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FINANCE • CHINA TRADE WAR

Will There be a Currency War? Behind China’s
‘Momentous’ Decision to Weaponize the Yuan

By Erik Sherman August 5, 2019
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An employee counts Chinese one-hundred yuan banknotes at the Hang Seng Bank
Ltd. headquarters in Hong Kong, China on April 16, 2019.
Paul Yeung—Bloomberg 
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Devaluation is an economic tool because it combats tariffs. "Allowing the

yuan to weaken makes Chinese imports into the United States less

expensive, effectively offsetting the impact of the tariffs, and making

U.S. companies less competitive," said Nicole Tanenbaum, chief

investment strategist at Chequers Financial Management. In addition, a

"weak yuan will help boost the China's exports while hurting foreign

competition," so China might be able to additionally support its exports

with other markets.

Ultimately, though, this was "not about the currency, but rather the

signal that the trade war is heating up," Engle said.
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"This is all symptomatic of the fact that China is not a market economy

and not even a developed economy," said Usha Haley, professor of

international business and management, Wichita State University. "They

control everything including the currency. They will match Trump move

for move. He threatens them, they threaten him."

This latest tit-for-tat started Thursday—the day after the Fed lowered

interest rates by 0.25% and the President complained the change wasn't

enough—and Trump announced a 10% tariff to start on Sept. 1 on an

additional $300 billion in goods coming from China. Unlike previous
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Chris Zaccarelli, chief investmen
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