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ABSTRACT 
 

The recent trade war between the US and China started because the U.S. imposed a 25 

percent tariff on Chinese imports. This paper proposes four explanations: the causes of the 

recent trade war, the impact of the trade war the stock market and the trade, the advantages 

and disadvantages of the trade war, and some suggestions given to the US and China. I collect 

data mainly about tariff war between the US and China, China’s trading surplus and US’s 

trading deficit, and the exchange of the quantity of the export and import between the US 

and China. Because of my research is a descriptive research study and I collect the historical 

time-series data from Bloomberg, I will use regression and correlation analysis as my 

methodology. After analyzing,  the results are the trade deficit between the US and China 

mainly lead to the trade war. And the trade war has a significant impact on the trade, while 

the US and China’s stock markets are not moving together during the trade war. Moreover, 

there are many strategies the US and China can take to make up for the loss during the trade 

war.  

 
 
 
 
 
 
 
 
 
 

 

 
 
 
 
 
 
 
 
 
Keywords: trade war, trade deficit, tariff, the exchange rate, trade, export, import, stock 
markets 
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1. INTRODUCTION 
 
In this day and age, armed warfare is no longer common, people prefer to fight with economic 

weapons. No matter what era or country you live in, people will experience financial crisis or 

trade war. That's because every country is trying to move forward, to become one of the top 

economies.  

 
Such economic struggles are most evident in the world's two largest economies, the United 

States and China. The effect of the trade war between the US and China not only appears in 

this two countries, but also affects all the world.  

 
Trade wars happen frequently between China and the United States, but the last one was in 

March 2018. US President Donald Trump has signed a memorandum, ordering the US trade 

representative's office to impose massive tariffs on US $60 billion worth of imports from China 

and restrict Chinese companies' investment and acquisitions in the US (Ren, 2018). This event 

is the trigger for the recent trade war between China and the United States. However, this 

study will find some reasons behind it, such as China is the desire to get ahead in 5G, China's 

labor cost advantage leads to the trade imbalance of labor-intensive products, and the trade 

surplus.  

 
Many people will be interested in what will the trade war brings. There are many good things 

will bring to China, for instance, it is a good time for China to build a competitive 

manufacturing industry (Liu, 2018). The United Stated also takes time for improving the 

supply-chain network (Amiti, Redding, & Weinstein, 2019). On the other hand, it also will 

bring many disadvantages especially in stock market, for example, the U.S. stock market is at 

an all-time high, and investors are already at risk of losing their holdings (Dong, What's the 

difference between the impact of a trade war on the U.S. and Chinese stock markets, 2018). 

 
In order to win in the trade war between China and the United States, both sides have taken 

a series of measures to mitigate the damage caused by the trade war and try to make some 

progress. For example, they can improve the level of innovation. This thesis do study on useful 

strategies and suggestion on future development.  

 
My study is going to analyze the trade war between the US and China based on the causes of 
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the trade war, and the most significant effects of trade war on the stock market and the other 

indicators in China and the US. I also will discuss the advantages and disadvantages of trade 

war in the US and China. Finally, some advice and suggestions will be given to China and the 

US to protect them from dilemmas in this trade war and for future development.  

 

In the next section, I will give my literature review I have found that related to my thesis.  
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2. LITERATURE REVIEW 
 

With time going by, the US becomes more and more dissatisfied with its trade imbalance with 

China and has taken protectionist measure to change the situation (Jiming & Yangmei, 2019). 

The U.S. imposed a 25 percent tariff on Chinese imports on July 6, 2018, up from $34 billion 

in 2017, and plans to impose a 25 percent tariff on $16 billion worth of Chinese imports on 

August 23, 2018 (Liu & Woo, 2018). The move marks the beginning of a trade war between 

China and the United States.  

 

2.1 The reasons of the trade war 
 

Macroeconomic imbalances, such as the trade deficit, have put great pressure on the US and 

intensified its vigilance against China. The US trade balance has contracted sharply since 2006 

and the bilateral trade deficit has widened since then. The bilateral trade deficit between the 

United States and China has grown from an overall trade deficit of about 17 percent in 1993-

1994 to 46 percent in 2016-2017 (Liu & Woo, 2018). In 1981, China's share of global exports 

exceeded 1% and reached 1.09%. In 2015, China's index peaked 13.76 percent. In 

2016(13.09%) and 2017(12.77%), China's index, though down slightly, was still far ahead of 

the rest of the world (LTD, 2018). As China has become the second largest trading partner, the 

third largest export market and the first largest source of imports of the United States, the 

economic and trade between the two countries has been deepening and the trade surplus 

has been increasing, which has seriously affected the healthy and harmonious development 

of the trade relations between China and the United States (Ge, 2017).  

 
In addition, China issued the "made in China 2025" plan, which aimed to significantly improve 

the competitiveness of China's manufacturing industry and make China a world 

manufacturing power (Liu K. , 2018). This plan also gave the US huge pressure.  

 
Exchange rate of RMB also closely connected with the trade war (Ge, 2017). He said that The 

United States has been pressing for an appreciation of the RMB to narrow its trade surplus 

with China.  

 
China's labor cost advantage leads to the trade imbalance of labor-intensive products plays an 

important role in the reasons of trade war (Ge, 2017). Labor-intensive products produced in 
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China are the necessities of life, and there is a large market in the United States, because there 

is a huge demand. However, most of the technology capital intensive products produced in 

the United States are high-end products, which are not in great demand for low-income, frugal 

Chinese residents. 

  
One of the reasons for the trade war between China and the United States is that the United 

States imposes strict export restrictions on high-tech products exported to China under the 

pretext of protecting national intellectual property rights and information security (Ge, 2017). 

China has to import high-tech products from other countries or develop high-tech products 

on its own, resulting in a growing China-US deficit in high-tech products. Arjun Kharpal 

claimed one of the key reasons for the U.S. trade war with China is the desire to get ahead in 

5G (Kharpal, 2018). The US and China are racing to become leaders in 5G and set the standard 

that will define the next generation of mobile Internet. So, Huawei is under siege. The Google 

barred the Chinese telecom technology giant from acquiring parts of the android operating 

system, and US chipmakers are also preparing to suspend supplies (Li & Zhang, 2019). 

 

2.2 The most significant effect of trade war  
 

2.2.1 On the stock market 

Since the US provoked the trade war, there has been a marked decline in global capital 

markets. Most of international stock indexes fell sharply again and the A-share market was 

also down (Li & Ruan, 2018). The major reason leads to the decline of A-share market was oil 

prices falling and investors worried about an escalating trade war between the U.S. and China 

(Zhou, 2019). A trade clash between the world's two largest economies has given investors a 

degree of pessimism about the outlook for the world economy (Li D. , 2018).  

 
Trump's trade policy has boosted investors' expectations of the US economy and risk tolerance 

of the US stocks in the short term, leading to a continuous rise in the value of the US stock 

market and rapid accumulation of risks (Dong, 2018). However, after China imposed tariffs 

related to a $34 billion retaliatory list, U.S. companies with high sales to China showed poor 

stock prices compared with their counterparts in other international markets (Li & Zhang, 

2019). In addition, the U.S. stock market is now 5.14 times the size of the Chinese stock market, 

and if the decline were the same, the U.S. stock market would lose more value than China 
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(Dong, 2018). 

 

2.2.2 On trade 

A tariff trade war would seriously hurt China on all indicators, including welfare, GDP, 

manufacturing employment and trade. Especially on trade, China exports to the US accounted 

for 20% of its total exports, whereas US exports to China accounted for only 8.4% of its total 

exports (Jiming & Yangmei, 2019). Nevertheless, even if the U.S. imposes high import tariffs 

on China, the negative impact on China will be tolerable, which means a trade war won't 

seriously hurt China's economy. According to a study by the International Monetary Fund, 

tariffs have led to less trade between China and the US, but the bilateral trade deficit has 

remained largely unchanged. U.S. importers bear almost all of the costs of rising tariffs (Li & 

Zhang, 2019). However, when China retaliates, U.S. manufacturing production will decline, the 

U.S. gains will decrease and losses will increase (Chunding, Chuantian, & Chuangwei, 2018). 

For example, China has announced tariffs of 15 or 25 percent on 128 items imported from the 

United States (Zhou, 2019).  

 
With the progress of the times, all countries begin to advocate a circular economy. However, 

with the outbreak of the trade war between China and the United States, the development of 

a circular economy of the two countries has also been affected. It especially reflects in the 

paper market, recycled paper has been a major U.S. export to China, but China recently 

tightened restrictions on the amount of paper it can import because of continuing trade 

tensions between the two countries (Schröder, 2019).  

 
According to Mary, Stephen and David, standard economic methods helped them find that 

the full incidence of the tariff falls on domestic consumers, with a reduction in the U.S. real 

income of $1.4 billion per month by the end of 2018 (Amiti, Redding, & Weinstein, 2019). 

 

2.3 The advantages and disadvantages of the trade war 
 

2.3.1 The advantages of the trade war 

A trade war between China and the United States would hit the existing industrial chain in the 

Asia-pacific in the short term, but in the medium term it would help China adjust its industrial 

structure (Bo, 2019).  
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Trade war can promote the building of a new type of international relations between major 

countries to some extent. The new model of major-country relations is an important part of 

the new model of international relations. The bottom line is no conflict or confrontation (Shen, 

2018).  

 

2.3.2 The disadvantages of the trade war 

In a trade war, a company like Wal-Mart might feel the most direct impact, because Wal-Mart 

imports billions of dollars of cheap goods, and almost all of those goods will quickly soar in 

price beyond the lower economy, not because of manufacturing costs but because of tariffs 

(Nie, 2017). 

 
In addition, the importance of the U.S.-china relationship has been challenged by other 

players. For example, Apple's iPhone sales in China are being challenged by local 

manufacturers, and Samsung is happy to fill a void that China cannot cope with (Nie, 2017). 

 
The action by the US to politicize market issues will affect the building of a new model of 

major-country relationship between China and the US, and is not conducive to the long-term 

development of bilateral relations (Shen, 2018).  

 
On the other hand, with the trade war, the U.S. economy will continue to decline, the 

unemployment rate will climb from 4.9% to 8.6% (Shen, 2018).  

 

The most obvious downside of a trade war is rising prices because of tariffs (Li & Zhang, 2019). 

In addition, a trade war will not only adversely affect the domestic economy, but also cause a 

devaluation of the domestic currency, because the strength of a currency depends largely on 

the state of the economy (Five pros and cons of a US-China trade war, 2018). As the trade war 

affects the stock market, when the price of financial assets falls, those who hold them are 

more likely to see their value fall (Five pros and cons of a US-China trade war, 2018).  

 

2.4 Measures to mitigate the damage and suggestions for future 
 

In order to make up for the loss in the stock market, China should enhance resilience, China 

needs to maintain steady economic growth and deepen reform of the capital market to make 

it more stable and inclusive (Dong, 2018).  
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It is good for China to develop Cross-border e-commerce industry. Because the products are 

sold all over the world, the price is not necessarily related to the sales volume. If the US 

government raises taxes, what the e-commerce companies should do is to raise the sale price 

(Li & Ruan, 2018). However, it means the US customers should bear a higher price.  

 
Yifan Gao pointed out some suggestions for China and the US to ease the trade war, China and 

the US could request WTO intervention to regulate the trade behavior of the two countries 

and call on the US side to negotiate to address the cognitive bias between the two countries 

(Gao, 2018). It is a good approach for the US to import goods to China through various 

intermediaries from other countries (Onyusheva, Naing, & Zaw, 2019). In addition, China can 

deepen the "Belt and Road" construction, improve the level of innovation, negotiation, and 

apply international regulations (Zhu, Yang, & Feng, 2018).  

 

In the next section, I will start to collect data for my analysis and introduce my methodology. 

In order to answer my research questions and test my hypotheses, I will establish some 

models in the next part.  
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3. METHODOLOGY & DATA 
 

In this study, descriptive research study is applied. I will use a historical time-series data, 

because the study is trying to describe the trade war between the US and China, and its effects 

on the stock market. My dataset is designed to describe the variables, but not examine 

relationship among variables. Therefore, in this section, I will discuss what is my dataset, and 

what kind of variables will effect and reflect the trade war. 

 

3.1 Dataset & Sample 

  

3.1.1 Dataset  

I obtained the dataset mainly from Bloomberg. My dataset will include the data about import 

price index between the US and China and the exchange of the quantity of the export and 

import between the US and China. The exchange rate of the US dollar against RMB will be 

collected. In order to test whether the China stock market and the US stock market will move 

together during the trade war, S&P 500 and Shanghai stock change composite index data will 

be collected.  

 
One of the most important reasons that caused the trade war was China's exports to the US 

have grown rapidly and been in a trade surplus for a long time. The US wanted to change that 

position so that waging a trade war. Therefore, I find the US trade deficit from the 2018. One 

of the limitations is the trade war happened in 2018 and the number of the trade deficit 

showed in quarter basis. There are only six observations in this analysis.  

 
Based on my study topic, I also find the data about the effect of the trade war between China 

and the US on the stock market. Since the start of the trade war in early 2018, the 

performance of market indexes of China and the United States has diverged greatly. In 

addition, I compared the index of Shanghai stock exchange composite index and S&P 500 at 

the date of the trade war to show how the stock markets in China and the US reflected the 

trade war.  

 

3.1.2 Sample  

I divide my sample as before and after the US-China trade war by March, 2018. The U.S. 

imposed a 25 percent tariff on Chinese imports on July 6, 2018. This is a cut-off date, which 
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shows the beginning of the trade war between the US and China. And this analysis is based 

on secondary historical time-series data.  

 
That month, the U.S. imposed 25% tariffs targeted at $34 billion worth of Chinese goods. In 

response, Beijing hit back with higher duties on $34 billions of American products. Tariffs have 

continued to climb since. The data of the US-China tariff war showed how the US and China 

fought with each other by raising tariff. Moreover, I find the data about the quantity of export 

and import between US and China. In addition, the data from Jan 2018 to Sep 2019 also be 

provided to compared with the quantity before the trade war to show whether the trade war 

would affect the export and import.  

 
The trade war had a significant influence on the stock market of China and the US. Index 

performance from Jan 2018 compared the percentage change on MSCI emerging markets, 

Hang Seng, S&P 500 and Shanghai composite. And at the date of the trade war happened, the 

Shanghai stock exchange composite index and S&P 500 showed the reflection of the stock 

markets in China and the US on trade war.  

 

3.2 Methodology & Model 
 

3.2.1 Methodology & Hypotheses  

I will use correlation analysis and regression analysis as my methodology. I will put my data 

into the Microsoft Excel to make charts to show very variables’ trend before and after the 

trade war. The regression analysis will be used to test my four hypotheses:   

      H0: The US trade deficit is affected by the value of the exports and imports.  

      H0: The tariff is not affecting the value of imports and exports.  

      H0: The exchange rate of U.S. dollar against RMB has no significant impact on the value of        

the US’s imports and exports. 

      H0: The US and China’s stock markets are not moving together during the trade war 

And then, I will use the correlation analysis in the data analysis to find out the relationships 

between the stock markets in China and the US whether these two stock market moving 

together during the trade war. 
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3.2.2 Model 

Firstly, I collect the data about the US’s value of exports and imports with China and the US 

deficit, these figures are calculated on a quarterly basis from the beginning of the 2018. Here, 

I establish a model to test whether the value of exports and imports will impact the value of 

deficit, where Y1 represents the value of the imports and X1 represents the value of the US 

trade deficit, and Y2 represents the value of the exports. 

𝑌1 = 𝛼𝑋1 + 𝑒1 

𝑌2 = 𝛽𝑋1 + 𝑒2 

         
Secondly, I use the import price index to test the relationships between tariff and the value of 

imports and exports. I also establish a model where Y3 represents the value of the imports 

and X3 represents the import price index, and Y4 represents the value of the exports.  

𝑌3 = 𝛾𝑋3 + 𝑒3 

𝑌4 = 𝛿𝑋3 + 𝑒4 

 
Thirdly, I establish a model to test the exchange rate of the U.S. dollar against RMB whether 

has significant impact on imports and exports. Y5 represents the US imports from China and 

Y6 represents the US exports to China, while the X4 represents the exchange rate of the U.S. 

dollar against the RMB. 

𝑌5 = 𝜗𝑋4 + 𝑒4 

𝑌6 = 𝜇𝑋4 + 𝑒5 

 

I have collected all dataset that I needed, therefore, I will do the analyze next. I use the data 

and models to analyze all my research questions and test my hypotheses in the next section.  
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4. ANALYSIS & FINDINGS 
 

According to the cut-off date of the US-China trade war which is March 2018, the data sample 

has been divided into before and after this cut-off date. In order to analysis the causes of the 

trade war and its significant effects on stock markets and trade between China and the US, I 

collect data mainly about tariff war between the US and China, China’s trading surplus and 

US’s trading deficit, and the exchange of the quantity of the export and import between the 

US and China.  

 
I come up with four research questions with four null hypotheses, and regression and 

correlation analysis will be used to test whether the variables I selected have relationships 

and how strong the relationships are.  

 

4.1 Cause of the trade war 
 

4.1.1 China Trade Surplus or The US Trade Deficit  

Because the recent trade war happened on March 2018, there is a limitation of enough data 

I can get. I collect the data about the US’s value of exports and imports with China and the US 

deficit, looking at Appendix A.1, these figures are calculated on a quarterly basis from the 

beginning of the 2018. Here, I establish a model to test whether the value of exports and 

imports will impact the value of deficit. 

𝑌1 = 𝛼𝑋1 + 𝑒1 

𝑌2 = 𝛽𝑋1 + 𝑒2 

where Y1 represents the value of the imports and X1 represents the value of the US trade 

deficit, and Y2 represents the value of the exports. 

 
Therefore, my first hypothesis is:  

H0: The US trade deficit is not affected by the value of the exports and imports.  

 
Through the regression analysis in Appendix A.2 and Appendix A.3, the first equation when 

the dependent variable is the value of the import has the p-value of 0.00034, which is lower 

than 0.1. Therefore, the null hypothesis will be rejected. And for the second equation when 

the dependent variable is the value of the exports has the p-value of 0.886, which is higher 

than 0.1. So, I do not need to reject my hypothesis. In conclusion, I need to reject my null 
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hypothesis that the US trade deficit is only affected by the value of the imports.  

 

However, the multiple R of the relationship between the US deficit and the value of imports 

is 0.984838151, which means there is a very strong positive correlation between the US deficit 

and the value of imports.  

 
In addition, I use the import price index to test the relationships between tariff and the value 

of imports and exports. See the data in Appendix B.1. I come up with my second hypothesis:  

H0: The tariff is not affecting the value of imports and exports.  

 
I also establish a model where Y3 represents the value of the imports and X3 represents the 

import price index, and Y4 represents the value of the exports.  

𝑌3 = 𝛾𝑋3 + 𝑒3 

𝑌4 = 𝛿𝑋3 + 𝑒4 

 
Firstly, I use the US’s imports and exports value and the US import price index, through the 

regression analysis in the Appendix B.2 and Appendix B.3, the p-value of the first equation 

when the dependent variable is the value of the imports is 0.00064, which is lower than  0.1. 

And the p-value of the second equation when the dependent variable is the value of the 

exports is 0.1398, which is higher than 0.1. I should reject my hypothesis and conclude that 

tariff is only affecting the US’s value of imports. Secondly, I use the same model to test the 

China’s imports and exports value with the China import price index, see the data in Appendix 

C. After the regression analysis, the p-value of the first equation is 0.000064 and the p-value 

of the second equation is 0.00789. These two numbers are very close to zero. For China, I also 

reject my hypothesis, and tariff is affecting the China’s both values of imports and exports. 

 
My analysis results can explain the Liu and Woo mentioned before that macroeconomic 

imbalances, such as the trade deficit, have put great pressure on the US and intensified its 

vigilance against China (Liu & Woo, 2018). The trade war leads to the higher import price 

which impact the value of the total imports and exports. The trade deficit is growing which 

put more pressure on the US.  
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4.1.2 Exchange rate of RMB 

According to the research of international finance, when a country's currency depreciates, it 

can promote the export of domestic commodities and restrain the import of foreign 

commodities. When a country's currency appreciates, it will restrain the export of domestic 

goods and promote the import of foreign goods (Ge, 2017). In order to confirm the trend of 

the RMB, I collect the RMB exchange rate from 2018 to 2019 and find out the volatility of the 

yuan against the dollar, see it in Appendix D.1.  

 
Therefore, I come up with my third null hypothesis : 

H0: The exchange rate of the U.S. dollar against RMB has no significant impact on imports and 

exports. 

And I establish a model to test it. Y5 represents the US imports from China and Y6 represents 

the US exports to China, while the X4 represents the exchange rate of the U.S. dollar against 

the RMB. 

𝑌5 = 𝜗𝑋4 + 𝑒4 

𝑌6 = 𝜇𝑋4 + 𝑒5 

 
I collect the data about the value of the US’s imports and exports with China and the exchange 

rate of the U.S. dollar against RMB from 2017-2019 in the Excel. I use the regression analysis 

and get the results of the p-value of the first equation is 0.094, which is lower than 0.1. And 

the p-value of the second equation is 0.2185, which is higher than 0.1. See the results in 

Appendix D.2 and Appendix D.3. Obviously, for the first equation I will reject my hypothesis, 

and do not reject for the second equation. In conclusion,  the exchange rate of the U.S. dollar 

against RMB has significant impact only on imports. However, the third null hypothesis will 

also be rejected.  

 

Looking at the figures in Appendix E about the RMB volatility, the exports from China to the 

US and the imports from the US to China. It is clear the RMB volatility is downward trend 

except the sharply increased at the beginning of the August 2019. Generally, after 2018, the 

value of the imports from the US to China is increased, and after the March 2018, the value 

of the exports from China to the US has decreased. That does explain why the US is pressing 

for a stronger yuan. My research results are the same as Weiwei Ge mentioned.  
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Figure 1. The US-China stock market correlation  

 
In conclusion, I will reject my null hypothesis. It is actually having relationships between the 

value of the imports and exports with the change of the exchange rate of the RMB. The 

exchange rate of RMB has significant impact on imports and exports.  

 

4.2 The effects of the trade war  
 

4.2.1 On the stock market 

In order to find out whether the US and China’s stock market will move together during the 

trade war, I come up with my fourth hypothesis:  

H0: The US and China’s stock markets are not moving together during the trade war. 

 
Through the analysis of the Shanghai stock exchange composite index and S&P 500, I do the 

correlation analysis to find out whether these two stock market have relationships. I find the 

data about S&P 500 and SHCOMP index from 2017-2019, and use data analyze in Excel of 

correlation to do the analyze. I take the correlation coefficient out and make a figure to see 

the results clearly. If the absolute coefficient of correlation is below 0.3, I think they have no 

relationships, and if the absolute coefficient of correlation is between 0.3-0.8, I think they 

have weak relationships. When the absolute coefficient of correlation is higher than 0.8, they 

have strong relationships.  

 

 
 
 
According to Figure 1, almost range of the US-China stock market correlation coefficient is 

between -0.3~-0.3, which means there is no relationships between the US-China stock market. 
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Figure 2. The US trade balance with China from 2014 to July 2019(in billion U.S. dollars) 
 

Even if some parts higher than the absolute 0.3, it is regarded as weak relationships.  

 
In conclusion, I will not reject my null hypothesis, the US-China stock markets are not moving 

together during the trade war.  

 
Although these is no relationship between the US and China stock markets, the trade war 

actually have impact on these two stock markets. As I mentioned in my literature review, there 

has been a marked decline in global capital markets and most of international stock indexes 

fell sharply again and the A-share market was also down (Li & Ruan, 2018). 

 

4.2.2 On trade 

Using the result I has tested before that the tariff will impact the amount of the imports and 

exports while the value of the imports and exports will impact the US trade deficit or China 

trade surplus, the trade war will hurt China and the US. I compare the total exports and 

imports value from 2014 to 2019, because the recent trade war happen in 2018. It is hard for 

me to get enough data to compare.  

 

Figure 2 shows the US sharply decrease the value of the imports and exports in 2019 

compared with 2018. According Chris Devonshire-Ellis mentioned about Appendix F when 

tariffs are added to imports, its can further widen the trade gap between China and the United 

States (Devonshire-Ellis). The trade war has a significant impact on the trade between the US 

and China.  

 

 
 
 

http://www.asiabriefing.com/personnel/chris-devonshire-ellis.html
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4.3 The disadvantages and advantages  
 

4.3.1 Disadvantages  

At first, as I have tested before, the trade war has a significant impact on the trade between 

the US and China. The increased price of the imports, the value of the US imports has 

decreased. In addition, the depreciation of RMB leads to hardly exports from the US. As the 

International Monetary Fund, tariffs have led to less trade between China and the US, but the 

bilateral trade deficit has remained largely unchanged. U.S. importers bear almost all of the 

costs of rising tariffs (Li & Zhang, 2019). 

 

Secondly, it is obviously when tariffs are imposed on imported goods, its lead to higher prices 

for imported goods. When national income is not rising but prices are rising, this puts pressure 

on national consumption.  

 

Thirdly, I do the research on the stock markets in the US and China, the trade war will hurt the 

stock markets, in a way. As the trade war affects the stock market, when the price of financial 

assets falls, those who hold them are more likely to see their value fall (Five pros and cons of 

a US-China trade war, 2018). The investors will lose much during the trade war.  

 

4.3.2 Advantages 

The trade war between China and the United States reflects the strong background 

advantages of the United States. The stable market and development make it much easier 

than China to face the trade war. However, as Bo mentioned a trade war between China and 

the United States would hit the existing industrial chain in the Asia-pacific in the short term, 

but in the medium term it would help China adjust its industrial structure (Bo, 2019). It is a 

good opportunity for China to develop and promote its industrial structures.  

 

4.4 The advice and suggestions  

As I mentioned in literature review, China can deepen the "Belt and Road" construction, 

improve the level of innovation, negotiation, and apply international regulations (Zhu, Yang, 

& Feng, 2018). Chris Devonshire-Ellis came up with the same idea. The trade war leads to the 

big trading gap between the US and China, but China can exports and imports with any other 

countries through “Belt and Road”.  

http://www.asiabriefing.com/personnel/chris-devonshire-ellis.html
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Looking at Appendix C, it shows China imports a lot of goods from other countries who signed 

in Belt and Road Initiative. Therefore, the US tariff will not hurt China as they expected. By 

contrast, it makes the trade deficit more growing. It is very useful for China to deepen the 

“Belt and Road” construction. In addition, it is a good approach for the US to import goods to 

China through various intermediaries from other countries (Onyusheva, Naing, & Zaw, 2019). 

 

Developing Cross-border e-commerce industry has the similar idea as the “Belt and Road” 

construction. As the Li and Ruan said that if the US government raises tariffs, what the e-

commerce companies should do is to raise the sale price. Because the products are sold all 

over the world, the price is not necessarily related to the sales volume.  (Li & Ruan, 2018). The 

products are not only sell to the US but also all over the world. However, it means the US 

customers should bear a higher price. Therefore, developing Cross-border e-commerce 

industry is a good strategy for China. There is no doubt that the trade war has some impact 

on trade. Obviously, the trade war will impact the value of the imports.  
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5. Conclusion 
 

Trade wars happen frequently between China and the United States, but the recent happened  

in 2018. Start with the President of the United States Donald Trump imposing tariffs on 

Chinese imports. In my thesis analysis, I have a big limitation that some data are only 

presented quarterly, so I do not have enough observations for the regression analysis.  

 

There are many causes lead to the trade war. In my analysis, the US trade deficit or China trade 

surplus and the exchange rate of the US dollar against RMB are two mainly reasons. The US 

trade deficit has a significant impact on the US imports from China. The long term trade 

difference between the US and China, in other words, the United States has a chronic trade 

deficit. This led to the US launching a trade war to try to change the situation. In addition, the 

exchange rate of the US dollar against RMB also plays an important role in the reasons of the 

trade war. After my regression analysis, the exchange rate of the U.S. dollar against RMB has 

significant impact on imports. The depreciation of the RMB has led to an increase in China's 

exports and a decrease in imports. The US imports goods from China but has a hard time 

selling them to China. The US is demanding a stronger RMB to change their predicament.  

 

In my thesis, I main consider two important effects of the trade war. One of the effects is on 

the stock market and the other is on trade. I am curious about the situation of Chinese and 

the US stock markets under the trade war, whether they will move together during the trade 

war. After the correlation analysis, I come up to the answer that these two market have no 

strong connection. They are not moving together during the trade war, the trade war has small 

impact on the stock markets. The US suffers a sharply decrease in the value of the imports 

and exports. The trade gap between the US and China also has increased.  

 
The trade war has some disadvantages and advantages. Firstly, it is obvious that the trade war  

has made trade worse between the US and China, the trade gap is increasing. The value of the 

imports and exports are decreased. Secondly, the tariff imposes on the imports makes the 

price higher for the consumers, which puts a lot of pressure on consumers. However, it is a 

good opportunity for China to develop and promote its industrial structures, and the US 

should take some strategies to keep their stable development.  
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Finally, there are some advices and suggestions are gave to the US and China. On the one hand, 

the trade war leads to the big trading gap between the US and China, but China can exports 

and imports with any other countries through “Belt and Road”. On the other hand, developing 

Cross-border e-commerce industry has the similar idea as the “Belt and Road” construction. 

The products are not only sell to the US but also all over the world to make up for the loss on 

the trade between the US and China.  
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