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China Split on Weakening Yuan to Fight Trump Tariffs

BY LINGLING WEI AND REBECCA FENG

In 2023, Xi Jinping made a rare visit to the nation’s mmtfollowmgatnpto the central bank, according to people close
to China’s decision-making. The visit laid bare Xi’s desire to keep:China’s currency strong.

Now Beijing is divided on whether it will have tolet the yua_ﬂ-«we'ék'en in response to new tariffs from the second Trump
administration. On the campaign trail, Trump vowed tariffs of up to 60% on China.

In a Friday phone call with President<electDonald Trump, Xi signaled his desire to engage in negotiations with the next
White House, saying both sides should“find appropriate solutions to problems.”

Theyuan, or renminbi, is andmportant political symbol and crucial to how Chinese leaders project strength. The
cople’s @?/of ina nanages its daily moves in a tight trading band, but broad decisions on its direction are political
ome from abowve-the bank.

In 2018, China &evaluéa the yuan by around 13%, making its exports cheaper, to hit back at tariffs imposed by the first

Trump administration. The strategy at times further enraged Trump. A fter Beijing let the yuan slip past 7-to-the--dollar
for the first time in more than a decade in August 2019, Trump immediately hiked tariffs in response. That year the
Trump administration also labeled China a currency manipulator. But the weaker yuan buttressed the Chinese economy.

This time, it is more complicated: The central bank has already had to let the yuan weaken, to boost the economy and
because markets expect more U.S.-China friction. That has limited Beijing’s use of the yuan as a tool to fight tariffs.

In Beijing, according to people close to decision-making, an internal debate is now focused on how far to let the yuan_
weaken. One camp, primarily market-oriented officials and government economists, believes the PBOC should be more
hands-off, letting markets push the yuan lower. That way, they argue, the central bank can focus on spurring growth via
monetary policies such as interest-rate cuts.

The Othey camp worries that currency depreciation, however gradual and orderly authorities intend it to be, would drive
capitaiout of China. In their view, the yuan must be defended against markets they say will just keep pummeling it on

expectations it will depreciate.

“The signal now is stability,” said Brad Setser, a former U.S. Treasury official and now a senior fellow at the Council on
Foreign Relations. But if Trump follows through on his tariff threats, Setser said, “controlled depreciation would be
hard for China to avoid.”

For now, the political decree from the Xi leadership is to prevent the currency from weakening too much,.

In a statement to The Wall Street Journal, the PBOC cited the gountry’s trade surplus and foreign-exchange reserves and
said regulators are “confident, well-positioned and capable of maintaining the basic stability of renminbi’s exchange




rate at a reasonable and equilibrium level.”

The order to keep the yuan stable complicates the central bank’s other decisions. Lowering interest rates, for example,
pushes the yuan lower.

Xi’s priority was on display on his visit to the central bank in October 2023, when he focused on the agency overseeing
the foreign-exchange reserves, a reservoir that can be deploved to defend the yuan. Even more unusual for a Chinese
leader, the people said: Xi then visited the state-owned China Banknote Printing and Minting Corp., which produces the
yuan coins and banknotes.

The yuan was then trading at around 16-year lows against the dollar, a reﬂc_ct,iéq_ﬁf China’s faltering postpandemic
economy and U.S. economic strength. After Xi’s visit, state banks stepped up yuan support by selling dollar holdings.

In the past year, the leader has called for a powerful currency as a waytobulld China into a financial superpower.

As Trump’s inauguration approaches, traders have kept pushing thie yuan to the weakest possible daily levels,
anticipating that Beijing eventually will have to let it fall further.

For weeks, the central bank has been trying to keep the yuan stable at the”&i:r_rent level of abo (QLB er dollar, a
roughly 11% decline since early 2018. Setser at the CFR and other analysts believe China has 1]5 feserves it can tap.
if it wants to defend the yuan at a certain level. Authorities can also make it harder to move money out of China.

A yuan free of government intervention would be trading ar'd{iﬁdr dollar, some analysts say, acknowledging the
difficulty in estimating its market value as:the yuan has never been driven by market forces. Goldman Sachs expects it
to depreciate by midyear to 7.5 per dollar; the weakest.in nearly two decades.
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