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Rising After The Thaw: China's Economy Post-Trade Truce

Summary

The U.S. and China agreed to temporarily roll back tariff rates on each other this past weekend. “Temporary” defined as

a trade truce for the next 90 days, which despite being provisional, is significant given the harsh escalation in tensions
just a month ago. Trade developments between the U.S. and China have once again moved quickly, and while the thawing
of tensions is far from permanent at this time, developments have now shifted U.S.-China relations under the Trump
administration into our upside scenario. Should developments continue along this new trajectory we now believe China's
economy may be able to achieve the government's 5% growth target and the renminbi may stabilize at a stronger level.

U.S. Tariff Rates

Trade-Weighted Averages; 2025 WF Estimate as of 5/12/2025
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All estimates/forecasts are as of 5/12/2025 unless otherwise stated. 5/12/2025 12:59:23 EDT.
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Downside Scenario
Protracted Trade War

Upside Scenario

“Phase2” Trade Deal

Scenario Description: Tariff rates peak; however, new
non-tariff barriers to trade are imposed and no de-
escalatory dialogue materializes. Both the U.S. and
China take steps to form strategic alliances with foreign
nations, and Trade War 2.0 persists going forward.

Economic Outlook: Intensifying trade tensions and
structural issues weigh on China's economy. However,
Chinese authorities rethink the tariff playbook and
deploy more fiscal stimulus to support domestic
consumption. Looser fiscal policy and accommodative
monetary policy still provide only limited offset to
tariffs and China misses its 5% growth target.

* 2025 GDP Growth: ~4.0%

« 2026 GDP Growth: ~3.5%

FX Outlook: PBoC guides renminbi weaker, but a one-
off devaluation is not delivered due to broader risks of
capital flight. Rather a managed, yet still modest, RMB
depreciation materializes.

* Q4-2025: CNH7.30

* Q2-2026: CNH7.35

» Balance of Risk: Greater RMB depreciation

Scenario Description: Tariffs are not lowered but trade
discussions are had, and non-tariff barriers are lowered.
Escalatory actions and rhetoric calm for the time being,
and while tensions between the U.S. and China persist,
Trade War 2.0 finds a ceiling.

Economic Outlook: Tariffs weigh on China’s growth
outlook, but a stabilized Trade War 2.0 leads to only
modest fiscal stimulus and gradual PBoC monetary
easing. Weak domestic and external demand, combined
with a correcting real estate sector drive sluggish
growth. China’s 5% growth target is more obtainable,
although likely still elusive.

* 2025 GDP Growth: ~4.5%

« 2026 GDP Growth: ~4.0%

FX Outlook: Sentiment improves and RMB modestly
strengthens. PBoC policymakers slightly push back on
RMB strength to retain trade competitiveness, but also
have little appetite for outright RMB depreciation.

* Q4-2025:CNH7.25

* Q2-2026: CNH7.30

+ Balance of Risk: \Weaker RMB

Scenario Description: U.S. and China negotiate “a deal”
that rolls back a portion of President Trump’s reciprocal
tariffs and China’s retaliatory tariffs. A “Phase 2” trade
deal could involve a renewed commitment to the
original “Phase 1” deal or new trade stipulations.

Economic Outlook: Capital inflows surge on reduced
trade tensions with the United States, and China’s
economy experiences a relief rally. Reduced trade
tensions reduce the need for aggressive fiscal and
monetary stimulus, although progress toward a
domestic demand driven economy is still pursued.
China’s 5% growth target becomes achievable.

* 2025 GDP Growth: ~5%

+ 2026 GDP Growth: ~4.5%-5.0%

FX Outlook: Relief rally extends to China’s currency and
USD/RMB trends lower over time. PBoC policymakers
see little economic justification to accommodating
RMB depreciation.

* Q4-2025:CNH7.20

* Q2-2026:CNH7.20

» Balance of Risk: Stronger RMB
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