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1 Talking About Trade

US GDP fell 0.5% annualized in Q1 before rebounding 3.3% annualized in Q2. A pull forward of 
imports to get ahead of US tariff implementation was the main factor. Looking through the trade 
effect, US domestic demand slowed from near 3% to around 1.5% annualized Q4 2024 to Q2 2025.

The Federal Reserve’s July Beige Book highlighted that businesses are attempting to stagger tariff 
passthrough and, where possible, cut other costs to offset. Still, six-month annualised core goods CPI 
inflation has risen from 0% at December to 1.1% in July. Producer prices also beat expectations in July, 
and tariff rates rose significantly in August as President Trump’s trade truce ended. Also pressured by 
constrained capacity, annual US inflation is expected to hold around 3.0% into 2026.

Critical to the medium-term outlook for the US is the degree to which households feel the cost of 
tariffs not only through elevated inflation and interest rates but also labour market weakness, 
employment growth having already slowed abruptly in 2025.

Nonetheless, global growth remains robust around 3.0%. Euro Area growth is accelerating towards 
trend, and China is on track for a 5.0% gain. Conditions across the rest of Asia are buoyant and many 
other emerging markets hold significant promise. Broadly, downside risks can be managed by policy. 
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Having surged ahead of Liberation Day, US imports fell back in Q2, narrowing the US trade deficit. The biggest 
declines were seen in consumer goods, vehicles and industrial supplies.

Providing a degree of certainty over trade terms hence, the US have signed several high-level agreements, including:
• United Kingdom: a 10% baseline tariff; a 10% tariff on the first 100k cars; and a 25% rate for steel and 

aluminium. Preferential treatment for pharmaceuticals has been discussed but not agreed.
• European Union: a 15% baseline tariff; 15% on cars, auto parts and pharmaceuticals; and Most Favoured Nation 

(MFN) status. In return, the EU has committed to buy $750bn of US energy goods and $40bn of AI chips.
• Japan: a 15% baseline tariff and MFN status, including for cars. Steel and aluminium tariffs remain at 50%, 

however. $550bn has been committed to be invested in the US, principally via loans and guarantees.

Despite the agreed truce, import tariffs between the US and China have increased significantly in 2025. Currently, 
the effective US tariff on Chinese imports is close to 60%, almost three times the rate of 2024. Chinese exports to 
the US have suffered but rising exports to the rest of Asia and other emerging markets are offsetting. Expanding 
trade linkages and large-scale investment by China suggests this trend will continue in the medium-to-long term. 

After a relatively stable 2024, Australia’s goods trade balance has been volatile in 2025. Australia’s US tariff is the 
lowest possible at 10%. Like the rest of the world, Australian exports to the US spiked at the start of the year and 
have normalised since, with no significant negative impact to date. More broadly,  Australia’s major commodity 
exports declined in Q1, but the latest data are signalling a recovery in Q2, mainly thanks to iron ore and LNG.
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