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SUMMARY 

• The US and Europe have recently announced big tariffs on targeted Chinese 
products such as electric vehicles, but the impact on Chinese GDP should be 
limited. However, a move by the US to impose a flat 60% tariff on Chinese 
imports, as proposed by former US president and presidential candidate Donald 
Trump, could reduce China’s growth significantly. The direct impact of such 
tariffs could be to knock over 1% off Chinese GDP. They could also hurt Chinese 
firms' investment plans and lead to a significant depreciation of the renminbi.  

• China could respond by significantly ramping up policy support. It could also 
impose retaliatory tariffs on imports from US, limit some key exports to that 
country or sell US assets.    

 

SIGNIFICANT NEGATIVE IMPACT ON CHINA ’S GROWTH  

Direct impacts on exports. US exports account for around 15% of total Chinese exports 
(down from around 19% in 2018, chart 1). Goods exports account for around 19% of 
Chinese GDP (around 70% of the value of China exports contains domestic value-
added). Assuming tariffs were fully transmitted to end prices and assuming the 
price elasticity of China’s exports is -1, the direct impact on China’s GDP of a 60% 
tariff on all China exports to the US could be roughly calculated as 
15%*19%*70%*1*60%= 1.2pp. There was a notable decline in Chinese exports to the 
US in 2018-2019 when the US imposed tariffs ranging from 7.5%-25% on around 
USD350 bn of Chinese goods. But the overall slowdown in exports was less pro-
nounced, with export rerouting (chart 2) mitigating the impact on growth.    
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Chart 1: Chinese exports as % of GDP 

 
Source: Pictet Wealth Management, Wind, as of 
31.12.2023 

 Chart 2: Total Chinese exports and exports to US 

 
Source: Pictet Wealth Management, Wind, as of 
31.12.2023 

 

Indirect impact through higher uncertainty and lower private investment. Trade tariffs 
could lead to a rise in uncertainty and thus weigh on firms’ capex decisions. The un-
certainty sparked by the 2018-2019 US tariffs (chart 3) led to a significant downturn 
in Chinese firms’ investment intentions during that period (chart 4). Of course, it is 
difficult to know the impact of fresh 60% tariffs on capex, but it is unlikely to be 
negligible. 
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Chart 3: China trade uncertainty index 

 
Source: Bloomberg, as of 30.06.2024 

 Chart 4: China private investment index 

 
Source: Wind, as of 30.06.2024 

 

SIGNIFICANT DOWNWARD PRESSURE ON RMB   

A sharp increase in tariffs would put significant depreciation pressure on the 
renminbi (RMB). The currency weakened significantly against the US dollar (with 
USD/CNY rate moving from around 6.3 to 7.2) when President Trump unleashed 
tariffs in 2018-2019, driven by stronger broad dollar (chart 5) and a worsening bal-
ance of payments (chart 6). Meanwhile, the People’s Bank of China (PBOC) pushed 
to create a more flexible FX regime, allowing market forces greater say in determin-
ing the RMB FX rate. Direct intervention through FX reserves has fallen sharply over 
the past several years (chart 8) while the PBOC has been increasingly using the coun-
ter-cyclical factor (chart 7) and other macro prudential tools to guide expectations 
and mitigate herding factors in the FX market. 

 

The RMB could depreciate significantly if the US does impose a tariff of 60% on Chi-
nese imports, although we believe the PBOC could again move to mitigate pressure 
through a variety of tools (it could also use its significant forex reserves to prop up 
the currency and state banks could step up their RMB purchases, for example). 
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Chart 5: USD/CNY rate and US dollar index 

 
Source: Wind, as of 31.12.2019 

 Chart 6: China’s balance of payment 

 
Source: Wind, Pictet Wealth Management, as of 
31.03.2024 

Chart 7: USD/CNY, counter-cyclical factors 

 
Source: Bloomberg, as of 31.12.2019 

 Chart 8: China’s FX reserves  

 
Source: Wind, as of 31.03.2024 

 
 

HOW MIGHT CHINA RESPOND TO 60% US TARIFFS?  

1) Domestic policy. The authorities could unveil more stimulus to support growth. 
Maintaining a decent level of economic growth is very important for the Chinese 
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government. Policy support was ramped up significantly in response to the shock 
produced by the Trump tariffs of 2018-2019 (as well as to deal with domestic difficul-
ties). We believe the authorities would act similarly if there were another sharp rise 
in US tariffs and move to support growth through a combination of fiscal, monetary 
and credit policy.  

 

2) External policy. The Chinese authorities have several retaliatory options. They 
could simply impose tit-for-tat tariffs on imports from the US as they did in 2018-
2019 (although the value of Chinese exports to the US (USD500 bn) is much higher 
than the value of US exports to China (USD150 bn)). Alternatively, they could limit 
some key exports needed by US industry (it is worth remembering that China ac-
counts for around 70% of the global production of rare earths), or they could decide 
to sell down US assets (for example, China’s considerable holdings of US Treasuries).
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constitute an offer or an invi-
tation to buy, sell or subscribe 
to securities or other financial 
instruments. The information 
contained herein is the result 
neither of financial analysis 
within the meaning of the 
Swiss Bankers Association’s 
Directives on the Independ-
ence of Financial Research, 
nor of investment research for 
the purposes of the relevant 
EU MiFID provisions. All infor-
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the selling process or pro-
cessing of the related transac-
tion, Pictet HK Branch is re-
quired to enter into a Finan-
cial Dispute Resolution 
Scheme process with you; 
however any dispute over the 
contractual terms of the prod-
uct should be resolved directly 
between the third party ser-
vice provider and you. 
 
Banque Pictet & Cie SA is a 
limited liability company in-
corporated in Switzerland. It is 
an authorized institution 
within the meaning of the 
Banking Ordinance and a reg-
istered institution (CE No.: 
BMG891) under the SFO car-
rying on Type 1 (dealing in se-
curities), Type 4 (advising on 
securities) and Type 9 (asset 
management) regulated activi-
ties. The registered address of 
Pictet HK Branch is 9/F., 
Chater House, 8 Connaught 
Road Central, Hong Kong. 
 
Warning: The contents of this 
document have not been re-
viewed by any regulatory au-
thority in Hong Kong.  You are 
advised to exercise caution in 
relation to the offer.  If you are 
in any doubt about any of the 
contents of this document, 
you should obtain independ-
ent professional advice. 
Please contact Pictet HK 
Branch in Hong Kong in re-
spect of any matters arising 
from, or in connection with 
this document. 
 


