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"Tariff avoidance is not easy, it takes time and money to execute properly....Fortunately,

there are five proven ways to effectively avoid the Section 301 Tariffs.  
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TARIFFS

A tariff is an additional duty, or fee, charged to the

importer or exporter of international goods. The

duties and tariffs are most often determined as a

percentage of the value of the goods. Through the

often-called Taxing and Spending Clause of the

Constitution, the United States Congress is the entity

that is responsible for controlling the income and the

spending of the U.S. government. The President of

the United States has been delegated the authority,

by congress, to set and adjust tariff rates on

internationally traded goods, when needed, to

address concerns regarding relations with foreign

countries. This power is defined in Section 301 of the

Trade Act of 1974. [1]
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Section 301 of the Trade Act of 1974 has been used a few times since its inception. Its most recent

use is of the most concern to companies who trade with China. 

In 2017, the President directed the United States Trade Representative to investigate China’s policies

regarding innovation, intellectual property, and technology transfers. As a result of this investigation,

the President announced a plan to impose retaliatory tariffs on certain imported goods from China.

The plan was laid out in four stages and affected over 6,000 different categories of goods. Once in

affect, these Section 301 tariffs impact nearly $500 billion of international commerce. [2]



Tariff
Value of Affected U.S.

Imports
  (2020)

Tariff Rate Additional Cost Burden

Section 301 List 1 $20.9 B 25% $5.2 B

Section
  301 List 2 $9.8 B 25% $2.4 B

Section
  301 List 3 $112.8 B 25% $28.2 B

Section
  301 List 4A $175.4 B 7.50% $13.2 B

Section
  301 List 4B $164.4 B Suspended $0 

 Total $483.3 B 7.5 – 25% $49 B

TARIFF EFFECTS

The Section 301 tariff lists encompass over 70% of the items imported from China. When regular import

duties are added to the retaliatory tariff, the impact can be up to a staggering 30% in additional cost.

With such a wide-reaching categorical impact, many companies have been pinched between

maintaining low sales prices while battling the increase in the cost of the goods they are sourcing. The

National Bureau of Economic Research found that the impact of the tariffs fell mostly on consumers as

importers passed the added cost on and domestic producers raised their prices due to lack of

competition. [3] Many buyers have either shifted their supply chains to countries other than China or

stopped importing the goods completely and focused on re-shoring. Studies have shown that since the

tariffs have been imposed, the imported value of goods which are on the Section 301 lists has fallen by

over $100 billion. [4] With the recent impact of Covid-19 and continuing political strife between the

countries, there is a significant exodus of companies moving their supply from China. A Gartner survey

shows 33% of companies moved business out of China or plan to by 2023.[5]

EFFECTS OF THE SECTION 301 TARIFFS02

AMFAS INTERNATIONAL | PRACTICAL TARIFF AVOIDANCE

Total value of goods affected by current Section 301 tariffs imposed on Chinese goods. [4]

https://www.mckinsey.com/business-functions/operations/our-insights/resetting-supply-chains-for-the-next-normal
https://www.gartner.com/en/newsroom/press-releases/2020-06-24-gartner-survey-reveals-33-percent-of-supply-chain-leaders-moved-business-out-of-china-or-plan-to-by-2023
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Total value of goods affected by Section 301 tariffs imposed on Chinese goods at the onset in 2017. [6]



FIVE METHODS TO AVOID TARIFFS

Tariff avoidance is not easy, it takes time and money to

execute properly. For large companies with financial and

human capital available, moving supply is a much easier

process. Attempts to re-shore product, either to the US

or North America, is usually the first and most desired

approach. Instability of supply and rising transportation

costs are also contributing to decisions to re-shore.

However, the reality for many companies is they are built

on receiving good quality products at low costs. 

The same is true for their end customer. For example, the

cost for a precision manufactured part can be 10 times

more expensive to manufacture in the US versus overseas

manufacturing. While this a higher-than-normal example,

2-3 times difference in manufacturing cost is very

common for labor intensive, precision parts. When

businesses realize the cost of goods sold in their product

would double or triple, they have but few options. They

can take margin loss, raise prices to their customers, or a

combination of the two. None of these are good solutions

for company stakeholders. Those who wish to remain

profitable and satisfy their customers must take more

creative approaches in resolving this dilemma.

Fortunately, there are five proven ways to effectively

avoid the Section 301 Tariffs.  
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1 - MOVE SUPPLY

The first and most direct solution is to move supply outside of China. This is a simple approach, but not

easy to complete successfully. It’s like running a marathon. The concept of running 26.2 miles is very

simple, however far from easy to complete. 

China, for a long time, has been the clear-cut answer for cost effective sourcing. It has a skilled work

force, supportive infrastructure, and technology which allow it to manufacture high quality goods for

lower prices. With the rising cost of manufacturing in China, businesses looking for outsourced goods

must go back to the square one. Finding an alternate manufacturing source in a country which can be

price competitive with China is not easy and there is not a direct path for any commodity. A simplified

plan of attack would look something like: 

MOVE SUPPLY03-1
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Company standing and structure

Certifications

Quality Control System

Quality Planning Procedures

Non-conforming material control 

Engineering Change of Documentation Procedures

Customer Return Procedures

1. Locate Supplier

2. Audit and vet new supplier. This should include an in

person visit to the facility, if possible, or a virtual audit

at the very least. The audit should include an in-depth

investigation into the following: 

Costs: Product, Packaging, Service, Transportation, Duty/Tariffs, Anti-dumping regulations

Lead time – Both initial ramp up and re-order 

Packaging durability

Raw material availability and lead time

Quality Standards & How they measure quality 

Logistics Infrastructure

Environmental and ethical hazards

3. Work through an in-depth quotation with the potential supplier considering: 



It is important to understand the pros and cons to sourcing parts in an alternate country. Some

countries may have more favorable costs but are difficult to communicate with. Others may have

excellent logistical infrastructure but are priced higher.

MOVE SUPPLY03-1
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4. Issue a new order which includes contingencies based on First Article (FA) approval. It’s best to receive

samples first before committing to any large order size. If an onsite inspection is not possible, the FA

samples must be shipped for review. 

5. If the First Article samples were successful, the 1st significant milestone in re-sourcing the part has been

completed. Successful First Article samples are not always completed on the first iteration. 

6. From here, the larger order can be placed and the full-scale supply chain can be established. It is also

important to continue to develop and strengthen the relationship with the new supplier. There should be

significant focus during the first year to ensure communication is seamless and expectations are met. 



Country Pros Cons

USA

• More local 
• Ease of communication
• Easier to visit your supplier
• “Made in USA” appeal

• Increased cost (even with
shipping savings)
• Limited capabilities and
resources

Mexico

• Proximity to the US
• Reduced transportation
costs
• Low labor
• Skilled workforce

• Limited capabilities
• Spanish is needed to
communicate
• Maquiladora companies
lack access capacity

India

• Positioned 2nd behind
China as most attractive
manufacturing hub
• Access to raw materials
with Indian foundries
• Low Cost comparable to
China pre-tariff
• High Quality
• English widely spoken
• Relationship to the US
• The Make in India
campaign

• Infrastructure needs
further development
• Slower turnaround
• Many national holidays
that interrupt business
• Political influence in
business

Taiwan

• Good technology
• High Quality

• Political climate (with
China) 
• Limited capabilities 
• High Cost
• Lack of raw materials

ASEAN

• Significant Foreign-direct
investment (FDI)
• Strong range of
capabilities 
• Regional trade agreements

• Higher cost for more
specialized products
• Reliance on China

The table below highlights some of the pros and cons of sourcing manufactured parts in the more

popular alternates to China:

MOVE SUPPLY03-1
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2 - PAY FIRST SALE PRICE

The “First Sale Rule” is used to determine the transaction value of imported goods for items which

may be subject to several transactions, when they are sourced through a tertiary company.[7] With

this rule, when declaring the customs value of goods to pay the tariff, importers can use the lower

price previously paid for the goods before they provide their value-added services.

 

The first sale rule can reduce the tariff burden, but many companies are not taking advantage of it.

Compliance and documentation require time. It can also be extremely difficult to convince tertiary

suppliers to provide their costs. Beyond establishing a process and convincing the suppliers, human

capital is required for this to be successful, and many companies do not have excess time to

implement a change of this scale. 

A proven solution to this process is to purchase the product through a tertiary company that will sell

the products as DDP (Delivery duty paid) or FOB U.S. These companies will manage the logistics of

clearing customs and delivery. They can even provide warehousing solutions to further manage this

process. 

 

"First Sale Rule" Transaction

The supplier imports the goods and pays the duty & tariff at their cost, passing this lower duty &

tariff cost to the customer.  

Traditional Transaction

The customer pays the sales price which includes the suppliers cost and supplier's profit. The

customer then imports the goods and pays the duty & tariff upon import.

PAY THE FIRST SALE PRICE03-2
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Sales Price = 
Supplier Cost + Supplier Profit

Sales
Price

Duty &
Tariff

Higher
Customer Cost

Supplier
Cost

Lower
Customer Cost

Duty &
Tariff

Supplier
Profit

https://www.usitc.gov/publications/industry_econ_analysis_332/2009/use_%E2%80%9Cfirst_sale_rule%E2%80%9D_customs_valuation_us_imports.htm


3 - RE-CLASSIFY

Changing the HS code of imported products can be done legally. When the 301 tariffs where

enacted, all companies started taking a harder look at how they were classifying items to be

imported. In some cases, the realization was made that a product had been classified incorrect all

along. U.S. Customs warns that if an importer does decide the HS code they have been using is

incorrect, they should be prepared to correct previous year entries and pay any back duties. It can

be a worthwhile exercise to re-evaluate the HS codes used on imported products to verify if there

are advantages to reclassifying. 

RE-CLASSIFICATION OF HS CODE03-3
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https://www.trade.gov/harmonized-system-hs-codes


4 - MODIFY BOM

Companies can take a more creative approach when

working to legally eliminate a tariff. 

Tariff Engineering is legal and should be a practice of

anyone importing goods and looking to minimize

costs of tariffs. Proactively looking for ways to

change the design, process, assembly method, or

materials to reduce tariffs can have a big impact on

a company’s profit. 

Take an example from Columbia sportswear, in which

a small change in the final product resulted in a

completely different tariff impact.[8] By adding a

small pocket below the waistline, they were able to

reclassify the garment to avoid a higher tariff. This is

a common tactic in the clothing industry for many

companies. The same type of approach can be taken

in other industries as well. 

This can be a great team exercise. To solve

challenges such as these, it is helpful to put together

a team of engineers, salesmen, marketers, buyers,

and operations specialists. Another great way to find

inspiration for restructuring the design or BOM is

competitor research. 

RE-STRUCTURE BOM OR DESIGN03-4
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https://www.marketplace.org/2019/05/29/theres-a-reason-your-columbia-shirt-has-a-tiny-pocket-near-your-waistline/


5 - ASSEMBLE

The previous section details steps to completely move a product’s manufacturing to a new country,

but there is an alternate, hybrid approach which can be used if the product is an assembly made up

of subcomponents. With this approach you can take advantage of a lesser-known rulings which help

determine a product’s country of origin. The subcomponents can still be manufactured by the current

source in China, but they need to be shipped and assembled in a country that has a more

preferrable trade agreement with the United States.  If the assembly meets the chosen ruling’s

criteria, it can be reclassified with a new country of origin. This approach requires careful analysis by

a trade and importing export. The analyst will comb through official rulings to determine if the

assembly is a candidate for assembly and reclassification. This approach does require additional

logistics and labor cost, but if the country of origin can be changed, the hybrid approach can still

save money for the importer overall by drastically reducing the tariff paid. 

HYBRID APPROACH - COUNTRY OF
ORIGIN DETERMINATION03-5
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NEXT STEPS

For companies looking to take any step into avoiding tariffs, the first step is to calculate the potential

savings versus the costs to implement. Working to avoid tariffs is a difficult task that will consume

resources, so the return on investment must be there. 

Many companies are not staffed for this mission. Deciding to take on a project of this scale, alone,

needs to be closely examined. Moving supply to another country can present many challenges for a

procurement or operations team and navigating the legal landscape of the above avoidance methods

can’t be taken lightly either. Many companies have decided that the greatest return on their investment

when undertaking tariff avoidance is to hire a supplier who can navigate this territory for them, worry

free. 
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Amfas International has spent the last 20 years navigating global supply chains. Amfas has the

experience and expertise to develop, source, and manage product and manufacturing

engineering projects, from start to finish.

*The information provided in this article does not, and is not intended to, constitute legal advice;

instead, all information, content, and materials available in this article are for general informational

purposes only.



https://ustr.gov/sites/default/files/Section%20301%20FINAL.PDF

https://crsreports.congress.gov/product/pdf/LSB/LSB10553

https://www.nber.org/system/files/working_papers/w25672/w25672.pdf

https://www.americanactionforum.org/research/the-total-cost-of-tariffs/#_ednref2

https://www.gartner.com/en/newsroom/press-releases/2020-06-24-gartner-survey-reveals-33-

percent-of-supply-chain-leaders-moved-business-out-of-china-or-plan-to-by-2023

https://www.everycrsreport.com/files/20190222_R45529_2a17793aa22f8935f9f72bf2af65afb9612

8d74d.pdf

https://www.usitc.gov/publications/industry_econ_analysis_332/2009/use_%E2%80%9Cfirst_sale

_rule%E2%80%9D_customs_valuation_us_imports.htm

https://www.marketplace.org/2019/05/29/theres-a-reason-your-columbia-shirt-has-a-tiny-

pocket-near-your-waistline/
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https://www.nber.org/system/files/working_papers/w25672/w25672.pdf
https://www.americanactionforum.org/research/the-total-cost-of-tariffs/#_ednref2
https://www.gartner.com/en/newsroom/press-releases/2020-06-24-gartner-survey-reveals-33-percent-of-supply-chain-leaders-moved-business-out-of-china-or-plan-to-by-2023
https://www.everycrsreport.com/files/20190222_R45529_2a17793aa22f8935f9f72bf2af65afb96128d74d.pdf
https://www.usitc.gov/publications/industry_econ_analysis_332/2009/use_%E2%80%9Cfirst_sale_rule%E2%80%9D_customs_valuation_us_imports.htm
https://www.marketplace.org/2019/05/29/theres-a-reason-your-columbia-shirt-has-a-tiny-pocket-near-your-waistline/

