How China’s multi-pronged strategy shapes the escalating trade war with the US
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The escalating trade war between the United States and China, the world's two largest economies, continues to deepen, with both nations imposing steep tariffs on each other's imports. Chinese exports to the US have been subjected to tariffs reaching up to 245%, while China has retaliated with levies as high as 125% on American goods. This tit-for-tat has stirred considerable uncertainty among consumers, businesses, and financial markets worldwide, amplifying fears of a potential global recession.
Despite the economic strain, China appears to hold several strategic advantages in this ongoing conflict, according to a recent report by the BBC. Chinese President Xi Jinping’s administration has taken a resolute stance, signalling a readiness to “fight to the end” if necessary, even as it remains open to dialogue.
One significant factor working in China’s favour is its capacity to absorb economic pain. As the world’s second-largest economy with a vast domestic market of over a billion people, China is better positioned than smaller economies to endure the impact of tariffs. Although domestic consumption has room for growth, the government is deploying a range of incentive measures, such as subsidies on household appliances and targeted programs encouraging travel and spending among retirees. Mary Lovely, a US-China trade expert at the Peterson Institute in Washington DC, told BBC Newshour earlier this month, “The leadership may very well be willing to endure the pain to avoid capitulating to what they believe is US aggression.”
Additionally, the Chinese government’s authoritarian structure, which is less sensitive to short-term public opinion compared with democratic systems, provides it with a higher threshold for withstanding economic hardship. Still, concerns remain about potential unrest, particularly against a backdrop of a property sector crisis and job losses that are affecting younger generations accustomed to years of economic growth. Chinese state media has appealed to nationalist sentiments, urging citizens to “weather storms together,” while officials have sought to project confidence, with one stating, “The sky will not fall.”
China’s investment in future industries has also been a critical pillar of its strategy. Transitioning from being known as the “world’s factory,” China has committed billions towards technological advancement and innovation in sectors such as renewable energy, semiconductors, artificial intelligence, and electric vehicles. Noteworthy examples include the AI chatbot DeepSeek, viewed as a competitor to ChatGPT, and BYD, which overtook Tesla last year as the world’s largest producer of electric vehicles. This state-backed focus on high-tech industries aims to reduce dependence on US technology and strengthen China’s competitive edge.
The trade war also prompted China to diversify its trade partnerships more aggressively. Since tariffs first hit Chinese solar panels in 2018 under the previous Trump administration, Beijing accelerated initiatives like the Belt and Road infrastructure programme to deepen ties with countries in Southeast Asia, Latin America, and Africa. This shift has reduced reliance on the US market; for instance, the share of US soybeans in China’s imports has halved from 40% to around 20%. China now sources a majority of its soybeans from Brazil, which has become its largest supplier. Marina Yue Zhang, associate professor at the University of Technology Sydney’s Australia-China Relations Institute, commented that this strategy “deprives America’s farm belt of a once captive market and burnishes China’s food security credentials.” Furthermore, China has become the largest trading partner for 60 countries as of 2023, nearly double that of the US.
Despite these moves, the US remains an important trade partner for China, underscoring the complexities of the conflict. Beijing has warned other nations against entering trade deals with the US that undermine Chinese interests. Malaysia’s Trade Minister Tengku Zafrul Aziz told the BBC, “We can’t choose, and we will never choose [between China and the US],” highlighting the difficult balance many countries face.
The US’s own internal economic pressures have influenced its stance in the trade war. After the Trump administration announced sweeping tariffs in early April, the US government bond market experienced a significant sell-off, shaking investor confidence. Trump initially remained steadfast, describing the tariffs as “medicine,” but subsequently paused most of the levies for 90 days following the market reaction. He has since suggested a potential easing, stating that tariffs “will come down substantially, but it won’t be zero.” Analysts note that China has learned that market pressures, including fluctuations in US Treasury bonds, can influence the administration’s approach. China owns approximately $700 billion in US government bonds, second only to Japan among non-US holders. Though Chinese media has occasionally suggested leveraging bond sales as a “weapon” in the trade war, experts caution that such moves would cause significant financial losses for China and could destabilise the yuan. Dr Zhang remarked, “China holds a bargaining chip, not a financial weapon.”
Another critical factor in China's trade leverage lies in its control over rare earth elements, which are essential for manufacturing semiconductors and various advanced technologies. While the detailed discussion of this aspect was not included in the latest report, rare earths remain a valued asset in Beijing’s strategic portfolio as trade tensions continue.
As the trade war persists, China’s multifaceted approach leveraging its large domestic market, technological investments, expanded trade networks, financial holdings, and critical natural resources illustrates the complexity of the economic rivalry with the US. Both sides continue to navigate the tensions that affect not only their economies but have global repercussions.
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