
UNITED STATES-CHINA TRADE WAR
After 28 years of being the sole global superpower, the United States’ influence over
international affairs is in contest. As the world transitions from an international system of
unimodal power to the multimodal system, we see rising conflicts between the United
States and China. On July 6th, 2018, the United States implemented its first China
oriented tariffs, officially kickstarting the US-China trade war. The intention to settle the
trade deficit with China has led to an increasing level of uncertainty. When analysing the
data and forecasts on tradingeconomics.com one can infer the impacts of the trade war.

TRADE BALANCE
China has demonstrated a static, yet slightly
upward trend in trade surplus since 2000.
However, since the trade war, China has
experienced a decline in its trade balance:
40.905 billion USD trade surplus in June
2018 and 34.83 billion USD trade surplus in
September 2019. The decline in the trade
surplus has been minimized as exports have
declined by 1%, whereas imports have
declined by 5.6%; i.e. imports have declined
more than exports.
 

The US trade balance has been on a
downward trend since the 1980s,
experiencing a massive upward spike in
2008. The success of the trade war’s ability
to reduce the trade deficit is questionable as
the trade deficit has only increased: 47.431
billion USD in June 2018 to 53.989 billion
USD in September 2019. The U.S. is the
largest consumer of Chinese goods as 22%
of its imports are from China. In comparison,
7.4% of the U.S.' exports are to China.
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In the U.S., the CPI has followed an upward
trend since the 1950s, with an average of
113.13 Index Points. In August 2019, the
CPI reached a record high of 256.30 Index
Points. The CPI is projected to continue to
grow to new heights as Trading Economics
predicts the CPI will be 267.67 Index Points
in 2020.

Since 2012, China has demonstrated a
small declining trend in the CPI, however
uncertainty has led to a more fluctuating
CPI. Following the tariff introductions, the
CPI experienced an immediate increase.
Although there was a decline in the fourth
quarter in 2018, an upwards trend has
begun. Trading Economics' forecasts
demonstrate that the CPI will continue to
increase, leading to a trend of increasing
inflation. Forecast predictions state the CPI
will be reach 107.93 Index Points by 2020.
 

From late 2002 to 2008, China has
experienced a net outflow of capital. From
2008, there has been a surplus of capital
inflow, reaching a record high of 725.395
USD HML in the first quarter of 2018. This
surplus trend was immediately interrupted
by the tariffs imposed on China, leading to a
sharp decline in the capital flow to China.
 

The United States has had a static flow of
capital from the beginning. It appears the
trade war has had very little impact on the
capital flow in the U.S. The U.S. continues to
exhibit its static flow of capital as capital flow
continues to fluctuate around zero.

Capital Flow

Consumer Price Index (CPI)
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The trade war between the United States and China has had dramatic implications for both
countries. Tariffs are being utilised in order to reduce the trade balance as President Trump
claims the United States has been ripped off by its trading partners. The results of the tariffs,
however, are questionable. The U.S. trade deficit has only grown since the implementation of the
tariffs, whereas China's trade surplus seems to remain stable with minor fluctuations. In the U.S.,
the quantity of imported Chinese goods continues to outweigh the exportation of American
goods. The tariffs struggle to combat the demand for imported goods.
 
The U.S.' protectionist policies has led to the slowdown of both the American and Chinese
economies, showing negative implications. With reducing GDP growth rates, speculations of
recession have begun to arise as the threat of dropping below the natural GDP rate rises. The
increasing rate of growth in CPI shows increasing rates of inflation.CPI represents the changes in
prices individuals must pay for a basket of goods or services. As the value increases, the cost of
goods increase. The trade war has led to increased uncertainty. This has resulted in an outflow of
capital from China, but has had very little impact on the United States.
 
Overall, the trade war has led to the rise in uncertainty and continues to demonstrate negative
implications for both economies. Future predictions require more in-depth analysis; however,
these variables demonstrate the trajectory the economy will likely follow if the trade war
continues.

The United States' GDP represents 33.06%
of the world’s economy. In 2018, the US had
a GDP of 20494.10 billion USD; an all time
high. By 2020, the US is expected to have a
GDP around 22750.00 billion USD. The U.S.
has experienced a fluctuating growth rate
with an average of 3.2%. The GDP growth
rate has been an upward trend since 2016,
however, since the start of the trade war, the
U.S. has seen a downwards trend. The
current growth rate is 2.3% and is projected
to continue declining. According to Trading
Economics, the growth rate will be around
1.8-2% throughout 2020.
 

21.95% of the world economy is represented
by China’s GDP. In 2018, China’s GDP was
valued at a record high of 13608.15 billion
USD. According to Trading Economics,
China is expected to have a GDP value of
15500.00 billion USD in 2020. The annual
growth rate was 6.7% prior to the trade war
and has declined to 6.2% in September
2019. 6.2% is the lowest growth rate China
has experienced since 1992. The trade war
has created uncertainty and reduced global
demand. Trading Economics' forecasts
estimate a continued downward trend with
growth rates dropping to 5.6% in 2020.
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