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The evening news would not be complete without 

a story about the U.S.-China trade dispute or the 

“trade tensions” between the two countries. 

Despite the sensationalism, the U.S. remains the 

world’s biggest economy. U.S. exports to China are 

only 0.5 percent of GDP. For the world’s third-largest 

economy by nominal GDP, Japan’s exports to China 

account for three percent of its GDP in comparison.

As of 2017, China got $12.24 trillion of its GDP from 

exports to the U.S., according to the World Bank. 

The U.S. and China both have enormous economies 

that depend on exports and imports. It is China that 

depends on these exports the most.

China realized greater than seven percent annual 

growth between 2009 and 2017. In 2018, China’s 

economic growth slowed to 6.7 percent. China had 

a nominal GDP of $12 trillion in 2018, second only to 

the United States.

When you measure China’s, GDP based on per capita 

GDP, the country ranks 20th in the world. As of 2017, 

GDP per capita in China is only $15,308. 

The president has been put-off by China’s 

historic record of intellectual property theft, currency 

manipulation, state-owned enterprises, and unfair trade 

advantage. He has imposed tariffs to force the Chinese 

government to take steps to right these wrongs and 

come to the bargaining table for honest discussions. 

China has recently cut the value of its primary currency, 

the Yuan, by 12 percent as the latest instance of 

currency manipulation.

More Talks Ahead

The president has imposed tariffs on Chinese-made 

consumer electronics and machinery, along with many 

other products. Most recently, China imposed its own 

retaliatory tariffs on $75 billion of U.S. products. 

China has just recently complied and indicated a 

willingness to return to talks. The newest round of 

tariffs has gotten their attention. 

The U.S. exports more to Canada and Mexico than 

to China. China ranks number three in U.S. exports. 

Trade Tensions 
Increasing Again
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The domestic demand for products in China has fallen in 

recent years. China had attempted to pressure the U.S. by 

reducing its purchase of American corn. Japan stepped 

up and made up for the difference to help U.S. farmers. 

Although the U.S. tariffs have had very little real 

impact on consumers to date, the impact they have 

had on the Chinese economy has been marked. The 

Chinese government is also dealing with pro-democracy 

protestors in Hong Kong, which has been a distraction 

from trade talks. 

U.S. retailers, like Target, Walmart, Home Depot and 

Lowes have posted earnings per share (EPS) and revenue 

numbers that would contradict any suggestion of a 

America’s central bank has had a challenging time in 

recent years. With their targets for unemployment and 

inflation always in sight, they must carefully adjust 

interest rates to maintain a robust economy. 

During the past two years, the economy has been 

firing on all cylinders.  Unemployment has been at 

historic lows, inflation has been modest, there has 

been real wage growth and a few geo-political events 

haven’t completely collapsed the market. America’s 

GDP has even been respectable. 

Federal Reserve’s Recent 
Quarter Point Rate Cut

negative impact on their businesses from tariffs through 

the end of August, as well as help dispel fears of an 

imminent recession.

In a recent poll, more than 25 percent of respondents 

said they planned to purchase discretionary items, an 

increase over the last seven years. These items are 

normally only purchased when a consumer has extra 

cash to spend. 

So far, tariffs are mostly a bargaining chip that has hurt 

China more than the U.S. A quick resolution would be in 

everybody’s interest.  In the future, the tariffs may begin 

to increase some consumer prices. 

It wasn’t long ago that the Fed’s Federal Open Market 

Committee (FOMC) was committed to raising interest 

rates with a projection to do so in 2019. That strategy 

disintegrated and the central bank was forced to 

reverse course. 

The Fed recently cut the federal funds rate by a quarter 

point. This was the first rate cut since 2008. 

While there is often agreement among economists 

about what the Fed may do with interest rates, that 

is not the case now. Very little consensus is anywhere 

to be found. 

“Economic recovery by countries has been a mixed bag since crisis,” (2019, February 22), The World Bank

Elvin Mirzayev, “Impact of the Chinese Economy on the U.S. Economy in 2018,” (2019, June 17), Investopedia.com, Economy, Government & Policy

Matthew Boyle, “Target, Like Walmart, Proves Main Engine of Economy is Humming,” (2019, August 21), Bloomberg, Business
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Predictions are all over the map this time around. While 

some respected economists believe that there will be 

no further rate cuts during 2019, others predict either 

one or two additional 25 basis point cuts. 

Some of the economists in the latter camp believe that 

the Fed will attempt to support inflation and counteract 

any weakness from slowing global growth. 

The Chairman’s Remarks

The Fed chairman, Jerome Powell, held a press 

conference, where his remarks left many in the financial 

community in disagreement about further decisions 

about rates. Powell had referred to the recent rate cut as 

a “mid-cycle adjustment” to policy. Powell said this was to 

“adjust policy to a somewhat more accommodative stance 

over time.” It didn’t sound like more cuts were in store.  

Some analysts felt the Fed had begun to try to 

accommodate the market more. Generally, the Fed 

is independent from market considerations. 

Disagreement also centered upon when the next cut 

would be; September or October or December. Several 

major financial service firms disagree on the timing. 

The reality of the depth of any additional cuts, and the 

timing, will most likely depend on the global economy, 

geo-political events, trade agreements and domestic 

variables. If the Fed also sees more signs of inflation, 

this would strengthen their resolve. 

Those who are market analysts need to start 

formulating assumptions about the probability of 

additional rate cuts and the amount that they are 

pricing into their prognostications about the market’s 

performance in the coming months. 
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This involves the analyst’s best guesses as to how the 

members of the Fed’s FOMC committee are thinking. 

What are retail sales looking like presently; what is 

the job market looking like?  What does business 

investment look like? 

Some analysts are looking at some of the same 

variables that the Fed considers and are pricing in 

another 25-basis point cut. Others are certain that 

it will be a full 50 basis points. 

Whether or not Wall Street get’s it right, there is 

little consensus to be found and the Fed may end 

up fooling everyone. 

Michael Bloom, “Economists who predicted the Fed rate cut are now utterly confused about what’s next,” (2019, August 1), CNBC, Markets

Jesse Pound, “Morgan Stanley economist: The Fed ‘needs to cut 50 basis points’ to stave off a slowdown,” (2019, July 29), CNBC, Federal Reserve
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