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• China’s Transitory Rebound 
 

Donald Trump’s inauguration led this week’s news.  Following the ceremony, he marked 
his first days in office with wide-ranging executive orders and pronouncements focused on 
immigration, energy, trade and social issues.  Trump will act unilaterally where possible, 
but many of the president’s priorities will require legislation.  Among the latter is the 
establishment of a fiscal plan. 

The U.S. Constitution grants Congress the power of the national purse.  The imperative of 
meeting budget deadlines can conflict with the slow, deliberative nature of the legislative 
branch.  To prevent a complete standstill, the Senate has a special procedure called 
reconciliation to allow budget bills (typically one per fiscal year) to pass with a simple 
majority.  However, reconciliation bills are constrained.  They can only contain provisions 
related to the nation’s finances and must be deficit-neutral over a ten-year span.  

The fiscal effort awaiting our leaders is substantial.  At very minimum, the debt limit needs 
to be raised, and a budget for the current fiscal year must be passed.  The work will 
certainly not stop there.  Under the bill used to pass Trump’s first-term tax cuts (the Tax 
Cuts and Jobs Act, or TCJA), tax rates will increase at the end of the year if not extended 
by legislation.  This is an outcome that both Congress and the White House want to avoid. 

Beyond extending the term of the TCJA, campaign promises in need of Congressional 
support include new tax cuts, expansion of border security, immigration reform, an 
expanded child tax credit, easier energy permitting processes, more stringent rules on 
trade with China and an across-the-board tariff.  Some of these have tenuous links to 
fiscal obligations, which may halt their progress.  And the longer the list gets, the greater 
the challenge of achieving deficit neutrality.  

 JANUARY 25, 2025 

Global Economic Research 
50 South La Salle Street 
Chicago, Illinois 60603 
northerntrust.com 
 
Carl R. Tannenbaum 
Chief Economist 
312-557-8820 
ct92@ntrs.com 
 
Ryan James Boyle 
Chief U.S. Economist 
312-444-3843 
rjb13@ntrs.com  
 
Vaibhav Tandon 
Chief International Economist 
630-276-2498 
vt141@ntrs.com  
 

https://www.northerntrust.com/united-states/insights-research/2024/weekly-economic-commentary/budget-reconciliation-may-bound-fiscal-ambition
https://www.northerntrust.com/united-states/insights-research/2025/weekly-economic-commentary/washingtons-time-line
https://www.northerntrust.com/united-states/insights-research/2025/weekly-economic-commentary/washingtons-time-line
http://www.northerntrust.com/
mailto:ct92@ntrs.com
mailto:rjb13@ntrs.com
mailto:vt141@ntrs.com


Northern Trust 

GLOBAL ECONOMIC RESEARCH 

2 

  

  

The math around projected deficits will be complicated for a bill of any size.  Reconciliation must 
not add to the deficit, relative to a baseline of the nation’s present fiscal outlook.  The 
Congressional Budget Office (CBO) currently forecasts the annual deficit to grow from $1.9 trillion 
this year to $2.7 trillion in 2035—and that is under current laws, which include the scheduled return 
to higher tax rates next year.  A full extension of TCJA could add $5 trillion of additional deficits 
over ten years.  The need for neutrality may limit the duration of any extension of current tax rates, 
setting up another fiscal debate before the end of this decade.   

The Trump agenda also includes tariffs.  Threats on this front began before the inauguration and 
have continued this week.  Trade investigations are underway, but actual tariff measures have not 
yet been proposed.  New tariffs are likely to be executive actions, as they were in the first Trump 
term.  Since they are not the result of legislative action, any new revenue that tariffs raise will not 
count as an offset to extending tax cuts. 

Further, tariffs have not been a major source of income for the U.S. Treasury.  A review of customs 
revenue over time shows the effect of Trump’s trade duties starting in 2018. But at their peak of 
$98 billion in 2022, revenue from this source amounted to less than 3% of government receipts.  
Further tariff increases could raise revenue, but it will most likely come out of the pockets of 
American consumers.  This will slow growth and income tax collections.  And retaliation by trading 
counterparts could further depress activity and government revenue. 

These myriad issues must be negotiated among a narrow Republican majority in the House, a 
caucus that is not moving in lockstep on all issues.  A vocal faction within the party truly believes in 
fiscal balance, calling for $2.5 trillion of spending reductions as a requirement for their support.   

Cuts are a focus of the new administration, with the Department of Government Efficiency (DOGE) 
tasked with finding opportunities to save costs and simplify processes.  But even before the DOGE 
has started work, House Republicans are circulating a menu of over 200 fiscal measures with 
trillions of potential savings.  The highest-value proposals include rescinding green energy 
subsidies and unwinding components of Medicaid.  Certainly not all measures will find support, but 
the length of the list suggests many programs are on the table.   

Getting everything together into one fiscal package will be a tall order.  This Congress is allowed 
two reconciliation bills due to a lack of a reconciliation last year, but it is unclear if that helps or only 

Spending cuts are a 
popular idea, but 
difficult to enact. 
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complicates negotiations.  Congress would prefer to finish all the work at once and remove the risk 
of the second bill failing; Trump has expressed openness to either path.   

Ultimately, something will need to pass.  Big numbers and belligerent goals shared today are 
opening gambits for months of haggling ahead.  Bills are sure to come together, but the 
negotiations will be long and tense.  Some provisions could be broken into less ambitious forms 
with bipartisan support, though common ground is limited.  No one will get everything they want in 
a successful negotiation. 

Trump’s second inauguration was moved indoors on short notice due to dangerously cold 
temperatures in the nation’s capital on January 20.  From here on, we expect the activity and 
negotiations to generate plenty of heat. 

Spin Cycle 
People are surprised when I tell them that I enjoy doing laundry.  Arriving home after traveling, I’ll 
move quickly to empty my baggage into the hamper and progress the contents to the washing 
machine.  The ritual signals re-entry to my home…and the end of anxiety about whether I have 
enough clean clothes to last the trip. 

You might not think that the laundry room can be a source of economic insight, but I found 
inspiration there recently.  Tariffs have been a hot topic in recent months, and one of the most 
studied examples of this tactic involves washing machines.  That situation illustrates what might be 
in store if trade restrictions are taken to a new level by the incoming U.S. administration. 

No new tariffs were announced in the days after the Presidential inauguration on Monday.  But the 
process of establishing grounds to increase them has started.  Virtually all nations have been 
placed on notice.   

The consequences of tariffs have been the subject of considerable speculation.  Textbook analysis 
is clear: any form of trade restraint is likely to increase prices and unlikely to result in much 
domestic job creation.  But predicting specific impacts on prices and employment is not easy. 

At a high level, one might observe that tariffs had few consequences during the first Trump 
administration.  Trade restrictions were increased significantly in 2018 and 2019, while the rate of 
increase in the consumer price index remained stable and employment moved steadily upward.  
But trends in categories subject to tariffs may have been offset by movements in other areas.  

One case study comes close to isolating the impact of tariffs. In January 2018, the U.S. 
administration imposed additional duties on imported washing machines.  The move extended 
import duties which were first imposed by President Obama in 2013.  The Korean manufacturers 
Samsung and LG were the primary targets. 

As economic theory predicts, importers increased their prices to cover the levy.  Over the next two 
years, inflation for washing machines soared.  The tariffs produced a level change in the price of 
washers that evolved gradually.  After reaching the new peak, inflation for this category was 
minimal. The same phenomenon, but in reverse, was seen after the tariffs expired in 2023. 

Imports of washing machines fell sharply in the 2018-22 period, but domestic competitors (such as 
Whirlpool) did not gain much.  Samsung and LG built factories in the United States, and kept most 
of their market share.  This was partly due to a decision on the part of American producers to raise 
their own prices, as opposed to keeping them down to win business from overseas competitors. 

For legislators, one 
fraught negotiation is 
preferable to two. 
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The International Trade Commission estimates that 1,800 American jobs were created as a result 
of the tariffs, at an average annual wage of $47,000. The total cost of the program was estimated to 
be almost $1.5 billion, or over $800,000 per job created, borne by washing machine buyers.  The 
cost/benefit outcome did not meet expectations. 

The specific case of washing machines leads to some general conclusions: 

• The impact of tariffs on inflation will develop gradually, and will depend critically on what 
domestic providers do with their prices. 

• Tariffs can create significant costs to consumers. The timing of the impact depends not only on 
the scale of new levies, but also on how frequently products are purchased.  Tariffs on washing 
machines and vehicles will only be felt intermittently, but measures that affect nondurable 
products will strike almost immediately. 

• Manufacturing is highly automated.  Bringing production back home may result in much greater 
increases in output than employment. 

A final, and substantial complication to the analysis of tariffs is the degree to which trade 
counterparts retaliate.  South Korea won a ruling with the World Trade Organization (WTO) against 
U.S. tariffs, but imposed only minor countermeasures.  China, Canada and other countries have 
already threatened significant reactions to any new American trade restrictions. 

As always, the economist answer to questions about tariffs begins with “it depends.”  We’ll have to 
wait until everything comes through the wash to reach firm conclusions. 

Less Than Meets The Eye 
General wisdom is that the best way to attain objectives is to set definite, actionable goals.  But the 
New York Times #1 bestseller Atomic Habits by James Clear notes that goals must be achieved 
with sustainable systems. This is something that Chinese policy makers should keep in mind. 

For several years, China’s economic plans have placed emphasis on growth targets.  Last year 
was no different.  Economic activity surprised to the upside with real gross domestic product (GDP) 
rising at an annual rate of 5.4% in the fourth quarter of 2024.  This year-end dash helped the 
economy meet its official goal of “around 5%” expansion.   

That said, the underlying picture is not as bright as the headline suggests.  Consumption in China 
was propelled by the consumer goods trade-in program.  Exporters also benefitted from front-

The case study of 
washing machines 
does not cast tariffs in 
a favorable light. 
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loaded orders before Donald Trump’s inauguration and a likely increase in U.S. tariffs. 

The Chinese economy is far from being on strong footing, as troubles within its borders are deep-
rooted.  Consumer confidence indicators remain near their record lows.  Spending growth is weak.  
Other markers such as tax revenue, online retail sales and construction activity continue to point 
toward soft momentum.  The Li Keqiang Index – an unofficial proxy for China's economic growth, 
which comprises bank loans, electricity consumption and rail freight volumes – remains depressed.   

Deflation is eroding corporate profits, diminishing employees’ incomes and exacerbating debt 
burdens.  Several real estate developers have failed or struggled to finish projects.  The youth 
jobless rate remains above the pre-pandemic level.  China’s demographic problems are becoming 
more apparent, with an aging and shrinking working-age population.  

Exporting their way out of prevailing troubles is no longer a viable option.  Falling producer prices 
have made Chinese goods more competitive in foreign markets but raise the risk of making 
Beijing’s trade relations more fraught.      

The Chinese economy is in need of structural reforms and an unprecedented demand-side 
stimulus.  Policymakers have promised new measures, likely to be announced in the March 
National People’s Congress, but will find themselves constrained by elevated debt levels.   

As the author of Atomic Habits argues: Goals are good for establishing a direction, but systems are 
best for making improvement.  Committing to the process of addressing structural issues over near-
term growth targets will help China achieve real progress.  
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China is trying to treat 
a symptom without 
addressing the root 
cause. 
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