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China Economy
US$/RMB outlook in Trump 2.0 era

We expect US$/RMB to reach 7.48/7.33/7.55 at end of 2025/2026/2027.
US$/RMB will be driven by factors including Trump’s tariff policies, global
economic and monetary policy divergence, China’s economic prospect and global
geopolitical risk dynamics. Trump’s tariff threat may be just a bargaining leverage
in the short term as lowering inflation and reducing illegal immigrants are his
priorities in 1H25. The tariffs may escalate in 2H25 and de-escalate again with
possible trade deals with major trade partners in 2026. US economic advantage
over Europe and Japan might expand in 2025 due to tariff shock and narrow again
in 2026 as high interest rates, strong US dollar, trade barriers and reduced
immigrants will ultimately hurt the US economy. China’s economy will continue to
recover in 2025 before slowing again in the medium term, and China will not seek
RMB depreciation to boost its exports as policymakers consider stable RMB
exchange rates as a part of financial stability and a symbol of economic upturn, in
our view. Trump 2.0 shock will have a smaller impact on RMB than Trump 1.0
shock.

B US$/RMB forecasts and key assumptions. We expect US$/RMB spot
rates to reach 7.48 at end-2025, 7.33 at end-2026 and 7.55 at end-2027,
compared to the market consensus of 7.45/7.35 for 2025/2026 in a
Bloomberg survey. US$/RMB rates move in tandem with the US-Sino
interest rate differentials, which reflect the divergence of economic
fundamentals and monetary policies between the two countries. In the next
two years, US$/RMB rates will be mainly influenced by factors including the
evolution of Trump's tariff policies, global economic and monetary policy
divergences, China’s economic prospect and geopolitical risk dynamics.
Key assumptions for our forecasts include: i) Trump’s tariff policies will
escalate in 2025 and de-escalate in 2026; ii) US economic advantage over
Europe and Japan will widen this year but may narrow next year; iii) China’s
economy may gradually recover in 2025-2026; iv) geopolitical risks may
mildly decline.

B Trump’s tariff policy outlook. Lowering inflation and reducing illegal
immigrants should be Trump's priorities in 1H25. Political polls show that
living costs and community security are the most important concerns for US
voters. From the economic perspective, lowering inflation is a prerequisite
for lowering government financing costs, stimulating business investments
and pushing forward the tax cut agenda. Massive tariff increases conflict
with the disinflation goal as 10% across-border tariffs are expected to push
up US PCE inflation by about 0.5ppts. As inflation remains above 2% in
1H25, Trump’s tariff threat may be just a bargaining leverage instead of a
real plan. To address the immigration issue, Trump has used the tariffs to
threaten Canada and Mexico for better cooperation, which is why we have
seen tariffs targeting these two countries first since Trump took office. As
Trump’s policies may bring additional uncertainty for US inflation outlook,
the Fed may continue to pause rate cuts in 1H25. High interest rates, strong
US dollar and Trump's policy uncertainty may increase US stock market
volatility and result in tightening effects on its economy. US inflation may
slow down in 2H25 as the Fed may take the opportunity to cut rates and
Trump might escalate tariffs against China. The tariff and immigration
policies may weaken US economic growth and hurt its business interest as
Trump may choose to reach a deal with China in 2026.

B Dynamics of US economic advantage over Europe and Japan. US
economy may outperform the Eurozone and Japan in 2025 as Trump’s
domestic tax cuts and deregulation policies will likely boost the US economy
and inflation while his tariff policies could suppress economic growth and
inflation in Europe, Japan and other trading partners. The interest rate
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positive for US dollar and negative for other currencies including RMB. 2026
might see a different trend as the US economic advantage over Europe
might weaken. Elevated inflation, high interest rates, strong dollar, trade
barriers, immigrant outflow and policy uncertainty may ultimately slow US
economic growth. Meanwhile, Eurozone economy may improve thanks to a
lower base, substantial rate cuts and the resolution of the Russia-Ukraine
war. US dollar may weaken while other currencies including RMB might
rebound.

B China’s economic prospect. China’s economy was in a downturn cycle in
2022-2023 due to the pandemic shock, aggressive property deleveraging
and hawkish regulation over private entrepreneurship, but may continue to
recover in 2025. Since 2023, there has been a dramatic reversal in the zero-
Covid policy, property policy and regulatory policy, supporting a cyclical
recovery of the economy. However, China’s economic recovery has
remained weak with lingering deflation pressure due to aftermath of the
property bubble burst, sluggish confidence in the private sector and
persistent geopolitical risks. The economy may continue to recover in 2025
as both fiscal and monetary policies should remain expansionary. Housing
markets in higher-tier cities may gradually stabilize and durable
consumption is expected to further rebound. The economy might face
slowdown pressure again in 2026 as the effects of domestic policy stimulus
diminish and the effects of Trump’s tariffs increase. In the medium term,
China’s economy may continue to face downward pressure due to structural
factors including continued decline of working-age population, weakening of
market-oriented incentive and persisted geopolitical risks.

B Geopolitical risks. Geopolitical risks may decline in 2025-2026 as Trump
will end the value-oriented diplomacy and alliance-centered approach in
Biden era and accelerate the US’s strategic contraction overseas. Trump
may push for an end to the Russo-Ukrainian War, and the dawn of peace
between Russia and Ukraine will boost the euro and, indirectly benefiting
RMB. Sino-US relations may alternate between phases of improvement and
deterioration, and the pattern of strategic confrontation is difficult to change.
In 2027, the US may once again hype up geopolitical risks in the Taiwan
Strait around China's political reshuffle, which may exacerbate capital
outflows and downward pressure on RMB.

B China's FX rate policy. Looking back, for most of the periods, RMB
depreciation is not preferable in the eyes of Chinese policymakers. They
regard the stability of RMB as a part of financial stability and a symbol of
China’s economic upturn. In addition, China intends to maintain stable Sino-
US relationship in the Trump 2.0 era. As the US politicises RMB exchange
rates, China is reluctant to let the depreciation of RMB worsen the Sino-US
relationship. Only in a few periods with intense confrontation between China
and US, China may be willing to allow sharp RMB depreciation as a tool to
put pressure on the US. China basically adopts a managed floating
exchange rate regime. In the medium to long term, the PBOC allows market
supply and demand to play a decisive role and use the exchange rate
flexibility as an automatic stabiliser to absorb external shocks and rebalance
the economy. In the short term, however, the central bank attempts to ease
the fluctuations of RMB exchange rate to reduce overshooting risks. Since
2017, the FX position in PBOC’s balance sheet has remained stable,
indicating minimal direct interventions through FX purchase or sales.
Instead, the central bank has guided market expectations by central parity
rate fixings, verbal interventions or window guidance for large state-owned
banks to influence the market. In practice, these measures have only
affected short-term fluctuations but have limited impact on long-term trends
for RMB exchange rates.

B Theimpact of Trump 2.0 on RMB should be smaller than that of Trump
1.0. While Trump’s tariff policies in 2025 will exert downward pressure on
RMB, the impact of “Trump 2.0” will be much smaller than that of “Trump
1.0”. Firstly, China is better prepared and more experienced to deal with
Trump’s tariffs as many large companies have established production bases
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overseas with diversified supplies. Secondly, US dollar is in a rate-cut cycle
in Trump 2.0 era while it was in a rate-hiking cycle in 2018. Thirdly, US dollar
interest rates and asset valuation are much higher as opposed to RMB
interest rates and Chinese asset valuation, which has fully reflected the gap
in economic fundamentals. Lastly, the market abhors uncertainty and
unpredictability. Having already experienced “Trump 1.0,” the market should
react more mildly in Trump 2.0 era. After the trade war in Trump 1.0 era, US
weighted average tariff rate on Chinese goods increased from 3.1% in 2017
t0 19.3% in 2019, leading to a 9.5% rise in US$/RMB in 2018-2019. In Trump
2.0 era with a possible 20%-30% tariff, US$/RMB is expected to rise 4%-
6%, in our view.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3



21 Feb 2025

18 4 B PR

C CME INTERMATIONAL
L R

Figure 1: USD/CNY Trend

Figure 2: 1-Y Treasury Yield Spread & USD/CNY rate
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Figure 3: China’s merchandise trade surplus

Source: Wind, CMBIGM estimates

Figure 4: China’s merchandise trade with US &world

Trade surplus(US$ bn)
100 A

80 A

60 A
40 A

0 .| .|. T T T T T T T T

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
m 2024 2023 2022 2021

(USD bn) (USD bn)
900 - - 6500
800 1 - 6000
700 A
J— - 5500

ggg | — N\ - 5000
400 - - 4500
300 4 N 4000
200 - 3500
100 T T T T T T T T T T T T 3000

N ™ < o) © N~ [ee] (o)) o -l N 9] <

- - — I I D) — I N N N [aN) N

o o o o o o o o o o o o o

N N N N N N N N N N N N N
——CN-US merchants trade(LHS) Trend(LHS)

CN merchandise trade(RHS) ——Trend(RHS)

Source: Wind, CMBIGM estimates

Figure 5: Foreign direct investment to China

Source: Wind, CMBIGM estimates

Figure 6: China cross-border investment flows
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Figure 7: Global geopolitical risk & dollar index Figure 8: Aging population and declining births
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Figure 9: HSI and USD/CNY Exchange Rate as U.S.-China Relations Barometer
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