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U.S.-China Economic Outlook

GROWTH AND TRADE IN TURBULENT TIMES
William Yu, Economist
Jerry Nickelsburg, Director
UCLA Anderson Forecast
February 2022

As we enter the third year of the pandemic, the global economy faces several challenges and uncertainties. First, the
COVID-19 variants Alpha, Delta, and Omicron arrived one
after another suggesting that there may be future variants that
could cause more economic disruption. Second, the inflation
monster has come alive in the U.S. on strong economic growth
and inflation is cooling in China on weak economic growth. As
a response, the Federal Reserve is likely to begin a tightening
monetary cycle in March, while the People’s Bank of China is
moving in the opposite direction. This has important implications for effective exchange rates and the pattern of trade in
the coming year. Will rising interest rates contain inflation and
keep the economic expansion on track in the U.S.? Will falling
interest rates in China spur economic growth? And third, the
abrupt increases of demand in the U.S. might have caught
global producers and suppliers off guard. Will global supply
chains capacity soon expand and catch up with American demand? In this report, we answer these questions and review
the U.S. and Chinese economies and global supply chains
during this time of pandemic and economic turbulence.

THE U.S. ECONOMY AND OUTLOOK
The U.S. economy grew at a rapid 6.9% annual rate in the
fourth quarter of 2021. For the whole year 2021, U.S. real
GDP grew at 5.7% following a decline of 3.4% in 2020. This
swift recovery and growth resulted in the U.S. economy’s return to its pre-pandemic peak in the second quarter of 2021.
By the end of the year, GDP also returned to its longer-term
trend (red line in Figure 1). This strong economic growth, unfortunately, came with higher inflation.
In December 2021, the headline inflation rate rose to 7.1%
year-over-year, the highest in four decades. The core inflation rate, which excludes volatile energy and food prices, rose
4

5.5% year-over-year, the highest in three decades. The inflation rate is much higher than many forecasters, including the
Fed and ourselves, predicted a year ago. What went wrong?
There is one short answer: demand has far exceeded supply!
The surge to 8% to 11% above historical trends in real retail
and food services sales in the U.S. provides an example (red
dash line in Figure 3). Some of the driving forces of the current inflation are: (1) higher disposable income from the fiscal
stimulus of 2020/21, (2) increased demand for larger homes
due to the trend towards work-from-home, (3) higher spending in retail stores and on restaurant meals after a time of
consumer restraints, and (4) higher spending due to a wealth
effect from rising asset prices including stocks and homes.
Though the demand for goods and services has risen, key
sectors have yet to respond with sufficient increases in supply. American oil and natural gas production is still 8% below
its pre-pandemic peak, and vehicle production is still 5% below its pre-pandemic peak. In other sectors, supply increases
have been constrained by a labor force that is still 2% below
its pre-pandemic peak.
At the January 26 press conference, Federal Reserve Chair
Jerome Powell said that the Fed will end its asset purchases
by March, and it is likely to raise interest rates at that time.
Powell emphasized that the Fed continues its commitment to
price stability and indicated that a cycle of tightening of monetary policy is coming. What will happen for the U.S. economy
when the Fed starts to tighten? For a guide from history, we
examine how the economy reacted in the past few tightening
cycles.
Figure 4 shows eight tightening cycles with Federal Fund
Rates since 1970. In Figure 5, each of those cycles is displayed with key economic indicators for the 12 months fol2022 Annual Economic Report

Figure 1. U.S. Real Potential GDP and Real GDP
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Figure 2. Year-over-year Price Inflation Rates in the U.S.
Consumer Price Index for All Urban Consumers: All Items in U.S. City Average
Consumer Price Index for All Urban Consumers: All Items Less Food and Energy in U.S. City Average
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Figure 3. Advanced Real Retail and Food Services Sales in the U.S.
Advance Real Retail and Food Services Sales
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Figure 4. The Federal Reserve Tightening Cycles
Federal Funds Effective Rate
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Figure 5. Economic Variables in the First Year of a Monetary Tightening Cycle
(Percentage Point Change: Federal Fund Rate, Inflation Rate, Unemployment Rate; Percentage Change: S&P 500, and Nominal Home Price Index)
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lowing the start of the cycle. For example, the first tightening
cycle started in March 1972. From February 1972 to February
1973, the Federal Funds rate was raised by 3.29 percentage
points, the inflation rate increased by 6.1 percentage points,
the unemployment rate declined by 0.7 percentage points,
the S&P 500 stock market index rose 8.6%, and the nominal
home price index increased by 2.1%.
During the first year of the eight cycles studied, interest rates
increased between 0.75 percentage points (2016) and 3.3
percentage points (1972). Inflation rates changed from -0.8
to +6.0 percentage points. Unemployment rates declined in
all cycles. In equity markets, stock prices increased five times
and decreased three times. Nominal home prices increased
in all cycles. Historical evidence suggests that the promised
tightening of monetary policy to begin in March of this year is
unlikely to cause a recession by itself.
In terms of risks to our U.S. economic forecast, the biggest
one is still the risk of new disruptions due to the ongoing
COVID-19 pandemic. The assumption used in constructing
our economic forecast is that the economic impact of future
COVID-19 variants will lessen over time. However, this is an

assumption, not a forecast. If this proves not to be the case,
the forecast presented here is too optimistic.

THE CHINESE ECONOMY AND ITS
OUTLOOK
China’s GDP grew by 8.1% in 2021, according to its National
Bureau of Statistics (NBS). This growth rate is considerably
higher than many forecasters’ predictions.1 The largest reported drivers of the 2021 growth were China’s manufacturing
and export sectors . Given the policy response of the People’s
Bank of China (PBoC) to current economic conditions, this
number seems to hide significant weakness in the Chinese
economy.
We developed a simple model to provide a contrasting estimate.2 The model uses three key variables: annual growth
rates of energy consumption/electricity production, CO2
emissions, and total trade (exports plus imports). For details,
see the Appendix in this report. These were combined with
data from the 13 largest economies in the world to calibrate
the model.

1. According to China’s official release, China’s nominal export value to the world in the first nine months of 2021 was 33% higher than the same period in 2020, and
32% higher than the same period in 2019.
2. We are grateful for the support from the UCLA Center for Global Management’s Faculty Global Research Award. We thank our research assistant, Cara Keogh,
for her helpful work.
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Based on our model, China’s GDP growth was 6.9% in 2021,
lower than NBS’s 8.1%.3 Figure 6 shows our model estimation
of historical China GDP (red line) vs. the NBS’ official numbers (blue line). While both series show a similar downward
sloping trend beginning in 2007, our estimates are mostly
below the official numbers and the higher volatility is more like
that experienced in other large economies.

been selectively defaulting on its debts. The business model
that caused this problem for Evergrande is not unique, and
it is indicative of a nationwide over-leveraged development
model. As a result, China has significant over-built real estate
markets with a heavy debt overhang. Figure 8 illustrates this.
In 2021, China completed 44.8 billion square feet of commercial and residential buildings. That is almost nine times that of
the U.S. at five billion square feet. In fact, over the past eight
years, China has built more new space than the U.S. existing
commercial and residential square footage. While the Chinese population is four times larger than the U.S. and China
has been growing faster than the U.S., this level of building
has been driven by economic policy rather than market fundamentals. To avoid recessions, Chinese economic policy
has induced additional development and as a consequence,
the supply of property has now exceeded demand. This real
estate bubble and associated bad debt are, with zero tolerance COVID policy, the biggest current risks to the Chinese
economy.

In the short run, China is facing economic headwinds. One
simple indicator is that in December 2021, the PBoC reduced
the reserve requirement ratio for banks by 0.5 percentage
point to 8.4%, injecting about $188 billion into the financial
system (Figure 7). This was the second time they have taken
this action since July 2021. The PBoC’s move was to stimulate an economy that has been dragged down by a slump in
the property market. While we don’t know if this is proactive
and based on a forecast for a slowing economy or in response
to the implosion of residential construction finance, it is suggestive that the 2022 economic growth in China will be significantly below our estimates for 2021.

A major theme of the 14th Five-Year Plan is to build China into
a self-reliant and innovation-driven technology and manufacturing powerhouse in response to U.S. export restrictions on
certain high-tech components and products. To be specific,
China’s industrial policies are to encourage more manufactur-

To illustrate the difficulty of China having sustained high economic growth consider China’s property market. Evergrande,
China’s second largest property developer, is on the brink of
bankruptcy. It has $300 billion in financial obligations and has

Figure 6. China’s GDP Growth Rate
Official and Forecast’s Model Estimates
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ing and less real estate and entertainment. China’s economic
planners believe the former will enhance China’s competitiveness while the latter are counter-productive and speculative.

than the “quantity of growth.” If implemented, it could mean investments in the past with high but unequal returns and those
with high pollution content will be reduced. New investments
will have less focus on the rate of return and more on their
contribution to a “shared prosperity.” Regardless of the societal benefit claimed in the 14th Five-Year Plan for this pivot, it
will naturally lead to slower economic growth.

In the long run, we forecast a continued slowing down of
China’s economic growth. Why? In its 14th Five-Year Plan for
2021 to 2025, China prioritized the “quality of growth” rather

Figure 7. Required Reserve Ratio in China
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Figure 8. Annual Completed Building Construction in China, Billion Square Feet
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U.S.-CHINA TRADE AND THE
PHASE 1 AGREEMENT
At the two-year anniversary of the U.S.-China Phase I trade
agreement, it is time to examine compliance and the impact
on trade. Figure 9 shows the U.S.-China merchandise trade
amounts. The red line is U.S. imports from China and the blue
line is U.S. exports to China. The bar is the U.S. trade deficit
with China. U.S. goods exported to China increased in 2020
to a total of $124 billion and again in 2021 to an estimated
$155 billion. U.S. imports from China have also increased to
a 2021 total of $509 billion. This is after two years of declines
following the start of the U.S.-China trade war in 2018. The
trade deficit reached $354 billion in 2021, higher than in 2019
and 2020, but lower than the record $418 billion of 2018.
According to the agreement,4 China purchases of goods and
services from the U.S. was to increase to $310 billion in 2021.
U.S. service exports to China are estimated5 to have been
$38 billion in 2021. Adding goods and services together, U.S.
exports totaled $194 billion in 2021, approximately 62% of the
agreement level. In 2022 China will once again be importing
Boeing 737-Max airplanes. Even though that will narrow the
gap somewhat, it will be marginal.

It is hard to predict whether there will be another round of
trade discussions leading to a Phase 2 agreement. However,
in light of the above data, the likely outcome is the status quo,
the theme of our 2021 annual report. Though there are some
who advocate the end of the tariffs, there is in fact little popular support for U.S. removal of the current tariffs on China.
Moreover, non-tariff barriers to trade on the importation of
goods thought to be important for national security and the
health of the U.S. economy are being erected.

THE GLOBAL SUPPLY CHAIN
DISRUPTION
What is going on with global supply chains? How did the
supply chain bottleneck happen? Figure 10 shows the total
volume of exports and imports processed by the top nine seaports in the U.S. for the first 11 months of 2019 and 2021. The
ports of Puget Sound, Oakland and Jacksonville are processing cargo at 2019 volumes and all others have experienced
an increase in cargo handled. The top three seaports, Los
Angeles/Long Beach, New York/New Jersey, and Savannah
have seen cargo volume increases of more than 19%. These
data are for containers that have moved between ship and
dock and do not capture those on ships waiting to unload nor

Figure 9. U.S. / China Merchandise Trade
(Billions, Current U.S. Dollars)
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See our annual report in 2020: https://www.anderson.ucla.edu/documents/areas/ctr/forecast/CathayBank/CathayBank_AnnualReport_2021_v2.pdf
Based on Bureau of Economic Analysis in 2021 Q1 to Q3 data.
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Figure 10. Total Volume of TEU (20-Foot Equivalent Units) by Top Nine U.S. Container Ports, January to November, 2019 and 2021
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those on the dock waiting to be moved to distribution centers
and bonded warehouses. The supply chain bottleneck at the
ports is then a surge in American demand rather than a breakdown unloading cargo.
Figure 11 illustrates a snapshot of global supply chains. The
dollar amount in the green arrows is the change in the value
of merchandise trade between the first nine months of 2019
and that of 2021. By and large, nominal global trade (not
adjusted for inflation) was higher in 2021 than in 2019. U.S.
exports to China increased $26 billion and Chinese exports to
the U.S. increased by $18 billion. The significant contraction
was with Japanese exports to the U.S. Japanese exports of
automobiles were constrained by another supply chain issue,
capacity in the manufacturing of chips. The basic message is
that despite the disruption of the past two years and the move
to more onshoring of manufacturing, global supply chains are
still expanding.

CONCLUSION
Facing high inflation, the U.S. is entering a tightening money
cycle. History tells us that during the first year of interest rate
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hikes, the economy will continue to expand. Once the COVID-19 pandemic abates sufficiently, the U.S. economy will
experience robust growth. In contrast, China will face many
challenges and headwinds as it seeks to deleverage its
debts, stabilize its real estate markets, and pivot to the 14th
Five-Year Plan. The diverging paths of the two economies
will increase the U.S. trade deficit with China in spite of the
Phase 1 Agreement. This will make it difficult for U.S. policy
makers to advocate for an ease in trade restrictions now in
place. Nevertheless, overall trade will continue to increase as
economies around the world grow and the current economic
expansion continues.
The U.S. and China, two great powers and the largest world
economies, continue to be in competition, particularly in the
fields of geopolitical influence and technology. Looking forward, we predict the U.S./China economic relationship of
2021 will be the status quo for 2022. The decoupling of the
past few years will continue, but supply chains are difficult and
expensive to uncouple and therefore it will be at a relatively
slow pace.

11

Figure 11. A Snapshot of Global Supply Chains
Dollar Amount Represents the Change of Trade (exports or imports) between the First Three Quarters of 2019 and 2021, The Thickness of the Line
represents the Size of Trade Volume.
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Appendix:
A Simple, Consistent, and Alternative Model of China’s GDP Growth6
For years, many have doubted the accuracy of official statistics regarding China’s economy, in particular those that measure its GDP growth.
We developed a simple, consistent, and alternative measurement of China’s real GDP growth. Unlike typical national GDP accounting, which
computes hundreds of GDP components, our simple model uses only three variables: (1) energy consumption, (2) CO2 emissions, and (3)
international merchandise trade amount.
The reason for this seemingly over-simplified method is twofold. First, as we doubt the quality of China’s GDP numbers, we also doubt many
other Chinese official economic variables, on which the traditional and comprehensive method would depend. The more data from China we
use, the more noise might enter the estimation. We assume that these three variables are more objective and reliable due to their straightforward
collection and measurement, and they are also more easily observed and validated by international agencies. Second, in contrast to Chen et al.
(2019)’s7 method that tried to dissect detailed local historical data to estimate a more objective Chinese GDP, we wanted to build a measurement
that is usable in real-time. Therefore, the timing and availability of the model inputs are important.
To estimate the model’s coefficients, we use the annual growth rates of these three variables from 2001 to 2019 from 10 countries: Australia,
Brazil, Canada, Germany, India, Japan, Russia, South Korea, U.K., and the U.S. These are among the 13 largest economies in the world, including developed, emerging, and developing countries. The model variables are as follows:
•

Dependent Variable: Real GDP growth rate. Source: OECD. Note that we focus on annual GDP growth rates rather than GDP level to make
sure our time series model is stationary and there is less concern over serial correlation problems in the data.

•

Primary energy consumption growth rate. Sources: Our World in Data and Statistical Review of World Energy by BP. Units: TWh.

•

CO2 emissions growth rate. Sources: Our World in Data and Carbon Monitor. Units: tons. There are concerns that there are varying relations between GDP and CO2 growth rates across countries and over time. We tried to incorporate a variable, renewable energy fraction,
into the model. However, the results were not significant.

•

Nominal merchandise trade amount (export plus import) growth rate. Source: WITS, U.S. Census, World Bank, CEIC. Units: US$. Export
growth directly contributes to GDP growth and import growth reflects domestic income and consumption growth. For simplicity, we use
nominal growth rather. In fact, nominal terms have a better model fit than real GDP growth. We also tried a variable, foreign direct investment growth, but it is not significant.

As shown in Figure A, our model is an average (red line) of two models: (1) pooled OLS model, which uses input data without China (green line).
(2) country fixed effect model, which uses input data including China (gray line). This model allows some unobservable and unique characteristics to explain each country’s average growth rate rather than using a single growth rate for all the sample countries.
If we look at other variables, e.g., global oil prices, real estate prices in China, credit growth in China, etc., they all indicate there was significant
slowdown of the Chinese economy in 2015 and 2016. While we cannot see this from China’s official numbers, we do see it in our model. In
conclusion, while this model is still is still a work in progress, in its current form it is a more reliable estimator of the state of the Chinese economy.
Figure A. China Official GDP Growth and Model Average Estimation
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We are grateful for the support from the UCLA Center for Global Management’s Faculty Global Research Award. We thank our research assistant, Cara Keogh,
for her helpful work.
See Wei Chen, Chang-Tai Hsieh, Xilu Chen, and Zheng Song, “A Forensic Examination of China’s National Accounts,” NBER Working Paper #25754.
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