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(THERE NEG)

A Study on the Impact of US Interest Rate Cut and
Tariff Hike on China’s Economy
WANG Sheng ZHOU Shangyao ZHAO Haoquan

Abstract. Based on the fact that the Fed cut interest rates for the first time after the
financial crisis in 2019 and the trade conflict between China and America has been escala-
ting, this paper used a two-country DSGE model to further study the impact of the Fed’s
interest rate cut policy and the US tariff hike on China’s macro-economy. By means of nu-
merical simulation, the paper finds that the Fed’s rate cut policy is mainly due to the nega-
tive impact of demand, which has an adverse spillover effect on China’s economy. Finan-
cial friction will amplify this impact, resulting in a 0. 33% and 0. 7% drop in China’s real
GDP and investment, respectively. Relatively speaking, the negative impact of the tariff
hike on China’s economy is more significant than that of the interest rate cut policy. The
combined impact of the two policies has led to a decline of 1. 4% and 2. 6% in China’s re-
al GDP and investment respectively. The aggravation of trade disputes will further worsen
the bilateral economy, and the time for economic recovery will be longer.

Keywords : Interest Rate Cut Policy; Tariff Hike; Macroeconomic Fluctuation
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