and other commodities, leading importers 

to deal with a patchwork of trade policies and compliance 

requirements.

Two trade laws currently affect imports from Taiwan: the 

Trade Act of 1974 (Section 301) and the Trade Expansion 

Act of 1962 (Section 232). Under Section 301, the Office 
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DATE EVENT EFFECT ON IMPORTS FROM TAIWAN

2025

Apr 2
President Trump uses International Emergency 
Economic Powers Act (IEEPA) to announce tariffs

10 percent additional tariff on most goods starting April 5; increases 
to 32 percent starting April 9

Apr 9 Modifications made to IEEPA tariffs 32 percent tariff suspended for 90 days; tariff returns to 10 percent 

Apr 11
Semiconductors, servers, smartphones, and other 
electronics excluded from IEEPA tariffs

75 percent of annual imports from Taiwan effectively excluded from 
tariffs; 10 percent tariff remains remaining 25 percent not covered by 
Section 232 tariffs

Jul 30 Duty-free de minimis imports ends August 29
Imports valued under $800 no longer tariff-free; 10 percent tariff 
remains

Jul 31 Modifications made to IEEPA tariffs 10 percent tariff increases to 20 percent starting August 7

Sep 5

Modifications made to IEEPA tariffs; “Potential Tariff 
Adjustments for Aligned Partners” offers possible tariff 
exclusions for certain agricultural products, aircraft 
and aircraft parts, and non-patented pharmaceuticals

No immediate change; 20 percent tariff remains

Nov 14
IEEPA exemptions granted for agricultural goods 
including coffee, tea, tomatoes, beef, and fertilizer

Agricultural exemptions; 20 percent tariff remains

2026

Jan 15

US-Taiwan investment agreement signed; 
negotiators agree to eventually cap Taiwan’s so-
called reciprocal tariff and make exemptions for 
generic pharmaceuticals, generic ingredients, aircraft 
components, and natural resources

Commitments for 15 percent tariff and exemptions agreed but not 
implemented; 20 percent tariff remains

Feb 12 US and Taiwan sign ART 20 percent tariff remains

Feb 20 US Supreme Court rules against the use of IEEPA IEEPA tariffs no longer collected; refunds begin

Feb 20
President Trump uses Section 122 of Trade Act of 
1974 to restore broad tariffs for 150 days

10 percent tariff on most goods starting Feb 24; Section 232 rates 
remain; exemptions reinstated

Mar 11
USTR initiates Section 301 investigation into 
economies’ structural excess capacity in 
manufacturing

No immediate change; 10 percent tariff remains

Mar 12
USTR initiates Section 301 investigation into 
economies’ failure to prohibit import of goods 
produced with forced labor

No immediate change; 10 percent tariff remains

May 28
Section 232 tariffs on auto parts, timber, lumber, and 
wood derivatives adjusted to the negotiated rate

Section 232 rates adjusted to agreed rates starting May 1

Jul 23
USTR makes a determination on its Section 301 
forced labor investigation

10 percent tariff ceiling on most goods starting Jul 24; exemptions 
continued

Jul 24 Section 122 tariffs expire
10 percent remains but under Section 301; Section 232 tariffs 
remain

TBD
USTR determination on excess capacity and Commerce Department determination on additional Section 232 investigations 
still pending

Table 1: Tariff Timeline Affecting Imports from Taiwan

Source: Author’s research.19
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of the United States Trade Representative (USTR) can 

investigate and act “to enforce US rights under trade 

agreements or respond to certain foreign trade practices.”12 

Section 232 authorizes the commerce secretary to 

investigate to determine whether an import threatens US 

national security.13

USTR has conducted two Section 301 investigations that 

included Taiwan. The first considered whether Taiwan had 

failed to impose and effectively enforce a prohibition on 

importing goods produced with forced labor.14 The office 

found that it had failed, and that this benefited its economy. 

However, in February 2026 the US and Taiwan signed 

an agreement on reciprocal trade (ART) in which Taiwan 

agreed to address this problem,15 so USTR will impose 

only a 10 percent cap on imports, other than exempt 

imports and commodities covered by Section 232. This 

is in contrast to the 12.5 percent that the US has placed 

on imports from other countries that failed to address the 

forced labor problem. The White House has also continued 

tariff exemptions for commodities like semiconductors and 

smartphones.16 

The Growing Trade Imbalance

The White House believes that US trade deficits are the result 

of other nations’ “taking advantage” of the United States.20 

The initial justification for the Trump administration’s barrage 

of tariffs since April 2025 was that “large and persistent 

annual US goods trade deficits” are “an unusual and 

extraordinary threat to the national security and economy 

of the United States.”21 While the US trade imbalances with 

trade partners like China and the European Union have 

shrunk, the US trade in goods deficits with countries like 

Taiwan, Mexico, and Vietnam have continued to grow (see 

figure 1).

US-Taiwan trade has grown dramatically over the last few 

years. US imports from Taiwan have increased by 250 percent, 

from $7 billion to $24 billion a month. Meanwhile, US exports 

to Taiwan have increased by more than 60 percent, from $3 

billion to $5 billion a month. While the two countries trade 

different commodities (e.g., semiconductors from Taiwan and 

energy from the United States), the growth in US imports from 

The second Section 301 investigation looked into whether 

Taiwan and several other countries have structural excess 

capacity and production in their manufacturing sector.17 No 

determination has yet been made. 

A dozen Section 232 investigations have led to the application 

or adjustment of tariffs on imports of certain metals, vehicles, 

minerals, chemicals, semiconductors, and drones.18 Section 

232 tariff rates range anywhere from 10 percent to 100 

percent, depending on the commodity. However, these rates 

do not stack on top of the Section 301 tariffs. Except for 

the commodities that are exempt through the US-Taiwan 

investment deal, these tariffs affect more than $5 billion worth 

of annual imports from Taiwan. 

$325B

$200B

$75B

1/25 9/25 11/26

US$ Billions

Vietnam
Mexico
Taiwan
China

European
Union

Figure 1. Change in Largest US Trade Deficits

Note: Chart shows trailing 12-month total. 

Source: Data compiled by author via “USA Trade Online,” US Census Bureau, accessed 

September 1, 2026, https://usatrade.census.gov/. 

https://usatrade.census.gov/
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Taiwan has continued to outpace exports to Taiwan, leading to 

a large increase in the trade in goods deficit (see figure 2). 

The United States is importing more tech- and AI-related 

commodities than ever before. The value of these imports from 

Taiwan has increased by well over 200 percent in the last two 

years (see figure 3). The textbook way to address a growing 

trade deficit is to apply tariffs on imports to make them more 

expensive than domestically produced goods. However, the 

Trump administration has excluded semiconductors, servers, 

smartphones, and other electronics and semiconductor-

related products from tariffs, and these have increased to more 

than 75 percent of the total value of imports from Taiwan. 

Meanwhile, the value of all other imports from Taiwan has 

remained at a consistent level, despite tariffs (see figure 3). 

At the end of 2025, the US trade deficit in goods with Taiwan 

was valued at $146 billion, making Taiwan the fifth-largest 

partner with which the United States has a trade deficit.22 

Figure 2. Monthly US-Taiwan Goods Trade, Jan 2023–Jun 2026

Source: Data compiled by author via “USA Trade Online.”
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Figure 3. US Monthly Imports from Taiwan of AI Technologies, 

Jan 2023–Jun 2026

Source: Data compiled by author via Office of the US Trade Representative, “Notice of Actions 

in Section 301 Investigations,” July 23, 2026, news release,  https://ustr.gov/sites/default/files/

files/Press/Releases/2026/FLIP%20301%20Investigation%20Final%20Action%20FRN%20

7-23-26%20FINAL.pdf; “USA Trade Online.” 

2025 2026 (PROJECTED)

PARTNER
TRADE 
DEFICIT

PARTNER
TRADE 
DEFICIT

1. EU $222,993M 1. Taiwan $241,478M

2. Mexico $203,214M 2. Vietnam $230,517M

3. China $202,037M 3. Mexico $213,949M

4. Vietnam $178,234M 4. China $156,945M

5. Taiwan $146,376M 5. EU $114,601M

Top 5  
total

$952,854M 
(76% of total 
goods deficit)

Top 5  
total

$957,490M

Table 2. Top Five US Trading Partners by Goods Trade Deficit, 

2025 and 2026 (Projected)

Source: Author.

https://ustr.gov/sites/default/files/files/Press/Releases/2026/FLIP%20301%20Investigation%20Final%20Action%20FRN%207-23-26%20FINAL.pdf
https://ustr.gov/sites/default/files/files/Press/Releases/2026/FLIP%20301%20Investigation%20Final%20Action%20FRN%207-23-26%20FINAL.pdf
https://ustr.gov/sites/default/files/files/Press/Releases/2026/FLIP%20301%20Investigation%20Final%20Action%20FRN%207-23-26%20FINAL.pdf
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The US trade deficit with Taiwan has the potential to grow 

between 57–65 percent this year.23 By the end of 2026, Taiwan 

could rise to become number one, with the US trade deficit 

potentially reaching $241 billion (see table 2).24  

The designation of trading partner with which the United States 

has the largest goods trade deficit is mostly symbolic. The value 

of the projected trade deficit is meaningful for those concerned 

about the US or Taiwanese balance of payments. But for 

policymakers in Washington and Taipei, the greatest risk of the 

growing trade deficit is how political leaders will perceive it.

Trade and Investment Agreements

Trade deficits are not always a result of government policy, 

but trade and investment policies can address them. The 

Trump administration is attempting to reduce trade deficits 

through higher tariffs while also using tariffs to encourage other 

countries to commit to new trade and investment deals with 

Washington. In fact, earlier this year in response to Trump’s 

tariffs, the United States and Taiwan announced trade and 

investment agreements. 

With the ART, the Taiwanese negotiators agreed that, once 

it was implemented, Taipei would reduce 99 percent of its 

trade barriers to US exports and reduce many of its non-tariff 

barriers for US products, including agricultural, aquatic, poultry, 

and dairy products as well as medical devices and passenger 

vehicles. Taiwan also agreed to try to align more closely 

with the United States on regulatory matters such as export 

controls and issues of forced labor. In addition, the negotiators 

agreed that the island nation would purchase up to $85 billion 

worth of US energy, power infrastructure, and civil aircraft and 

engines by 2030.25

The ART has not yet been implemented, and Taiwan will have 

to pass legislation to do so, given the changes that will be 

required in its tariff rates. But the agreement will first need 

to be updated to reflect the current tariffs that are affecting 

imports from Taiwan. Congressional approval of the agreement 

is not required, since its terms are based on tariffs the Trump 

administration has imposed through its executive authorities. 

Trade is important, but investment can be just as important 

as trade. More investment may reduce some of the US 

reliance on Taiwan-based manufacturing, thereby reducing 

the US trade deficit. It would also allow the United States to 

increase domestic manufacturing of semiconductors and 

AI-related products, bring industry knowledge and training to 

America, which has a shortage of electrical engineers,26 and 

help alleviate some security concerns, given China’s growing 

belligerence in the Asia-Pacific, especially toward Taiwan. 

In January 2026, a month before signing the ART, Washington 

and Taipei signed an agreement to increase Taiwanese 

investment in the US. Officials from both countries released a 

fact sheet that outlines a memorandum of understanding on 

US-Taiwan trade and investment and became a companion 

agreement to the ART. 27 In this, Taiwan’s trade negotiators 

agreed that Taiwan would:

	• Provide $250 billion in FDI, to be invested by Taiwan’s 

semiconductor and technology enterprises

	• Provide $250 billion in credit guarantees, to be used by 

Taiwanese enterprises for building the US semiconductor 

supply chain and ecosystem

	• Build industrial clusters, working with industry and local 

governments in the United States to establish industrial and 

science parks like those in Taiwan that support the local US 

semiconductor ecosystem28

American trade negotiators agreed that, in exchange, the 

United States would:

	• Reduce Taiwan’s reciprocal tariff rate to no more than 15 

percent
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	• Grant reciprocal tariff exclusions for generic 

pharmaceuticals, generic pharmaceutical ingredients, 

aircraft components, and some natural resources

	• Cap Section 232 national security tariffs on auto parts, 

timber, lumber, and wood derivatives at no more than 15 

percent

	• Establish a quota for future Section 232 national security 

tariffs on semiconductors29

Taiwanese companies have already made significant progress 

toward these goals. Over the last several years, they have 

proposed investing more than $300 billion in the United 

States. This includes the $265 billion from TSMC, $4 billion in 

semiconductor wafer manufacturing by GlobalWafers, and $55 

billion in potential investment from semiconductor and server 

companies like UMC, Foxconn, Quanta, and Wistron.30

Recommendations

The US trade deficit with Taiwan is increasing, but this does 

not mean the White House should take more aggressive 

action, as it is doing with Vietnam to address the growing 

US trade deficit with that country.31 Taiwan’s enterprises are 

essential for American AI development, and US technology 

and trade policies have made the trade imbalance with Taiwan 

worse. Two steps should be taken this year to improve the US-

Taiwan economic relationship, one by the United States, the 

other by Taiwan:

Congress should pass a bilateral tax agreement with Taiwan. 

Taiwan is one of the few major economies with which the United 

States does not have a tax treaty. Such agreements reduce the 

tax burden on American and Taiwanese companies with financial 

interests in both countries. At a time when the White House wants 

more Taiwanese FDI in the US and more Taiwanese companies 

are willing to invest, reducing the tax burden would allow these 

investments to be used for operations rather than tax expenses. 

Taiwan should promptly pass implementing legislation 

for the ART. Once the White House has finished its Section 

301 investigations and sent Taiwan’s trade negotiators an 

updated version of the ART, Taiwan’s legislature should swiftly 

implement the agreement. This will open up Taiwan’s market 

to more US exports and potentially decrease the goods trade 

deficit. Otherwise, Taiwan may lose the preferential treatment 

the ART and investment deals have given it. 

Taiwan may be the most important US partner right now as 

the White House seeks to usher in a golden age through AI 

dominance. Though the growing trade deficit with Taiwan could 

become a problem, it should not overshadow the US need to 

build the largest and greatest computing power in the world.
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