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About The Report
This report includes forecasts, projections and other 
predictive statements that represent UCLA Anderson 
Forecast’s economic analysis and perspective on 
the current state and future outlook of the economies 
of the United States and China in light of currently 
available information. These forecasts are based on 
industry trends and other factors, and they involve 
risks, variables and uncertainties. This information 
is given in summary form and does not purport to 
be complete. Information in this report should not 
be considered as advice or a recommendation to 
you or your business in relation to taking a particular 
course of action and does not take into account your 
particular business objectives, financial situation or 
needs.

Readers are cautioned not to place undue reliance 
on the forward-looking statements in this report. 
UCLA Anderson Forecast does not undertake 
any obligation to publicly release the result of any 
revisions to these forward-looking statements to 
reflect the occurrence of unanticipated events or 
circumstances after the date of this report. While due 
care has been used in the preparation of forecast 
information, actual results may vary in a materially 
positive or negative manner. Forecasts and 
hypothetical examples are subject to uncertainty and 
contingencies outside UCLA Anderson Forecast’s 
control.
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Cathay Bank has collaborated with UCLA Anderson Forecast to produce a U.S.-China Economic 
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Indo-Pacific sea routes. Biden underscored his fundamental 
concerns about Beijing’s economic practices, the crackdown 
in Hong Kong, human rights abuses in Xinjiang, and the in-
creasingly assertive actions toward Taiwan. Biden committed 
to pursuing practical, results-oriented engagements when it 
advances the interests of the American people and its allies.2 

In this New Year’s Eve call, China repeated its usual talking 
points: promotion of world peace and stability, establish-
ment of dialogues, and engagement in win-win cooperation. 
However, China also responded that the U.S. should respect 
China’s core interests and act prudently with respect to the 
issues of Taiwan, Hong Kong and Xinjiang because in Xi’s 
view these are Beijing’s internal affairs and concern China’s 
sovereignty and territorial integrity.3

These issues reveal a fundamental difference in the values 
of both sides and will make it more difficult to improve the 
relationship between the U.S. and China in the coming year. 
Nevertheless, we don’t see a further deterioration of U.S./Chi-
na economic relations in the first year of the Biden presidency 
as both sides have internal economic and political problems 
as priorities for 2021. In summary, we predict the status quo 
for U.S./China economic relations for the balance of 2021 will 
be maintained. In this report, we review that status quo and 
what a new administration in Washington portends for the 
U.S. economy.

For more than a year, the world has been disrupted by the 
COVID-19 pandemic. There have been more than 2.3 million 
deaths, and it induced a global recession. In addition, shortly 
after the January 2020 signing of the Phase One trade agree-
ment, the outbreak in the U.S. and the rhetoric associated with 
it resulted in a deterioration of U.S./China relations. Today, 
after four-years of “America First” under President Trump, 
President Biden brings to the table a more nuanced and dip-
lomatic style and tone. However, as we have suggested in 
previous reports, there will be no substantial change in U.S. 
policies toward China under the Biden Administration in the 
near-term.   

President Biden and his cabinet members have positioned 
China as a strategic competitor and signaled they would con-
tinue some, if not all, of the Trump Administration’s hardline 
economic policies toward China. For example, Secretary of 
the Treasury Janet Yellen, during her confirmation hearing, 
said that, “… We have to play a better defense, which includes 
holding China accountable for its unfair and illegal practices 
and making sure that American technologies are not facilitat-
ing China’s military buildup … The Biden Administration will be 
willing to make use of the full array of tools to counter China’s 
abusive practices and hold Beijing accountable.”1 On Lunar 
New Year’s Eve, President Biden spoke with Chinese Presi-
dent Xi for the first time since taking office. Biden affirmed his 
priorities of protecting the American people’s security, pros-
perity, health, and way of life, and preserving free and open 

1.	 https://www.finance.senate.gov/hearings/hearing-to-consider-the-anticipated-nomination-of-to-be-the-honorable-janet-l-yellen-to-secretary-of-the-treasury
2.	 https://www.whitehouse.gov/briefing-room/statements-releases/2021/02/10/readout-of-president-joseph-r-biden-jr-call-with-president-xi-jinping-of-china/
3.	 http://www.xinhuanet.com/english/2021-02/11/c_139737284.htm
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Figure 1. 	 U.S. /China Merchandise Trade, (Billions, Current Dollars)

Source: U.S. Census
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Figure 2. 	 U.S. Real Potential GDP and Real GDP
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Figure 3. 	 U.S. Federal Reserve Assets

U.S. GOODS IMPORTS AND EXPORTS 
WITH CHINA
Figure 1 shows U.S. merchandise imports from China (yel-
low bar) and merchandise exports to China (blue bar). We 
can see that after the 2019 start of the U.S./China trade war 
there is a sharp decline in both imports and exports. In 2020, 
U.S. imports from China continued to decline but by a smaller 
amount (a $17 billion decline to $435 billion). At the same 
time, U.S. exports to China increased by $19 billion (from 
$106 billion to $125 billion). Although the export value in 2020 
is still far lower than the target in the Phase I agreement, the 
trade deficit levels indicate a very slow speed decoupling of 
the two largest economies in the world. The U.S. dependence 
on imports from China, in terms of the U.S. deficit with China 
relative to the total U.S. deficit with the world, has fallen from 
a peak of 48% in 2018 to 34% in 2020.

THE BIDEN ECONOMIC POLICIES AND 
THE U.S. ECONOMIC OUTLOOK
The two most important factors impacting the U.S. economic 
outlook in 2021 are (1) the pandemic and associated pub-
lic health policies and (2) the pandemic relief package. For 
purposes of our forecast, we are assuming that enough 
Americans will be vaccinated by the second half of 2021 such 
that the pandemic will have a much smaller economic impact. 
With the easing of public health restrictions on activity, the 
economic recovery will speed up. It is likely that Congress will 

pass a large fiscal support/stimulus package. While it might 
not be the proposed $1.9 trillion,4 it is likely to be the same 
order of magnitude. 

Proponents of a large support/stimulus package have argued 
that, in retrospect, the $800 billion American Recovery and 
Reinvestment Act of 2009 was too small to adequately stimu-
late the economy at that time. The evidence, they argue, is 
shown in Figure 2. After the recession, it took 10 years for 
the economy to grow back to the potential trend of 2% real 
U.S. GDP growth (red line). The Biden Administration has pro-
posed to go big this time to support those who are hurt most 
by the current public health measures and to more rapidly 
push the economy back to the trend line after those measures 
are taken off.         

4.	 The proposed package has four parts: (1) $750 billion for COVID-19 containment and vaccination, aid to state and local governments, and increased federal 
spending, (2) $600 billion of direct aid to families, including a $1,400 per person transfer and a child tax credit expansion, (3) $400 billion to financially vulnerable 
households, including an additional $400 per week in unemployment benefits and an extension of pandemic unemployment programs, and (4) $150 billion in aid 
to businesses, including loans and grants to small businesses and paid sick leave. 
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The Federal Reserve’s asset holdings skyrocketed from $4.2 
trillion to $7.4 trillion in the months after the pandemic outbreak 
through aggressive open market purchases (Figure 3). At this 
moment, the Fed is buying $40 billion of Treasury bonds and 
$40 billion of mortgage backed securities each month. 

The direct consequence of the current large fiscal stimulus 
and aggressive monetary policy is a rising national debt and a 
ballooning Fed balance sheet. Macroeconomics is not able to 
answer the question of the relationship between these policies 
and inflation and asset bubbles in the future. Those advanc-
ing the argument that both monetary and fiscal policy should 
be significantly more moderate also made the same argument 
in 2009. Figure 4 shows the inflation expectation (via the 
10-year breakeven inflation rate), headline inflation (via the 
consumer price index), and core inflation (via the consumer 
price index excluding food and energy). Inflation expectations 
by market participants is currently running around 2.2%. This 
is consistent with current Federal Reserve inflation policy and, 
in the period between 2013 to 2015, similar expectations did 
not presage an increase in inflation. While one should care-
fully monitor the data, the low inflation environment of the last 
decade provides evidence for our forecast of relatively low 
inflation in the next three years. 

Figure 5. 	 Nasdaq Composite Index

Sources: NASDAQ OMX Group fred.stlouisfed.org
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Figure 6.	  Bitcoin Price
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Figure 4.	  U.S. Inflation Expectations, Headline Inflation, 		
	  and Core Inflation

ASSET PRICES
Though ample financial liquidity might not fuel consumer price 
inflation, it will land somewhere. The alternatives to consump-
tion are investment and the purchase of assets. Figure 5 
shows the Nasdaq composite index, which has grown by 44% 
from its pre-pandemic peak (from 9,750 in February 2020 to 
14,075 in February 2021). Figure 6 shows the Bitcoin price 
which soared by 369% (from 10,400 in February 2020 to 
48,700 in February 2021). For the Bitcoin market, there is an 
obvious asset bubble with mounting risks created by a pile of 
speculation money. For equity markets, it can be a function of 
low interest rates, the future prospects of companies coming 
out of the recession, particularly tech intensive companies, a 
flight to safety by foreign wealth holders, and an alternative to 
low interest money market instruments. Is this evidence of an 
asset price bubble? That is an open question. Recent specu-
lation in equities such as GameStop should give us pause to 
consider that as part of the explanation.
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U.S. REAL ESTATE MARKETS
Housing markets are doing surprisingly well in the middle 
of the pandemic and the recession. Figure 7 illustrates that 
national home prices have risen by 8% over the past year. 
This is not the usual pattern in a recession. The first reason for 
the strength in the housing market is the historically low level 
of the 30-year mortgage rates, driven by the aforementioned 
Federal Reserve monetary policy. The second reason is that 
the pandemic has caused some renters living in the urban 
core to move and become homeowners in the suburbs. A 
third is that the recession has been disproportionately felt by 
lower income earners. Higher income earners have mostly 
kept their employment and are in a position to purchase a 
home. Though normally home price appreciation is either flat 
or negative in a recession, that is not always the case. Figure 
8 displays year-over-year housing price index growth (all-
transactions index by the Federal Housing Finance Agency) 
for the nation, and the states of California and New York. 
During the 2001 recession, home prices as a whole did not 
decline, but appreciated. 

What is the explanation for this seemingly paradoxical move-
ment in home prices? We suggest it was because in the 
early 1990s we had just come out a severe housing slump, 
particularly in California and New York. Consequently, there 
was not an excess of housing. Moreover, outside of the Bay 
Area, where home prices did in fact fall, the recession was a 
mild one. There was no excess lending or investment nor was 
there a housing bubble prior to 2001, and therefore there was 
no bubble burst in the 2001 recession. Though the current 
recession is much deeper than 2001, the recession for the 
part of the population who would be homeowners has also 
been quite mild. Moreover, like the buildup to 2001, there has 
not been an overbuilding of housing this time.  

Figure 7.	  S&P/Case-Shiller U.S. National Home Price Index

S&P/Case-Shiller U.S. National Home Price Index

Sources: S&P Dow Jones Indices LLC fred.stlouisfed.org
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Figure 8. 	 Year-over-year Growth Rates of Housing Price Indexes for 	
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Figure 9 shows the growth rates for major metropolitan sta-
tistical areas of the Zillow mid-range housing value index and 
the Zillow rental rate index from December 2019 to December 
2020. While average home prices are rising across the country 
(blue bars), rental rates (yellow bars) show a different picture. 
For the U.S., rental rates barely increased over the past year. 
New York, San Francisco, San Jose, Boston, Washington, 
D.C., and Seattle all had a decline of rents. The decline is 
largest in New York and San Francisco. This echoes the sto-
ries about tenants, who used to live in the urban core close to 
work and amenities, including restaurants, bars and theaters, 
having moved to suburbs and smaller cities in pursuit of lower 
density while remote work is offered and urban amenities are 
shut down.  

Figure 10 shows the correlation between the December 2020 
Zillow estimate of rental rates for metros and the growth in 
rental rates from December 2019 to December 2020. There is 
a negative correlation between these two variables. High-rent 
metros have low and sometimes negative rental rate growth 
while low-rent metros have higher growth. To some degree, 
the pandemic and remote working have, at least for now, con-
tributed to the converging of rents across the country. 
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Declining rental rates in high-rent metros are also correlated 
with local job markets. Figure 11 shows the payroll job growth 
from February to December in 2020 by major metros. We can 
see that New York and San Francisco suffered the most job 
loss and the least job recovery. Some of the second-tier metros 
have had a faster recovery, such as Phoenix and Indianapolis. 
The employment recovery data is also an explanation for the 
housing and rental market performance as shown in Figure 9. 

For commercial real estate markets, developers are pessimis-
tic in retail and office space. Their caution will result in lower 
new supply over the next few years. For more details, see Al-
len Matkins/UCLA Anderson Forecast Survey in Winter 2021.5

WILL THE SUPERSTAR CITIES BE 
SUPER AGAIN?
In the past two decades, two superstar cities, New York on 
the East Coast and San Francisco on the West Coast, be-
came centers of global talent and wealth, attracting migration, 
investment and tourism. Consequently, they also became 
the most expensive places to live in the U.S. The COVID-19 
pandemic hit these two superstar cities the hardest. Figure 
12 shows the growth rate of the Zillow condo price index from 
December 2019 to December 2020 for major municipal cities.6 
New York City has the lowest positive growth rate and the 
City of San Francisco had a negative growth rate during the 
pandemic. Figure 13 shows the growth rate of home prices 

by zip code in the New York and San Francisco metropolitan 
areas, with the blue coloration representing low or negative 
growth rates and red higher growth rates. We can see a clear 
pattern of dichotomy: urban center home prices decline while 
in the suburbs, prices increase. 

An open question is: remote working has provided a proof 
of concept experiment, and do the results of that experiment 
mean that people and companies will come back to expensive 
urban cores in these superstar cities? Will superstar cities be 
super again? We suggest the answer is yes. The question 
is how long will it take? History tells us that prominent cities 
always come back. London has suffered many plagues during 
past several centuries, Tokyo suffered from earthquakes, fires 
and the WWII bombing devastation, San Francisco suffered 
the 1906 earthquake and fire and the 2001 dotcom bubble 
bust, and New York suffered the 9/11 terrorist attack and the 
2008 financial meltdown. They all came back as dominant 
centers of economic activity. The price and rental adjustments 
we are seeing now in New York and San Francisco might in 
fact speed up the recovery as it will make these cities more 
affordable for young talent.

It is important to note that municipal governance is a crucial 
element for a city to succeed. People migrate to these and 
other cities for economic opportunities, amenities, and quality 
of life. If going forward, a city fails to provide for and maintain 
the quality of life, then it is more likely that temporary pan-
demic moves will translate into permanent moves.
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Figure 11.  Payroll Job Growth for Major Metros

Source: Bureau of Labor Statistics

5.	 https://www.anderson.ucla.edu/centers/ucla-anderson-forecast/projects-and-partnerships/allen-matkins/winter-2021-survey
6.	 These are the city proper and not the entire metropolitan areas in the previous charts.
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Figure 13.  Year-over-year Growth Rates of the Zillow Mid-Range Home Value Index by Zip Code in the Bay Area and New York, 
	   December 2019 to December 2020

Source: Zillow
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CONCLUSION
The U.S. and China, two great powers and the largest world 
economies, continue to be in competition, particularly in the 
fields of geopolitical influence and technology. Though the 
U.S. has a new president, the competition has not changed. 
Indeed, the Biden Administration plans to build a global al-
liance in Asia to counter China. Over the past few months, 
Beijing reached an investment treaty with the European Union 
and signed the Regional Comprehensive Economic Partner-
ship (RCEP) with members of the Association of Southeast 
Asian Nations plus South Korea, Japan, Australia and New 
Zealand. While there remains hope that issues such as cli-
mate change can be a common ground for both countries to 

engage and cooperate, these also could become new arenas 
of competition. Looking forward, we predict the U.S./China 
economic relationship in 2020 will remain as the status quo 
for 2021. The decoupling will continue, but supply chains are 
difficult to uncouple and therefore it will be at a relatively slow 
pace.  

Once the COVID-19 pandemic abates sufficiently, the U.S. 
economy will experience robust growth. With plenty of liquid-
ity and low rates, housing markets will continue their current 
trends through this year and into the next. Not only are the 
U.S. and China the largest economies in the world, but their 
growth prospects suggest that they will be among the most 
rapid growing economies as well.
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