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Abstract	
The	Sino‐US	trade	war	has	not	only	affected	business	activities	in	the	two	countries,	but	
has	also	hit	financial	markets	in	many	ways.	This	paper	studies	the	impact	of	the	Sino‐US	
trade	 war	 on	 China	 and	 US	 stock	 markets	 and	 foreign	 exchange	 markets	 through	
empirical	methods.	The	result	shows	that	after	the	US	officially	launched	trade	friction	
in	2018,	the	Chinese	stock	market	dropped	dramatically,	and	the	US	stock	market	mildly	
showed	an	upward	trend.	However,	whenever	China	and	the	United	States	introduced	
protectionist	policies,	 the	stock	markets	of	both	countries	dropped,	which	proves	 the	
negative	impact	of	Sino‐US	trade	friction	on	the	stock	market.	In	addition,	RMB	has	been	
depreciating	on	international	foreign	exchange	markets,	which	causes	capital	outflows	
from	 China,	 negatively	 affecting	 China’s	 economy.	 Finally,	 based	 on	 the	 situation	 of	
China's	financial	market,	this	paper	puts	forward	some	policy	suggestions	on	how	to	deal	
with	trade	friction	between	China	and	the	United	States.	
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1. Background	of	the	Trade	War		

The	trade	war	is	an	ongoing	economic	conflict,	caused	by	countries	restricting	the	entry	of	other	
countries'	 commodities	 into	 their	 own	markets	 through	 high	 tariff	 and	 non‐tariff	 barriers.	
Countries	 compete	 for	 foreign	markets	 through	dumping	and	 foreign	exchange	devaluation,	
leading	to	a	series	of	retaliatory	and	counter‐retaliatory	actions.		
After	China	joined	the	World	Trade	Organization,	it	has	received	increasing	trade	protection	
from	 developed	 countries.	 By	 2011,	 China	 had	 been	 subject	 to	 the	 most	 antidumping	
investigation	cases	for	17	consecutive	years.	Currently,	China	is	the	target	of	international	trade	
disputes	as	a	result	of	global	protectionism.	In	January	2018,	the	US	President	Donald	Trump	
began	imposing	tariffs	and	other	trade	barriers	on	China	in	an	effort	to	force	China	to	change	
what	the	US	calls	“unfair	trade	practices”	and	“intellectual‐property	theft”,	thus	symbolizing	the	
start	of	China‐US	trade	war.	
Historically,	the	US	has	engaged	in	trade	wars	with	the	former	Soviet	Union,	Japan,	and	the	EU,	
and	inflicted	enormous	damage	on	their	economies.	By	suppressing	international	oil	prices	and	
depreciating	US	dollar,	the	US	hit	the	energy‐dependent	Soviet’s	economy.	By	forcing	Japan	to	
sign	the	Plaza	Accord,	the	US	caused	Japan's	currency	to	appreciate	rapidly,	creating	a	domestic	
economy	bubble	and	a	prolonged	stagnation	in	Japan.	By	suing	WTO	over	its	banana	import	
regime,	the	US	forced	the	EU	to	back	down	by	the	threat	of	"retaliatory	tariffs".		
In	recent	years,	China	and	the	US	have	constant	trade	disputes,	such	as	the	tire	safeguard	case	
against	China	in	2009,	and	the	blocking	of	Huawei	and	ZTE	from	entering	the	US	market	in	2012	
on	the	ground	of	threatening	national	communications	security.	A	series	of	unilateral	US	trade	
frictions	have	cast	a	heavy	shadow	on	Sino‐US	trade	relations,	and	have	brought	China	and	the	
US	into	an	unprecedented	period	of	trade	friction.	For	more	than	two	years,	the	two	countries	
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have	experienced	a	cycle	of	tariff	wars,	WTO	complaints,	technical	blockade	and	negotiations.	
During	 the	 confrontation,	 the	 significance	 of	 the	 Sino‐US	 bilateral	 relation	 is	 repeatedly	
emphazed	by	many	media	because	the	two	countries	are	tied	together	with	the	complex	and	
profound	wave	of	globalization	in	the	21st	century	and	acts	as	a	concentrated	manifestation	of	
the	interests	and	contradictions	of	globalization.		

2. Increased	Uncertainty	of	Corporate	Earnings	and	Strengthened	
Downward	Trend	in	the	Stock	Market	

 
Figure	1.	The	impact	of	trade	war	since	the	second	half	of	2018	on	the	Shanghai	Stock	

Exchange	Index	
Source:	Wind,	Guosen	Securities	Economic	Research	Institute	

 

In	the	past	decade,	China	and	the	United	States	have	developed	rapidly	in	economic	cooperation	
and	trade	in	commodities.	The	two	sides	complementary	to	each	other	in	industry	have	reached	
new	highs	 in	 trade	and	services	and	direct	 investment.	However,	 the	trade	friction	between	
China	and	the	US	has	been	rising	rapidly	since	the	start	of	the	US	301	investigation	into	China	
in	August	2017.	The	uncertainty	of	the	bilateral	economy	brought	about	by	the	trade	friction	
has	a	serious	impact	on	the	stock	market.		

 

 
Figure	2.	Shanghai	Stock	Exchange	A	Share	Index	

Source:	Bloomberg	
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The	 Chinese	 A‐share	 market	 has	 been	 steadily	 rising	 between	 June	 2017	 and	 early	 2018.	
Starting	 from	 January	 to	 the	 end	of	December	 2018,	 China's	 A‐share	 index	 fell	 24.59%	 [1],	
mainly	because	China	is	an	export‐oriented	economy.	The	trade	friction	between	China	and	the	
United	States	has	resulted	in	a	decline	in	China's	exports.	This	economic	downturn	shifted	from	
the	commodity	market	to	the	capital	market.	Therefore,	the	trade	war	between	China	and	the	
US	is	one	of	the	main	factors	behind	the	fall	in	Chinese	A‐shares.	China's	stock	market	gradually	
fluctuated	until	early	2019	after	the	US	proposed	tariffs	on	Chinese	products	in	March	2018.	
The	volatility	of	China's	A‐share	market	is	highly	correlated	with	the	process	of	trade	friction	
between	China	and	the	US,	which	falls	whenever	the	US	imposes	tariffs.	

 

 
Figure	3.	S&P	500	Index	
Source:	Yahoo	Finance	

During	the	period,	the	US	stock	market	rose	slightly,	but	there	has	also	been	a	downward	trend	
since	the	US	announced	tariffs	on	China,	which	proves	the	certain	correlation	between	Chinese	
and	US	economies.	It	is	worth	noticing	that	the	US	stock	market	fell	considerably	between	the	
end	of	2018	and	the	beginning	of	2019,	while	China's	stock	market	rose	considerably	over	the	
same	 period.	 The	 corresponding	 principle	 of	 political	 and	 economic	 economics	 is	 that	
speculative	demand	affects	asset	prices.	
	

Table	1.	Regression	Table	
Source	 SS	 df	 MS	Number	of	obs=	 478	

	 F	(1,	476)	=	 86.98	 	 	
Model	 6016159.64	 1	 6016159.64	Prob>F=	 0.0000	
Residual	 32922831.7	 476	 69165.6128	R‐squared=	 0.1545	

	 Adj	R‐squared=	 0.1527	 	 	
Total	 3893.8991.3	 477	 81633.1055	Root	MSE=	 262.99	
	 	 	 	 	
a	 Coef.	 Std	Err.	 T	P>t	[95%	Conf.	 Interval]	
	 	 	 	 	
d	 ‐.0741085	 .0079461	 ‐9.33	0.000	‐.897223	 ‐.0584948	

_cons	 4854.484	 193.8362	 25.04	0.000	4473.604	 5235.365	

 

By	running	a	regression,	we	can	see	that	every	1	yuan	increase	in	the	U.S.	stock	market	will	
cause	 the	A‐share	market	 to	 decline	 0.074	 yuan.	However,	 the	R‐square	 is	 relatively	 small,	
indicating	that	the	statistical	significance	is	not	strong.	Through	the	interaction	analysis,	it	can	
be	seen	that	there	is	indeed	a	negative	effect	between	Chinese	and	US	stock	markets,	though	
the	effect	is	niche.		
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Table	2.	China‐US	Trade	War	and	Stock	Market	Reaction	(2018.3.1‐2018.9.24)	[2]	

Time	 China‐US	Trade	War	
CSI	
300	

S&P	
500	

Mar	2	
The	US	Government	announced	the	plan	to	impose	25%	and	10%	

additional	tariffs	on	steel	and	aluminum	products	 ‐0.81	 ‐1.33

Mar	8	 Under	Measure	232,	Donald	Trump	formally	signed	orders	to	impose	
tariffs	of	25%	and	10%	on	steel	and	aluminum	imports	

1.01	 ‐0.05

Mar	22	
Donald	Trump	signed	a	memorandum	on	tariffs	on	$60bn	of	Chinese	

imports	 ‐1.01	 ‐2.51

Mar	23	 Commerce	ministry	issued	a	$3bn	counter‐measure	against	the	US	'232'	 ‐2.87	 ‐2.09

Apr	04	
The	US	Trade	Representative	announced	a	list	of	$50bn	of	Chinese	

products	that	it	proposed	to	impose	a	25%	tariff.	On	the	same	day,	China	
announced	that	it	would	fight	back	equally	

‐0.2	 1.15	

Apr	06	
Donald	Trump	threatened	to	consider	tariffs	on	an	extra	$100bn	of	
imports	from	China,	and	China	said	it	would	not	hesitate	to	fight	back	 ‐0.05	 ‐2.19

Apr	21	 The	US	released	first	round	talks	 0.15	 0.01	
May	03	 First	round	of	talks	between	China	and	the	United	States	 0.78	 1.28	
May	14	 China	released	second	round	of	talks	 0.94	 0.09	
May	20	 Sino‐US	second	round	of	talks.	China	and	the	US	agreed	to	stop	Trade	War	 0.21	 0.74	

May	29	 White	House	said	that	it	would	impose	25%	tariffs	on	$50bn	worth	of	high‐
tech	products	

‐0.76	 ‐1.15

Jun	03	 China	and	the	US	made	positive	and	concrete	progress	in	the	third	round	of	
bidding	

0.98	 0.45	

Jun	15	
The	US	government	officially	issued	a	$50bn	list	of	tariffs,	split	into	$34bn	

and	$16bn.	China	issued	a	reciprocal	list	 ‐0.52	 ‐0.1	

Jun	18	
US	President	Donald	Trump	instructed	the	Office	of	the	United	States	
Trade	Representative	to	issue	a	list,	intending	to	impose	a	10%	tariff	on	

additional	$200bn	of	Chinese	goods	through	the	White	House	
‐3.52	 ‐0.21

Jul	06	
Tariffs	would	be	imposed	on	$34bn	of	US	imports	to	China,	who	carried	
out	reproduction	simultaneously.	Donald	Trump	threatened	to	impose	

tariffs	on	all	$500bn	of	Chinese‐US	goods	
‐0.63	 0.85	

Jul	10	
According	to	a	statement	from	the	Office	of	the	United	States	Trade	

Representative,	the	US	government	issued	a	plan	to	impose	a	10%	tariffs	
on	$200bn	of	Chinese	goods	

‐1.73	 0.35	

Aug	02	 The	White	House	issued	a	statement	to	raise	tariffs	from	10%	to	25%	 ‐2.22	 ‐0.1	

Aug	03	 China	decided	to	impose	tariffs	ranging	from	25%,	20%,	10%,	and	5%	on	
5,207	commodities	of	about	$60bn	originated	in	the	United	States	

‐1.65	 0.46	

Aug	08	 The	United	States	issued	a	list	of	tariffs	on	$16bn	which	would	come	into	
effect	on	Aug	23rd.	China	issued	countermeasures	simultaneously	

‐1.61	 ‐0.03

Aug	23	
Fourth	round	of	talks	between	China	and	the	United	States	yields	no	

results	 ‐0.56	 ‐0.04

Aug	23	 The	US	officially	imposed	a	25%	tariff	on	$16bn	of	imports	from	China.	
China	issued	countermeasures	simultaneously	

0.36	 ‐0.16

Sep	13	 China	formally	invited	the	US	Treasury	Secretary	to	hold	trade	talks	 1.08	 0.53	

Sep	17	
Media	reported	that	the	US	might	announce	a	10%	tax	increase	on	$200bn	

of	Chinese	exports	 ‐1.15	 ‐0.56

Sep	18	
The	United	States	officially	imposed	a	10%	tariff	on	$200bn	of	imports	
from	China,	which	would	come	into	effect	on	December	24.	China	

implemented	the	tariff	simultaneously	
2.01	 0.54	

 

From	April	2018	to	May	2019,	the	US	Trade	Representative	Office	issued	three	batches	of	tariff	
lists	targeting	China's	trade	commodities,	namely,	50	billion,	200	billion	and	300	billion.	The	
industries	covered	in	the	tariff	lists	also	gradually	expanded	from	daily	necessities	to	high‐tech	
industries	such	as	electronic	equipment	and	communication	facilities.	In	the	meantime,	several	
rounds	of	consultations	failed	to	reach	a	substantive	outcome,	which	resulted	in	the	uncertainty	
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of	Sino‐US	trade.	The	quantitative	easing	policy	of	the	United	States,	the	depreciation	of	RMB,	
the	 increase	 in	 the	 levy	of	 tariffs,	 and	 trade	 sanctions,	 etc.,	 together	had	 significant	adverse	
effects	on	the	stock	yield	of	major	companies,	which	further	strengthened	the	downward	trend	
of	China	and	US	stock	markets.	
Apparently,	 the	 trade	war	has	many	negative	 impacts.	 For	 example,	 the	message	of	China's	
trade	war	is	clearly	"bad	news"	for	investors,	and	this	"bad	news"	will	directly	and	indirectly	
affect	 investors'	appetite	 for	 investment,	causing	a	sharp	decline	in	global	risk	appetite.	The	
value	of	the	stock	market	reflects	the	expectation	of	future	dividends	and	profits	of	the	company.	
The	 trade	war	between	 the	US	and	China	has	 raised	widespread	 concerns	 about	 the	 future	
uncertainty	in	global	markets,	which	are	generally	characterized	by	risk	aversion.	
Besides,	the	trade	friction	between	China	and	the	United	States	has	posed	a	systemic	risk	to	the	
entire	A‐share	market,	and	has	a	more	obvious	impact	on	the	economic	uncertainty	of	listed	
companies	in	the	industries	subject	to	tariffs.	It	has	the	greatest	impact	on	the	foreign	trade	
enterprises,	and	the	 increase	 in	 tariff	costs	will	 significantly	affect	 the	 future	profitability	of	
foreign	 trade‐related	enterprises,	 thus	reducing	 their	stock	returns.	When	 the	 trade	 friction	
between	China	and	the	US	rises,	tariffs	have	increased	the	trade	policy	uncertainty,	affecting	
listed	companies’	share	prices.	
Finally,	the	trade	dispute	between	the	world's	largest	and	second	largest	economies	has	created	
enormous	 uncertainty	 in	 the	 trade	markets	 of	 both	 sides,	which	 is	 directly	 reflected	 in	 the	
increasing	trade	costs	between	them.	The	decline	in	bilateral	trade,	together	with	the	excessive	
decline	 in	 the	 secondary	 market,	 also	 reflects	 expectations	 of	 a	 deterioration	 in	 China‐US	
relations	and	an	escalation	of	friction	in	the	political,	economic	and	military	fields,	which	will	
further	trigger	panic	in	the	secondary	market.	But	with	the	Sino‐US	trade	agreement	partially	
reached,	the	stock	returns	and	yields	of	listed	companies	related	to	the	agreement	have	risen	
rapidly.	This	reflects	expectations	that	the	market	will	gradually	improve	after	China	and	US	
engage	in	reciprocal	counterattacks.	

3. The	Negative	Impact	on	China's	Capital	Economy	and	the	Stock	Markets	
of	Both	Sides			

 
Figure	4.	China's	Export	Structure	to	US	in	2018	

Source:	Wind,	Guosen	Securities	Economic	Research	Institute	
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First	of	all,	the	decline	in	China's	foreign	trade	will	directly	trigger	the	foreign	trade	deficit,	a	
further	 decline	 in	 China's	 foreign	 exchange	 reserves,	 and	 a	 consequent	 decrease	 in	 the	
circulation	of	 foreign	exchange	 in	 the	market.	 Certainly,	China	 could	 sell	more	 than	$3tn	of	
foreign	 exchange	 reserves	 to	 intervene	 in	 the	 international	 foreign‐exchange	market,	 but	 it	
should	also	take	into	account	the	adverse	effects	of	the	reduced	money	supply.	Rising	interest	
rates	would	be	a	heavy	burden	on	the	fragile	real	economy,	leading	to	an	economic	downturn	
that	would	further	devastate	the	less	risk‐resistant	small	and	medium‐sized	enterprises,	lower	
social	employment,	and	affect	the	stability	of	capital	markets	and	stock	markets.	
Secondly,	the	trade	friction	between	China	and	the	US	has	indirectly	affected	China's	current	
prudent	 monetary	 policy.	 The	 Fed’s	 quantitative	 easing	 policy	 during	 the	 trade	 war	 has	
prompted	the	PBoC	to	respond,	while	China's	economic	slowdown	has	left	a	large	number	of	
manufacturing‐centered	real	economies	in	operational	trouble.	The	central	bank	will	have	to	
increase	market	liquidity	[3]	by	lowering	the	reserve	requirement	ratio	and	interest	rates	for	
short‐	and	medium‐term	monetary	funds,	and	stimulate	economic	growth	by	easing	monetary	
policy.	These	methods	will	increase	the	volatility	of	monetary	policy,	allow	hot	money	to	flow	
further	into	the	stock	market,	affecting	the	stock	market.	

 
Figure	5.	Trade	war	escalation	is	often	matched	by	a	fall	in	the	RMB	exchange	rate	

Source:	Wind	
	
Thirdly,	 the	 trade	war	between	 the	US	 and	China	would	have	 a	negative	 impact	 on	China's	
financial	order,	and	thus	on	the	stock	market.	The	escalation	and	further	extension	of	the	trade	
war	will	result	in	a	large	number	of	business	difficulties	and	general	decline	in	benefits,	and	the	
inability	to	repay	bank	loans	will	lead	to	a	significant	increase	in	bad	debts	of	banks,	which	will	
cause	the	banking	sector	to	enter	a	new	round	of	business	recession	cycle	and	the	decrease	of	
hot	money	in	the	market.	Therefore,	 trade	war	will	undoubtedly	have	an	extremely	adverse	
impact	on	the	stock	market.	
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Figure	6.	2019	A‐shares	(RMB	ordinary	shares)	overseas	business	revenue	of	listed	

companies	as	a	percentage	of	total	business	
Source:	Wind,	Guosen	Securities	Economic	Research	Institute	

 

 
Figure	7.	Correlation	between	Shanghai	Composite	Index	declines	and	foreign	capital	flows	

Source:	Wind	
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Figure	8.	2019	US	exports	to	China	

Source:	Wind	
Fourthly,	the	reduction	in	foreign	trade	exports	brought	about	by	the	outbreak	of	the	Sino‐US	
trade	war	will	have	a	huge	impact	on	China's	export‐oriented	enterprises,	which	will	further	
lead	 to	 sluggish	production,	poor	profitability,	 a	 reduction	 in	product	 sales	and	enterprises’	
ability	 to	 repay	 loans.	 At	 the	 same	 time,	 a	 large	 number	 of	 upstream	 and	 downstream	
enterprises	 in	 China	 providing	 services	 for	 foreign	 trade	 products	 will	 also	 suffer,	 causing	
domino	 effect.	 This	 has	 extremely	 adverse	 effects	 on	many	domestic	 production	 industries,	
making	numerous	enterprises	unable	to	offset	their	income	and	expenses,	affecting	the	survival	
of	enterprises,	and	resulting	in	instability	in	the	capital	market.	

 

 
Figure	9.	S&P	500	and	the	Shanghai	Composite	Index	[4]	

 

Finally,	for	the	US	stock	market,	the	escalation	of	the	trade	war	has	caused	its	stock	to	fluctuate	
more,	and	the	uncertainty	of	policy	has	also	caused	investor	panic,	represented	by	a	small	drop	
in	stocks	in	2018.	Meanwhile,	the	large	amount	of	QE	issued	by	the	Federal	Reserve	has	brought	
the	dollar	 into	 the	 stock	market,	which	 is	 "disconnected"	 from	the	 real	 economy,	 forming	a	
"false	boom"	in	the	US	stock	market.	After	the	end	of	2018,	the	stock	market	generally	shows	
an	upward	trend	and	continues	to	boom	as	the	market	flows	into	hot	money.	
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4. Policy	Suggestion	

The	 trade	 friction	 between	 China	 and	 the	 United	 States	 has	 had	 a	 negative	 impact	 on	 the	
economic	development	of	both	countries.	Therefore,	in	addition	to	exploring	new	types	of	trade	
relations	in	the	diplomatic	market,	China	must	enhance	its	ability	to	withstand	risks.	
First	of	all,	China	should	encourage	independent	innovation	in	scientific	research	and	increase	
the	awareness	of	intellectual	property	protection.	China	should	improve	the	level	of	science	and	
technology	 and	 strive	 to	 improve	 labor	 productivity	 to	 seize	 the	 first	 opportunity	 in	 the	
international	 market	 competition	 and	 continuously	 provide	 a	 driving	 force	 for	 economic	
growth.	
Secondly,	 it	 is	 imperative	 for	China	to	develop	multilateral	 trade	relations	to	diversify	 trade	
risks.	By	 fully	developing	 its	 trade	partnership	and	 increasing	 its	 trade	activities	with	other	
countries,	China	may	develop	faster	and	enjoy	more	diversity	on	its	trade	risks.		

5. Conclusion	

In	 the	short	run,	as	 the	Sino‐US	trade	war	escalates	 irregularly,	China’s	high‐tech	 industries	
such	 as	 communications	 and	 semiconductors,	 and	 its	 export	 sector,	 which	 participates	 in	
foreign	trade,	have	suffered	badly,	and	their	losses	will	be	further	reflected	in	the	stock	market.	
In	addition,	the	deleveraging	of	major	industries	in	China	is	at	a	crucial	stage.	Investment	in	
fixed	assets	such	as	real	estate	will	be	greatly	reduced.	Growth	in	household	consumption	will	
also	be	considerably	decreased.	A	sharp	decline	in	the	growth	rate	of	foreign	trade	caused	by	
trade	friction	between	China	and	the	United	States	will	pose	a	systemic	risk	to	economic	growth.	
The	slowdown	in	China's	GDP	growth	caused	by	the	trade	war	will	be	further	reflected	in	the	
declining	growth	rate	of	earnings	in	A‐shares,	and	even	more	so	in	foreign‐trade	and	high‐tech	
listed	companies.	Higher	tariffs	encourage	companies	to	pass	costs	on	to	consumers,	triggering	
higher	commodity	prices,	which	could	 lead	to	 inflation	and	become	a	major	blow	to	market	
financial	products.	The	further	consequence	would	be	the	rising	prices	of	a	 large	number	of	
goods	and	services,	the	decreasing	consumption	demand	of	residents.	The	operating	conditions	
and	cash	flow	of	all	kinds	of	enterprises	will	be	under	great	pressure.	Therefore,	the	uncertainty	
of	the	future	economic	growth	and	the	decline	of	market	risk	preferences	caused	by	the	Sino‐
US	trade	war	will	have	a	profound	impact	on	China's	stock	market.		
In	the	long	run,	however,	we	hope	that	China's	economy	will	function	normally,	and	policies	
such	as	deleveraging	and	 internal	 recycling	and	our	 suggestions	will	 begin	 to	have	positive	
results.	The	economy	will	grow	in	an	orderly	manner,	and	a	relatively	good	economic	situation	
will	be	a	strong	support	for	China's	financial	market.		
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