Economic Commentary
Trade Tensions EscalaƟng
The global trade war ini ated by President Trump
is beginning to spiral out of control. It is
beginning to have a drama c impact on world
trade. Global exports are declining as the U.S.
and China, the world’s two largest economies, are
embroiled in an escala ng trade war as each
country retaliates by levying addi onal tariﬀs on
selected goods. China has reported a current
account deficit for the first me in twenty years
as it faces a slowdown in its export sector.
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dispute resolu on.
One major benefit of the new agreement is that it
removes a high degree of uncertainty going
forward with respect to what could have hap‐
pened to the Canadian economy had the deal not
been consummated. Canada was going to be
subject to onerous tariﬀs in the auto sector which
would have had a drama c nega ve impact on the
Canadian economy. The Canadian dollar rebound‐
ed nicely on the back of the news, however, it s ll
remains at rela vely low levels compared to the
U.S. dollar.

China’s economy has experienced significant
downward pressure. China has begun to cut
produc on as factory orders have declined
Canadian Export Sector Vulnerable
drama cally. Trump recently announced a
The U.S. Federal Reserve raised interest rates by
further $200 billion of tariﬀs on Chinese goods
25 b.p. at its mee ng in September, con nuing its
and has threatened to impose tariﬀs on virtually
policy of gradual interest rate hikes. This was the
all of the goods that China exports to the United
third increase this year. The U.S. economy
States. Policymakers in China have begun to help con nues to strengthen despite global trade
cushion the blow by implemen ng measures to
uncertainty. US gross domes c product grew at
boost growth.
an annual pace of 4.2% in the second quarter,
and the unemployment rate con nues to hover
USMCA Replaces NAFTA
below 4%, near historic lows. Infla on, which
Canada and the United States finally agreed on a
had been increasing steadily throughout the year,
long‐awaited new trade agreement to replace the unexpectedly cooled in August, with the core
former NAFTA. The U.S. and Mexico had
reading dropping from 2.4% to 2.2%.
previously entered into a bilateral agreement
The Bank of Canada raised its benchmark interest
without involvement from Canada. Pressure was rate by 25 b.p. in July, its second increase this
building to come to terms on a new deal based
year and fourth in the past twelve months.
on deadlines imposed by the U.S. The new
Despite on‐going trade concerns, the central bank
trilateral deal will be known as the United States‐ expects that the recently implemented tariﬀs on
Mexico‐Canada Agreement (USMCA). Major
steel and aluminum will only have a modest
outcomes include the fact that the U.S. will gain
impact on economic growth and infla on. Higher
greater access to Canada’s dairy market while
oil prices will help oﬀset the nega ve impact of
Canada is able to retain the key Chapter 19
trade policies on the Canadian economy.
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