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The U.S.–China Economic Relationship: 
In Need of Counseling, Not Divorce 

Derek Scissors, Ph.D.

The process of demonizing the U.S.–China eco-
nomic relationship has begun. It is being called out
both as principally responsible for our nation’s eco-
nomic turmoil and as driven largely by devastating
Chinese policies. There is certainly bad Chinese
policy to be found. The yuan is misaligned and,
more important, the People’s Republic of China’s
(PRC’s) tight controls on capital movement caused
global economic adjustment to be more violent than
it should have been. 

Unfortunately, bad American economic policy
made a proportionally greater contribution to this
crisis. It is vital to recall that America’s economy is
much bigger than China’s. The U.S. is the heart of
the global economy. Moreover, there are many core
benefits of the Sino–American economic relation-
ship, benefits now being recognized even by some of
China’s harshest critics. On the U.S. side, these ben-
efits include cheaper goods and still-cheap capital,
simultaneously, a rare and valuable combination.

Blaming China First. For his congressional
confirmation hearings, Treasury Secretary-designate
Timothy Geithner submitted written testimony
indicating that President Obama considers China to
be manipulating its currency.1 This testimony
should be considered the first shot in a trade battle
that has been looming since the start of the current
economic crisis.2

Geithner’s comments immediately sparked a
debate over the role of Chinese policy in U.S. eco-
nomic performance, with assessments ranging from
principal blame for the PRC to no blame at all for

the PRC.3 One of the reasons for the sharp diver-
gence in views is the availability of easy targets when
attacking Chinese economic policy.

From the end of 2004 to the end of 2008, the
yuan climbed more than 17 percent against the dol-
lar and more than 14 percent against the euro.4 In
the same period, however, China’s overall trade sur-
plus went from $32 billion to $295 billion, an
increase of more than 800 percent.5 The currency
movement has been insufficient.6

Another source of confusion is the, sometimes
belated, recognition that the U.S. gains even from
bad Chinese policy. One reason for the dangerous
explosion in easy credit in the U.S. was the Chinese
buying American bonds with proceeds from their
massive trade surplus. This recycling was forced
ultimately by the PRC’s capital controls, whereby
the foreign currency earned from exports cannot be
freely used within China. Such currency can only be
spent abroad and American bonds are the only mar-
ket that can absorb $250 billion or more each year.

The closed-capital account has been trumpeted
for years in Beijing as a great contributor to stability.
As with all state attempts to control the market, it
merely postponed the day of reckoning. Rather than
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addressing the ongoing minor instability of free cap-
ital movement across its borders, the closed-capital
account and forced recycling contributed to the
biggest patch of instability for the PRC since
Tiananmen Square.123456

But Chinese politicians are not the only ones
caught on their own hook. The principal advocates
of trade action against China may have just recog-
nized that the trade deficit the U.S. runs finances
Chinese purchases of American bonds. Conse-
quently, such purchases may now appear indispens-
able in light of plans to greatly expand the U.S.
budget deficit.7

Contradictions. There is rhetorical and policy
inconsistency on both sides of the Pacific because
assigning blame runs headlong into the fact the
U.S. and China both want to enjoy the benefits of
their irresponsibility. 

The inadequate American savings the PRC has
harped on for years effectively sustained millions of
Chinese jobs—jobs Beijing is desperate to keep.8 In
fact, despite its massive 2008 trade surplus, China is
looking to boost exports further, relying on foreign
consumption for still more help.9

On the U.S. side, Chinese purchases of American
bonds will support the “pump-priming” designed
by the Obama Administration. But American gains
from the relationship go beyond that. Chinese
exports to the U.S. are led by consumer electron-
ics—computers, phones, and televisions. Clothing
and textiles are the other major component.10 Com-
petition and products from the PRC have yielded
lower prices and higher quality for American con-
sumers, developments that are welcome when times
are good and more urgent now that household
income is stagnant or dropping.

It is a mistake, though, to translate these gains for
the U.S. into a belief that China has disproportion-
ate influence over the American economy. In 2007,
the PRC’s exports to the U.S. were equivalent to 2.3
percent of American GDP; they were 9.1 percent of
Chinese GDP.11 China’s holdings stood at 5.3 per-
cent of U.S. public debt securities on the most
recent measure and much less than that when pri-
vate debt is included.12 

Just as important is the nature of the bilateral
economic relationship. Fannie Mae and Freddie
Mac do not sell debt to finance U.S. government
intervention in the housing market; China cannot
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buy that debt, no matter how many dollars Beijing
holds. The same is true of the bonds sold to finance
U.S. federal deficit. If Americans choose not to buy
as many goods, the PRC cannot sell as many, no
matter how high production goes. There are plenty
of substitutes for Chinese goods and capital, even if,
at higher prices, there is no substitute for the Amer-
ican bond market and consumer.

The U.S. has benefited from Chinese over-sav-
ing, and China, from American under-saving. Poor
policies on both sides of the Pacific led to excess
and the current crisis. But it is inaccurate and

potentially dangerous to lay most of this at the feet
of the Chinese.  Yes, the PRC shares blame for the
global imbalance that is now unwinding. Given the
size and centrality of the American economy, the
problem and the solution start in the U.S. To deter-
mine otherwise is to trust, mistakenly, our nation’s
economic fate to others and risk a trade war in
the bargain. 
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