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China strikes back

China’s retaliation to US tariffs was restrained but sets out a ‘playbook’ for how it
could hit back more forcefully. We think China will find it difficult to offer
concessions to remove the latest 10% increase, and in fact tariffs are likely to rise
further. Additional easing will help to mitigate much, but not all, the damage to the
economy.

Key Takeaways

The initial good news that President Trump did not
announce tariffs on China immediately didn’t last long.

Additional 10% tariffs and an end to de minimis
exemptions — which allowed low-value items to be
imported without any duty — went into effect after three
weeks. The equivalent rise in the average bilateral tariff
rate during the first trade war took over a year.

The focus on fentanyl as a justification for tariffs makes
any rollback unlikely. China will struggle to deliver strong
political optics, such as Mexico’s 10,000 troops on the
border, while House Bill 747 — the ‘Stop Chinese Fentanyl
Act’ — could spark sanctions on Chinese producers.

Moreover, the US trade review will almost certainly
conclude that China did not live up to the ‘Phase 1’ deal
and that non-tariff barriers to trade, such as subsidies,
remain high, leading to further tariff increases. While these
could be used to create leverage to force through a new
trade deal, another plan for China to purchase more US
goods may struggle with credibility. All told, we continue to
expect a large and lasting increase in US-China tariffs.

There are few indicators of economic activity available at
the moment — as is typical following the Lunar New Year.
But abrdn’s China Financial Conditions Index continues to
suggest that recent easing will support 2025 growth.

More support will be needed to mitigate the trade war
impact, and our best guess is that around 1% is knocked
off Chinese GDP, limiting 2025 growth to 4.6% and
potentially pushing 2026 GDP growth down to 4.1%.
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No reprieve

While Mexico and Canada managed to avoid US tariffs —
helped by last minute phone calls — China did not.

Across-the-board 10% tariffs have gone into effect, while
the end to de minimis duty free imports will be put into place
soon, after US customs work out the practicalities.

While this tariff hike is, for now, smaller than the 60%
President Donald Trump threatened on the campaign trail,
it is striking in several regards.

First, it took over a year for the average bilateral tariff rate
on US imports of Chinese goods to rise by 10 percentage
points during the first trade war (see Figure 1).

Figure 1: Is +10% just the start?
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Second, the implementation of across-the-board tariffs
suggests no inclination on the US’ part to lessen the hit to
consumers. This could have been achieved by pursuing a
more targeted approach focused on intermediate products,
which would have likely been partly absorbed across the
supply chain.

Third, the addition of tariffs for security, as they have been
framed by some members of the administration — for
example those targeting fentanyl — could result in tariffs
settling at a higher rate than we anticipate. For now, we
judge these tariffs are a stepping-stone towards our base
case for US-China average bilateral tariffs to increase to
40%. But there remains a risk they go higher still, particularly
if the Commerce Department focuses on non-tariff barriers
such as government subsidies and currency manipulation.

China’s retaliation was measured, setting out a
‘playbook’ for where it can do more damage if pushed

China hit back by announcing: i) 10-15% tariffs on US
imports of LNG, coal, oil, farm equipment and some ‘large
engine' autos; i) an antitrust investigation into Google; and
iii) tighter export controls on a selection of critical minerals.

The three prongs are more of a warning about where China
can strike back harder if provoked, rather than an attempt to
inflict material damage on the US.

China’s imports of US energy are a very small share of US
exports. Google is a high-profile US company, but
corporates with larger exposure to China could certainly
have been found (Apple or Tesla, for example). And there
are alternative minerals that are more critical to the US that
could have been chosen.

Indeed, if we consider minerals where China is both the
largest US supplier and the largest global producer, out of
those now facing tighter controls only Tungsten meets these
criteria. And, even then, US import reliance is notably lower
than for other minerals (see Figure 2).

Figure 2: Critical minerals... not that critical (yet)
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The latest +10% tariffs will be hard to roll back...

China will struggle to deliver strong political optics that could
help defuse tensions over fentanyl — like Mexico did by
placing 10,000 troops on the border.

Even if China tightens up trade in the precursor chemicals
necessary for illegal fentanyl production — introducing tough
‘Know Your Customer’ requirements, for example — it could
still be vulnerable to accusations that it is not doing enough.

Indeed, with Bill 747 — the ‘Stop Chinese Fentanyl Act' —
currently moving through Congress, the US could impose
sanctions on Chinese producers, stoking trade tensions
further and raising the bar for tariffs to be removed.

... while the US trade review will lead to additional tariffs

The ‘Act of God’ clauses in the ‘Phase 1’ trade deal between
the US and China signed shortly before the pandemic will
not help China avoid additional trade-related tariffs when the
US review reports on 1 April.

For a start, many US politicians (including Trump) have
blamed China for the pandemic itself. China did increase its
US purchases by around $20 billion after the initial
pandemic shock unwound and global trade rebounded, but
this is well short of the $200 billion agreed (see Figure 3).
Moreover, even though there was little-to-no effort by either
the US or China to pursue the ‘Phase 1’ deal after Trump
was defeated by Biden in his first attempt at re-election —
this is unlikely to change the conclusion.

Figure 3: A new purchase agreement is not
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It would of course be harder for China to slow-walk
purchases should ‘Phase 1’ be resuscitated, given we are
at the start of Trump’s term, rather than the end. And we
cannot rule out that tariffs introduced after the trade review
will be used as leverage for a new deal. But the credibility of
any purchase agreement will remain a big hurdle to
overcome. All told, we continue to expect a large and lasting

increase in US-China tariffs.



China’s strong end to 2024 and continued easing of
financial conditions should offset some of the trade war

The data black hole caused by the Lunar New Year means
that there are fewer indicators of activity to help judge
economic momentum.

The January PMiIs did point to a potential slowdown at the
start of the year, but travel and tourism figures for the Lunar
New Year were fairly robust, with the number of visitors and
total tourism revenue both up around 6% compared to a
year ago. That said, revenue per head remains below pre-
pandemic norms, suggesting a degree of lingering
consumer caution.

Regardless, the loosening of financial conditions since the
September policy pivot is unlikely to have filtered through to
activity, given normal lags. This suggests that policy easing
to date will help support growth in the face of headwinds
from the second trade war.

Figure 4: Financial conditions remain loose heading
into the Year of the Snake
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Indeed, while our China Financial Conditions Index (CFCI)
moderated slightly in January, it continued to signal
accommodative financial conditions (see Figure 4).

This was reflected in Chinese credit data, which were strong
in January. Total Social Financing (TSF) posted a
seasonally adjusted flow of RMB 3.5 trillion, only marginally
weaker than December’s flow, putting the three-month
moving average close to series highs.

This was driven by a strong rebound in medium- to long-
term corporate borrowing and a tentative pickup in
household borrowing.

Where financial conditions did appear to moderate most
was in M2 money supply, which fell short of consensus
expectations of 7.2% year-over-year growth, coming in at
7%.

Financial conditions should get further support from a likely
announcement of fiscal loosening at the ‘two sessions’ in
March. There is a risk of disappointment, but recent
communications from the State Council have been
encouraging. The latest statement highlights efforts to shore
up foreign direct investment and support household income
and consumption, for example.



Important Information

For professional and Institutional Investors only — not to be further circulated. In Switzerland for qualified investors
only.

Any data contained herein which is attributed to a third party (“Third Party Data”) is the property of (a) third party supplier(s)
(the “Owner”) and is licensed for use by abrdn**. Third Party Data may not be copied or distributed. Third Party Data is
provided “as is” and is not warranted to be accurate, complete or timely. To the extent permitted by applicable law, none of
the Owner, abrdn** or any other third party (including any third party involved in providing and/or compiling Third Party Data)
shall have any liability for Third Party Data or for any use made of Third Party Data. Neither the Owner nor any other third
party sponsors, endorses or promotes any fund or product to which Third Party Data relates. **abrdn means the relevant
member of abrdn group, being abrdn plc together with its subsidiaries, subsidiary undertakings and associated companies
(whether direct or indirect) from time to time.

The information contained herein is intended to be of general interest only and does not constitute legal or tax advice. abrdn
does not warrant the accuracy, adequacy or completeness of the information and materials contained in this document and
expressly disclaims liability for errors or omissions in such information and materials. abrdn reserves the right to make
changes and corrections to its opinions expressed in this document at any time, without notice.

Some of the information in this document may contain projections or other forward-looking statements regarding future
events or future financial performance of countries, markets or companies. These statements are only predictions and actual
events or results may differ materially. The reader must make his/her own assessment of the relevance, accuracy and
adequacy of the information contained in this document, and make such independent investigations as he/she may consider
necessary or appropriate for the purpose of such assessment.

Any opinion or estimate contained in this document is made on a general basis and is not to be relied on by the reader as
advice. Neither abrdn nor any of its agents have given any consideration to nor have they made any investigation of the
investment objectives, financial situation or particular need of the reader, any specific person or group of persons.
Accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or
indirectly as a result of the reader, any person or group of persons acting on any information, opinion or estimate contained in
this document.

This communication constitutes marketing, and is available in the following countries/regions and issued by the
respective abrdn group members detailed below. abrdn group comprises abrdn plc and its subsidiaries:

(entities as at 14 June 2024)

United Kingdom (UK)
abrdn Investment Management Limited registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 2LL. Authorised
and regulated in the UK by the Financial Conduct Authority.

Europe?, Middle East and Africa
1in EU/EEA for Professional Investors, in Switzerland for Qualified Investors - not authorised for distribution to retail investors in

these regions

Belgium, Cyprus, Denmark, Finland, France, Greece, Iceland, Ireland, Italy, Luxembourg, Netherlands, Norway,
Portugal, Spain, and Sweden: Produced by abrdn Investment Management Limited which is registered in Scotland
(SC123321) at 1 George Street, Edinburgh EH2 2LL and authorised and regulated by the Financial Conduct Authority in the
UK. Unless otherwise indicated, this content refers only to the market views, analysis and investment capabilities of the
foregoing entity as at the date of publication. Issued by abrdn Investments Ireland Limited. Registered in Republic of Ireland
(Company No.621721) at 2-4 Merrion Row, Dublin D02 WP23. Regulated by the Central Bank of Ireland. Austria, Germany:
abrdn Investment Management Limited registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 2LL. Authorised
and regulated by the Financial Conduct Authority in the UK. Switzerland: abrdn Investments Switzerland AG. Registered in
Switzerland (CHE-114.943.983) at Schweizergasse 14, 8001 Zirich. Abu Dhabi Global Market (“ADGM”): abrdn
Investments Middle East Limited, Cloud Suite 205, 15th floor, Al Sarab Tower, Abu Dhabi Global Market Square, Al Maryah
Island, P.O. Box 764605, Abu Dhabi, United Arab Emirates. Regulated by the ADGM Financial Services Regulatory Authority.
For Professional Clients and Market Counterparties only. South Africa: abrdn Investments Limited (“abrdnIL”). Registered in
Scotland (SC108419) at 1 George Street, Edinburgh EH2 2LL. abrdnlL is not a registered Financial Service Provider and is
exempt from the Financial Advisory And Intermediary Services Act, 2002. abrdnlIL operates in South Africa under an exemption
granted by the Financial Sector Conduct Authority (FSCA FAIS Notic e 3 of 2022) and can render financial services to the
classes of clients specified therein.

abrdn.com ”



Asia-Pacific

Australia and New Zealand: abrdn Oceania Pty Ltd (ABN 35 666 571 268) is a Corporate Authorised Representative
(CAR No. 001304153) of AFSL Holders MSC Advisory Pty Ltd, ACN 607 459 441, AFSL No. 480649 and Melbourne
Securities Corporation Limited, ACN 160 326 545, AFSL No. 428289. In New Zealand, this material is provided for
information purposes only. It is intended only for wholesale investors as defined in the Financial Markets Conduct Act
(New Zealand). Hong Kong: abrdn Hong Kong Limited. This material has not been reviewed by the Securities and
Futures Commission. Japan: abrdn Japan Limited Financial Instruments Firm: Kanto Local Finance Bureau (Kinsho)
No0.320 Membership: Japan Investment Advisers Association, The Investment Trusts Association, Type Il Financial
Instruments Firms Association. Malaysia: abrdn Malaysia Sdn Bhd, Company Number: 200501013266 (690313-D). This
material has not been reviewed by the Securities Commission of Malaysia. Thailand: Aberdeen Asset Management
(Thailand) Limited. Singapore: abrdn Asia Limited, Registration Number 199105448E.

AA-190225-189535-26

abrdn.com “



