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ABSTRACT 
 

China and the United States are very important trading partners.  They have not 

agreed or every issue, but that hasn’t gotten in the way of their trading relationship.  

There is one issue that could possibly derail their relationship; China’s exchange rate. In 

1994, China decided to go to a fixed exchange rate.  The results of going to the fixed 

exchange rate for China have led to a multitude of changes between the two countries.  

China’s exports to the United States began to increase dramatically after changing their 

monetary policy in 1994.  The United States, at the same time, started to lose the market 

share in certain manufacturing areas and increase their trade deficit.  The linkage between 

manufacturing jobs loss in America and China’s fixed exchange seem to be linked.   

 I studied numerous Congressional Bills that were introduced in both the United 

States House of Representatives and United States Senate that dealt with offsetting the 

harmful cause of China’s fixed exchange rate.  I also read Treasury reports on currency 

exchange, along with both GAO and CRS reports on the topic.  In addition to those 
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publications, I read books, newspaper clippings, journals, and study papers on the topic at 

hand.    

I was able to deduct from all of the various Government publications and academic 

publications that China’s exchange rate was causing the American manufacturing sector 

to loss more jobs due to the unfair advantage in making their exports much cheaper.  It 

was also clear that the American manufacturing sector had been losing jobs before China 

started to manipulate their currency.  The U.S. Treasury Department has taken a quiet 

approach in trying to get China’s exchange rate to be more market-based.  On the other 

hand, the U.S. House and Senate have been vocal in their opposition of China’s currency 

exchange rate.   

 In conclusion, the problems that exist between China and the United States 

because of the exchange rate will not be going away anytime soon.  The Treasury 

Department or the U.S. Congress can label China as a “manipulator”, but China must act.  

The reasoning behind their shift to a fixed exchange rate was to give them a trading 

advantage by making exports cheaper and imports more expensive.  If China believes that 

by allowing their currency to appreciate, and continue to grow economically, then they 

will do that.  Ultimately though, they are the deciders.   
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CHAPTER 1 

BACKGROUND OF U.S.-CHINA RELATIONSHIP 
 
 
 

The United States and China has a trade relationship that is a marriage of 

convenience.  They didn’t choose this relationship, because it is one of necessity.  Neither 

party is madly in love with other, but because of their fiduciary obligations, they are able 

to look the way same on some issues.  Nonetheless, these two countries seem to have 

strategic alliances on important issues and other times these two countries view each 

other with an extremely skeptical eye.  For a long time their relationship has been 

shrouded in unhealthy skepticism and there are numerous issues that these two countries 

have not come close to agreeing on.  Those issues include issues such as climate change, 

human rights, intellectual property, defense/cyber security, and finally economic trade 

policies.   As an industrial powerhouse, China is also one of the largest polluters in the 

world.   Over the years, it has been hard for both countries to agree on a proper solution.  

As far as human rights, the Chinese government since the Mao era has never been known 

to be a free and open society.  A perfect is example is the lack of a free and open press is 

the current situation facing Google in 2010.  Google has decided that they will no longer 

censor internet searches in China.  That has caused great consternation with the Chinese 

Government.  Next, whether it is defense-preparedness, cyber security hacking, strategic 

defense posturing, both countries are always striving to gain an edge over the other.  
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They look at each other as not only allies, but adversaries.  They really don’t trust each 

other with regard to their military strategy and nuclear arms.  It is not even really known 

what the size or scope of China’s nuclear weapon stockpile.   Over the years, it has also 

been widely suspected that China has been able to successfully hack computers at the 

Pentagon in order to access sensitive United States secrets.  There are other complications 

with their relationship.  Taiwan is a country that the United States has provided fighter 

jets and other military items, much to the dismay of China.  They believe that Taiwan is 

still a part of China and the U.S. is wrong to intervene in their problems.  This problem 

goes both ways.  China has strategically reached out to certain countries or regions in the 

world that are viewed hostile by Americans.  To the United States dismay, China has 

been an ally to the leadership in Darfur.  In return for oil, China has provided the ruling 

party government with guns.1   This can be a major issue when thinking about the issues 

surrounding genocide in Darfur.  The United States has opposed the Government regime, 

and China has supported them.  Obviously, there are strategic economic reasons that 

China is dealing with the leadership of Darfur, so they don’t necessarily care what the 

U.S. thinks.   

Of course, the economic trade relationship is sometimes the rockiest.  After China 

decided to peg it’s currency to the dollar in 1994, the relationship has had even more 

challenges.    These two mega-powers understand that their relationship, though 

symbiotic, is still very complex.  “The current global environment may offer more 

immediate crises clamoring for attention, but China is the enduring challenge—and 

                                                 
1 Hilary Anderson, “China is fuelling war in Darfur,” BBC, July 13, 2008, 

http://news.bbc.co.uk/2/hi/africa/7503428.stm, (accessed September 15, 2009). 
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opportunity—for the United States that has emerged in the new century. There is much to 

be gained, in both economic and strategic terms, if we get the relationship right—but 

economic and strategic difficulties lie ahead if we don’t.”2  It is clear that the two 

countries share common goals and objectives, but they are on the extreme opposite end of 

the spectrum on other issues.  

Part 1: Background of U.S.-China Economic Trade Relationship 

One of the most contentious and important issues that the two countries deal with 

is their economic trade relationship.  In recent decades, U.S. - China economic ties have 

expanded substantially.  Total U.S.-China trade, which totaled only $5 billion in 1980, 

rose to $409 billion in 2009.  China is also now the 2nd largest U.S. trading partner, its 2nd 

largest source of U.S. imports, and its 4th largest export market.3  In the global economy, 

China and the United States count on each other a great deal in order to grow and 

prosper.  Economically, both countries fortunes and futures hinge on the others ability to 

be a good partner.  In more recent times though, the economic trade relationship has 

seemingly grown more complex.  The trade-related history of China and the United 

States dates all the way back to 1794.  From the beginning of their trade relationship 

there has always been up and downs.  From the Opium War to the signing of the 

Shanghai Communiqué in 1972, both countries realize the importance of their 

relationship in the global trading system throughout the world.  What is most important is 

though, is that their relationship has withstood some of those difficult issues of the past.  

                                                 
2 US-China Business Council Report, “China and the US Economy: Advancing a Winning 

Strategy,” (Washington, D.C., 2009), 2. 
 
3 Congressional Research Service Report, “China-U.S. Trade Issues (RL33536),” (Washington, 

D.C., 2007), 14. 
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If that relationship is going to continue to grow and prosper for both parties they will 

need to address their critical economic trade issues before too soon.   

From the American perspective, one of the many issues surrounding their trade 

relationship is the increasing trade deficit with China.  Over the years, it has become clear 

that this deficit will only continue to increase if things don’t change for both parties.  A 

large trade deficit with one trading partner is not something that makes fiscal or economic 

sense.  Yes, the trading relationship is growing larger by the year, but we have to delve 

into the numbers to try and get a complete picture.  Since 1999, the trade deficit with 

China has quadrupled to a new record level.  Both countries have talked about the 

importance of dealing with this issue, but there has yet to be any concrete actions taken.  

“The bilateral trade deficit is large and still needs to be addressed.”4 The United States is 

a large consumer of China produced products and China counts on the United States to 

buy these products.  The trend over the last 15-20 years has been extremely one-sided.  

America buys and China sells.  It is a pretty easy equation to figure out America has this 

insatiable appetite for consumption and spending.  If you are a constant consumer of 

products and not a producer, there will clearly be an uneven trade balance.  

The United States is a willing participant from the perspective that they know if 

Chinese wages are lower, then the product will be produced cheaper.  In essence, you 

would think that this trade relationship they have set up would be ideal, but that is simply 

not the case.  The trends over the years tend to suggest the United States has increased the 

amount of products that it buys from China because the price is right.  Those trends don’t 

                                                 
4 US-China Business Council Report, “China and the US Economy: Advancing a Winning 

Strategy,” (Washington, D.C., 2009), 4. 
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seem to be slowing down in the near future.  In return, the United States doesn’t have a 

need to produce some of these items because they are being produced so much cheaper in 

China.    

China's Trade with the United States ($ billions) 

  1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 

US Exports 13.1 16.3 19.2 22.1 28.4 34.7 41.8 55.2 65.2 71.5 

% change -8 24.4 18.3 15.1 28.5 22.2 20.6 32.1 18.1 9.5 

US Imports 81.8 100 102.3 125.2 152.4 196.7 243.5 287.8 321.5 337.8 

% change 14.9 22.3 2.2 22.4 21.7 29.1 23.8 18.2 11.7 5.1 

Total 94.9 116.3 121.5 147.3 180.8 231.4 285.3 343 386.7 409.2 

% change 11 22.6 21.4 21.2 22.8 28 23.3 20.2 12.7 5.8 

US Balance -68.7 -83.7 -83 -103.1 -124 -162 -201.6 -232.5 -256.3 -266.3 

Table 1.1.  Trade between U.S. and China 1999-2008 

If the U.S. isn’t producing any of these products, they can’t export them.  The 

implications could be felt on both sides.  That ultimately means that American workers 

who produce these goods will be out of a job.  It puts China in a position to where all 

they do is export products to the United States.  Their economic growth is tied to their 

exports to the United States, and that can be a dangerous situation.  Some experts would 

argue that the United States trade deficit is problematic only for the United States.5 It 

                                                 
5 Li Jin and Shan Li, “The U.S.-China Trade Deficit, Debunked,” Wall Street Journal, May 22, 

2007, http://online.wsj.com/article/SB117978452454310028.html, (accessed March 13, 2010). 
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seems logical that the trade deficit with China can be problematic for both the United 

States and China if their trade relationship doesn’t change. Their economies are linked so 

closely.  As Niall Ferguson wrote in, Chimerica and global assets markets, these two 

countries can be thought of as one big economic country.  “Chimerica” is a combination 

of China (the world’s most rapidly growing emerging market) and America (the world’s 

most advanced economy).   

The two halves are complementary.  The West (America) is the expert in business 
administration, marketing and finance.  The East (China) specializes in 
engineering and manufacturing.  The East would rather save a third of their own 
income and lend it to the West to fund their consumption habit – and keep the 
jobs in the East.  Under this arrangement, the East generates massive trade 
surpluses which they immediately lend back to the West. 6  
 
Clearly, this relationship is more complex than the average commercial trade 

relationship.  The China/America trade relationship is one of the most important 

relationships in our global economy.  The world needs these two countries to trade 

commerce, but there are looming issues on the horizon.  One of the largest consumers 

and the one of the largest producers are essential to continued global economic evolution.  

This trade deficit must be looked at from a different perspective.  Around 1985, the 

United States’ trade deficit with China began. At that point, the trade deficit that year was 

roughly $6 billion.7  The trade deficit with China really started to explode in the mid-to-

late 1990s.  As previously explained, there are multiple reasons for this exploding trade 

deficit, but there is one that is most likely responsible.  One of the factors that have 

                                                 
6 Niall Ferguson and Moritz Schularick, “Chimerica and Global Asset Markets," International 

Finance 10, no. 3 (winter 2007): 215-239. 
 
7 U.S. Census Bureau, Foreign Trade Division, Data Dissemination Branch: “Trade in Goods 

(Imports, Exports and Trade Balance) with China,” Washington, DC.  http://www.census.gov/foreign-
trade/balance/c5700.html#1985, (accessed November 10th, 2009). 
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played a key role in this spike was the decision by China to peg their currency against the 

U.S. dollar.  With China’s decision to go to a fixed exchange rate in the mid 1990s, the 

U.S. trade deficit began to grow even larger.  The trade deficit that the U.S. was 

accumulating with China was one of the many negative side effects.  According the EPI 

analysis of census bureau and BLS data, 1.7 million jobs were lost in America due to the 

trade deficit with China. 
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Table 1.2.  Net jobs loss due to trading deficit with China 2001-2006 

 

The loss of American jobs is one of the largest side effects of this deficit.  As their 

relationship continued to evolve, there were more issues that were caused by China’s 

fixed exchange rate.  The complexity of their relationship was exacerbated by the 
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potential negative implications in the United States.  It is clear that the issues surrounding 

the China exchange rate will be the most vexing issues that these two countries face for 

the foreseeable future.  With the critical economic implication the exchange rate has for 

both countries, neither country can afford to ignore the issue.  The U.S.-China economic 

trade relationship has the potential to grow to unprecedented levels, but that is only if 

their complex issues can be managed properly. 

Part 2: China moves to fixed exchange rate 

For the United States, what is most problematic in their relationship with China is 

how that trade deficit has come to be.  Following the Post-Mao era in the 1970’s and 

1980’s, China realized they had a lot of agricultural exports and its industrial sector 

didn’t produce enough manufactured products to send overseas.  China was actually 

losing money from its exports because their primary exports were subsidized and this was 

a great drain on their economy.  They decided to go to a dual exchange rate.  In essence 

there were two separate rates, depending on where you were from.  The Renminbi was 

usable only domestically, while foreigners were forced to use foreign exchange 

certificates. This was objected to by the International Monetary Fund because it violated 

their economic trade standards and also by the United States because they felt as though 

the rate was the equivalent to an export subsidy.   The Government decided that 

unification of the dual system would be the correct path forward because it would, 

“increase foreign exchange earnings, reduce foreign exchange spending, and gain control 

over a larger stock of foreign exchange through regulating foreign exchange purchases 

and sales.  A bonus to the authorities from unification was the implied devaluation of the 
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unified official and swap Renminbi exchange rate, as the lower swap rate was adopted as 

the unified rate, which reduced the encouragement to capital flight.”8   It is on January 1st, 

1994 that the government “unified the official and swap market rates.”9   As a country 

that was moving out of the Post-Mao era, it was critical for them to be seen as key 

players in the global marketplace.  China decided that one of the ways to that was to 

make their currency better for trading.  “China’s transition by the mid 1990’s to a system 

in which the value of its currency was determined by supply and demand in the foreign 

exchange markets was a gradual process spanning fifteen years that involved changes in 

the official exchange rate, the use of a dual exchange rate system, and the introduction 

and gradual expansion of markets for foreign exchange.”10  This unification of their 

currency was a major step forward for China because they realized that this was going to 

boost their economic growth.  This was also a very important step in the eyes of the 

United States because it is when China began to purposefully manipulate the value of 

their exchange rate in order to gain advantages in trade.  The Renminbi (RNB) or Yuan 

was set at about 8.28 to one U.S. dollar.  As some economist have suggested, this 

undervalued exchange rate may give China an upper hand in our trading relationship.   

They made this move to not only be able to stabilize their economy, but it helped sustain 

economic growth in their country.  From that point forward, you started to the see the 

                                                 
8 Leong H. Liew and Harry Wu, The Making of China’s Exchange Rate Policy, (Cheltenham, 

England : Edward Elgar, 2007), 69-70. 

9 Morris Goldstein and Nicholas Lard, The Future of China’s Exchange Rate Policy, (Washington, 
DC: The Peterson Institute for International Economics, 2009), 6. 

 
10 Morris Goldstein and Nicholas Lard, The Future of China’s Exchange Rate Policy, 

(Washington, DC: The Peterson Institute for International Economics, 2009), 4. 
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growth in America’s trade deficit grow, China’s reserve funds grow, China purchasing 

more of the United States dept, and the U.S. losing jobs in the manufacturing sector.   

This fixed exchange rate system lasted from 1994 until July of 2005.  After much 

complaining by their trading partners, China decided to change their exchange rate 

system to a “managed float.”  China was saying that they were not going to simply be 

pegging the value of the currency to the dollar, but to a basket of world currencies.  It was 

at this point that the RMB appreciated about 2.1% to the dollar.   

On July 21, 2005, China introduced a new currency regime that ended the decade-
long fixed nominal exchange rate for the Renminbi vis-avis the US dollar.  The 
authorities not only immediately revalued the official bilateral rate by 2.1 percent, 
moving it from RMB8.28 to RMB8.11 to the dollar but also announced that the 
Renminbi hence forth would be managed with reference to a basket of 
currencies.11   
 
When this happened, there was some skepticism in the United States.  Obviously, 

folks were excited to see the rate appreciate relative to the dollar, but there were still 

some concerns.  Would the Chinese authorities allow the Renminbi to continue to 

appreciate, or was this simple a tactic to alleviate the concerns from numerous trading 

partners on the value of their currency?   

My definition of “currency manipulation” would be the purposeful effort to 

distort the value of their currency in order to gain an unfair trade advantage.  If a country 

knowingly undervalues their currency, the understanding is that it will be able to export 

more cheaply.  In return, anything that comes into that country is more expensive to 

import.  When the China Government decided to fix the exchange rate to the dollar, they 

                                                 
11 Morris Goldstein and Nicholas Lard, The Future of China’s Exchange Rate Policy, 

(Washington, DC: The Peterson Institute for International Economics, 2009), 11. 
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were trying to foster economic growth by running a trade surplus.  Countries such as the 

UAE, Malaysia, and Singapore have also knowingly pegged their currency to the dollar.  

In most situations, countries will let their currency fluctuate to the demands of the 

economic marketplace. “An exchange rate is said to be pegged if the authorities accept an 

obligation to prevent the market rate from deviating by more than a specified amount 

from the peg.  An exchange rate is said to float if the authorities do not accept an 

obligation to limit the range of the market rate.”12  China and the aforementioned other 

countries have decided not to allow their currency to fluctuate with the market rate, but 

keep it closely aligned with the American dollar.  With the value of the dollar continuing 

to decline in recent years, some of these countries are realizing that this may not serve 

their interest as much as it has in the past.  

                                                 
12 John Williamson, The Exchange Rate System, (Washington, DC: Institute for International 

Economics, 1985), 64. 
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Table 1.3.  Average Exchange Rate of RMB Yuan to the dollar 1985-2004 

 

China seems to be a prime candidate for being accused of manipulating their 

currency.  By pegging their currency against the dollar at such an undervalued rate, they 

have advanced China’s edge in trade and made the U.S. deficit explode.  This has not 

gone unnoticed throughout the world.  The United States and other countries have 

expressed major concern over that fact that China’s currency is seriously undervalued.13    

From China’s perspective, it was a simple decision.  If their currency was pegged, they 

would not have to deal with their currency rising and falling with supply and demand, 

similar to most major currencies.  Over the years, there have been a number of 

economists who have stated that the Renminbi is undervalued from anywhere between 

                                                 
13 Congressional Research Service Report, “China’s Currency Peg: A summary of the Economic 

Issues RS21625),” (Washington, DC, 2009). 
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4% all the way up to 56%.  From the 1995 fixed exchange rate to the 2005 “managed 

float”, they are both viewed as undervalued.  “They are seen undervalued for three 

reasons: China has sharply increased its current account surplus, which topped $100 

billion in 2005; it has accumulated large foreign exchange reserves, reaching $819 billion 

in December 2005; and for several years foreign direct investment has poured into China, 

totaling some $60 billion in 2004, augmented by a tide of hot money.”14  The IMF, 

Lawrence Lau of Stanford University, and Stephen Roach of Morgan Stanley all agreed 

that there is no clear evidence of undervaluation of the Renminbi.  Morris Goldstein and 

Nicholas Lardy from the Institute for International Economics have claimed over the 

years that China’s currency has been undervalued since 1994.  Even noted Economist 

Paul Krugman stated in March 14th, 2009 New York Times Op-ed that, “China’s policy 

of keeping its currency, the Renminbi, undervalued has become a significant drag on 

global economic recovery.”15 Also, according to The Economist’s Big Mac Index the 

value of China’s currency is almost a staggering 60% undervalued.  Their Big Mac Index 

approach is a bit unorthodox because it is based on the idea that, “the exchange rate 

between two countries should move towards the rate that equalizes the prices of an 

identical basket of goods and services in each country. Our "basket" is a McDonald's Big 

Mac, which is produced in about 120 countries. The Big Mac PPP is the exchange rate 

                                                 
14 Gary Clyde Hufbauer, Yee Wong, and Ketaki Sheth, US-China Trade Disputes: Rising Tide, 

Rising Stake, (Washington, DC, The Peterson Institute for International Economics, 2006), 26. 
 
15 Paul Krugman, “Taking on China,” New York Times, March 14, 2010, 

http://www.nytimes.com/2010/03/15/opinion/15krugman.html?partner=rssnyt&emc=rss, (accessed March 
17, 2010). 
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that would mean hamburgers cost the same in America as abroad.” 16  There are different 

approaches to defining the percent of how much the Renminbi is undervalued, but it is 

clear that The Economist’s approach is both creative and tangible.  

Source  

Estimate (percentage) of Undervaluation of 

the Renminbi 

Lawrence Lau (Stanford) Indeterminate 

IMF No clear evidence of substantial undervaluation 

Stephen Roach (Morgan Stanley) Not Undervalued 

Barry Bosworth (Brookings Institute) 40% undervalued 

Pieter Bottlier (John Hopkins) 4-5% undervalued 

Barry Eichengreen (University of Cal, 
Berkley) 5-10% undervalued 

Jim O'Neil (Goldman Sachs) 9.5-15% undervalued 

Funk/Rahn (Hamburg University) 11% undervalued 

Goldstein/Lardy (Institute for International 
Economics) 15-25% undervalued 

Gene Hsin Chang (University of Toledo) 22% undervalued 

Jon Anderson (UBS) 15-25% undervalued 

Jeffrey Frankel (Harvard) 35% undervalued 

Ernest Preeg (Hudson Institute, 
Manufacturers Alliance/MAPI) 40% undervalued 

  

Benassy-Quere et. Al (University of Paris) 47.3% undervalued 

Big Mac Index (Economist) 56% undervalued 
Table 1.4.  Economists’ estimation on the undervaluation of Yuan 

 

China and other trading partners of the United States have placed a bet that by 

pegging their currency against the dollar, it would help their trade.  From China’s 

perspective to go to a fixed exchange it was about profit economic growth and growing 

their foreign exchange rate.  When they went to a fixed exchange rate it was viewed as an 

                                                 
16  The Economist’s, “Big Mac Index,” http://www.economist.com/markets/bigmac/about.cfm, 

(accessed January 11, 2010). 
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important part of their trade strategy.  Yes, China obviously wanted to increase trade 

around the world, but they also wanted foreign exchange earnings.  It is evident by the 

data that shows that since 1995, the Chinese currency has stayed incredibly stable.  That 

has put trading partners at an incredible disadvantage.  

Whatever the percent that it undervalued, it hurts the trading level with the United 

States.  By China setting their currency at a pegged or set rate versus the dollar, they have 

been able to hold the upper hand in the trade relationship.  It allows China to make their 

exports cheaper and their imports more expensive in the terms of their currency, thus 

putting the American goods and services at an unfair competitive disadvantage.  As a 

subsequent result, China has a large foreign exchange reserve with the rest of their 

trading partners.   
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Table 1.5.  China’s foreign exchange reserve 2000-2008 

 

 

By having such a large foreign exchange reserve, China has put itself in a position of 

economic leadership throughout the world.  You can view the excess reserve, similar to a 

large bank in the United States.  The more money a bank has, the more powerful they are 

viewed.  The excess capital can be used to wield a great deal of influence as well.  Now 

with more than 50% of their reserves in U.S. dollars, they are a player in the discussion 

and are trying to drive future decisions.  This ultimately is not good for the United States 

or the rest of the world.  It isn’t good for China because they have used this excess to give 
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loans to other countries.  With a global economic crisis that is still lingering, China’s 

large foreign exchange reserve is acting as brakes to the economic recovery to the world.  

“China, by engineering an unwarranted trade surplus, is in effect imposing an anti-

stimulus on these economies, which they can’t offset.”17  This is seemingly caused in part 

because of their move to the fixed exchange rate.  The foreign exchange reserve is a dead 

give away to some sort of manipulation by China.  “The clearest indicator of a misaligned 

Renminbi is the dramatic accumulation of China’s foreign exchange reserves.  With a 

closed capital account and an exchange rate that makes Chinese imports appear cheaper 

and imports expensive, there is an excess demand for China currency.”18   

The problems go both ways, nonetheless.  China has some major issues with the 

United States as well.   From China’s perspective, they seem to be getting extremely 

nervous with the growing U.S. Government budget deficits.  With the U.S. federal 

stimulus spending, bailout monies, and wars in Iraq and Afghanistan, the United States 

has been spending at a staggering rate.  That has made China send a few veiled threats at 

the United States.  In March 2009, China called for the creation of a new currency to 

eventually replace the dollar as the world's standard, proposing a sweeping overhaul of 

global finance that reflects developing nations' growing unhappiness with the U.S. role in 

the world economy.  The unusual proposal, made by central bank governor Zhou 

Xiaochuan, is part of China's increasingly assertive approach to shaping the global 

                                                 
17 Paul Krugman, “Taking on China,” New York Times, March 14, 2010, 

http://www.nytimes.com/2010/03/15/opinion/15krugman.html?partner=rssnyt&emc=rss, (accessed March 
17, 2010). 

 
18 U.S. Congress,  House,  Committee on Ways and Means, Policy options in response to Chinese 

currency practices, 112th Cong., 2nd Sess., March 24, 2010. 
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response to the financial crisis.19  China’s trading status and large excess of reserve funds 

has put them in a position to be much more critical of the dollar and, ultimately the 

United States.  As mentioned, the relationship is complex.  The value of China’s currency 

does put the United States in a trade disadvantage, but China does purchase a substantial 

amount of U.S. debt through bonds and other measures.  When China views or spending 

habits getting out of control, they feel as though their investment may be squandered.  If 

you are an investor in a company or entity, you certainly have some vested interests in 

how they operate their business.  China wants to make sure that their assets are protected.   

Part 3: American Manufacturing jobs and China’s fixed exchange rate 

There are a number of implications on China’s currency policy for the United 

States.  In 2009, we have entered what many analyst say is the worst fiscal crisis since the 

great depression.  That makes the trade situation with China even more sensitive.  

Ultimately though, this complex relationship has many ups and downs.  They both are in 

this relationship to get something out of it.  That doesn’t mean that the benefits outweigh 

the negatives.  Manufacturing jobs have been decreasing for some time in America, but 

China’s fixed exchange rate seems to have exacerbated the issue.  It seems as though the 

exchange rates with China have had a direct link.  It is clear that there was already a 

decline in the amount of manufacturing jobs in America, but after the decision in 1994 by 

China to go the fixed exchange rate, it has gotten worse.  Some of these jobs are clearly 

going to other countries other than China, but it is important to explore the potential 

negative implications between their exchange rate and our job loss.  What has happened 

                                                 
19 Andrew Banton, “China takes on dollar,” Wall Street Journal, March 24, 2009, 

http://online.wsj.com/article/SB123780272456212885.html, (accessed December 12th 2009).  
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is that American manufacturing businesses are finding it more and more difficult to 

export items to China because they simply can’t compete with the exchange rate.  At the 

same time the imports of manufactured goods has continued to increase.  The statistics 

show that U.S. imports to China has increased.  The statistics also show that China 

imports to the U.S. have increased.  Even though both have increased, it is staggering the 

amount of more goods that China imports.  If American businesses are not able to 

compete on a global scale because of China’s fixed exchange rate and undervaluation of 

currency, then jobs will continually be lost.  Some will argue that the America jobs being 

lost to countries such as Malaysia or China have been in sectors that are not glamorous to 

begin with.  Most of these jobs are definitely blue collar.  The problem exist that these 

some of the industries or jobs that are moving over to China have sustained entire U.S. 

States with economic viability.  Take for example the steel and iron manufacturing 

sector.  From 2007 to 2008, Chinese steel and iron imports to the United States increased 

by 24.7%.  That staggering figure has to be analyzed from the perspective of the iron and 

steel factories in the state of Pennsylvania.  The state of Pennsylvania used to be U.S. 

leading supplier in the production of steel.  Now the state believes that because of unfair 

trading practices in China, they are losing their foothold in the sector.  Arlen Specter, a 

Senator representing the state of Pennsylvania, wrote an op-ed stating that, “More than 

just the jobs of workers at plants that make tubular steel are at stake, including plants in 

Pennsylvania. At risk also are the jobs of those who mine the ore, produce the raw steel 

and turn out the hot-rolled steel used in tubes. Thus, China's predatory trade policies are 
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an attack on the entire steel industry, not just a single segment.”20  According to Senator 

Specter, China’s fixed exchange rate has distorted the trade relationship to the point that 

American jobs are being lost at an alarming rate.  In the manufacturing sector, you see 

entire states being crippled by their industry being shut down.  In the case of 

Pennsylvania, the state relied heavily on coal and steel to provide jobs.  Those types of 

blue collar jobs simply are not around anymore.  In essence, by China deliberately 

undervaluing it’s currency it has had a very detrimental effect on America and its 

business.  The connection between the American manufacturing job losses and China’s 

increased market share leads you to believe that these two issues are connected.   

Part 4: Who will challenge China on their fixed exchange rate? 

China’s fixed exchange rate has become an issue that is being closely watching 

throughout the world.  With the global economic implications of China’s currency value, 

it has many parties interested in finding a solution.  The question looms though, who can 

actually influence China to maintain a more market-based exchange rate?  I believe there 

are four different separate entities that could potentially help influence the issues 

surrounding China’s fixed exchange rate.  Those entities would be the United States 

President/Treasury Department, the United States Congress, the International Monetary 

Fund, and finally the WTO.  They all have a potential influence in the decisions that the 

Central Bank of China makes on their exchange rate.  Although China is ultimately going 

to act in the manner that it sees fit, these separate groups all have a bully-pulpit.  They all 

                                                 
20 Senator Arlen Specter, "China Cheats On Steel And It Comes At The Expense Of Our Steel 
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understand how to create and manage messages in this internet era.  Even though each of 

those entities doesn’t have a direct linkage to China’s fixed exchange rate, they all have 

very different avenues in which to pursue change.   

 On January 21, 2008, in front of a Senate panel, U.S. Treasury Secretary Tim 

Geithner said that he believed China was “manipulating” their currency.  As this was said 

by President Barack Obama’s Treasury Secretary, this made huge waves.  The previous 

Bush Administration expressed issues with the China and their exchange rate, but they 

hadn’t gone as far as the Obama Administration.  Was this a precursor to a tougher line 

towards China by the Obama Administration?  Had this Administration decided to 

actually call out what many have believed to be true for some time?  The answer is a 

resounding no because the Treasury Department released its semi-annual report on 

foreign-exchange and said that while the Yuan remains “undervalued,” no country “met 

the standards” for illegal currency manipulation during the period of the report from July 

2008 through December 2008. 21  In less than four months, one U.S. Administration has 

gone from saying that China was manipulating its currency, to finding nothing illegal 

about their activities.  That is the tricky situations that politicians find themselves in when 

dealing with such a vexing issues such as the China currency.  It ultimately shows you 

how fragile and complex this issue remains for not only the Treasury Department, but for 

our President.   

                                                 
21 Department of Treasury, “Report to Congress on International Economic and 

Exchange Rate Policies,” Washington, D.C., December 10, 2008 
http://www.ustreas.gov/offices/international-affairs/economic-exchange-rates/pdf/FX%20REPORT%20--
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 The House of Representatives and the United States Senate has taken a 

completely opposite approach with China and their issues surrounding their currency.  

Since the mid-1990s, there have been numerous bills aimed at reeling in China’s currency 

policy.22  In both Chambers, they have aimed to pass legislation that would level the 

playing field with regard to currency manipulators throughout the world.  Some of the 

legislation has asked to put large taxes on all China products, while other pieces of 

legislation have called for more strict regulations and trade restrictions with China.  

Usually that legislation doesn’t go far.  It may pass the House or the Senate, but by that 

time it has become watered down and not effective.  This has not stopped Congress from 

continuing to push for restrictive legislation to be enacted because of the concern that 

China’s currency manipulation is having on American jobs. 

Another group that has influence in global monetary matters would be the 

International Monetary Fund (IMF).  The IMF is an “organization of 186 countries, 

working to foster global monetary cooperation, secure financial stability, facilitate 

international trade, promote high employment and sustainable economic growth, and 

reduce poverty around the world.”23  This organization is an important institution in the 

global economy because of the integral role it plays in the global economy and more 

specifically the macroeconomic policies.  So it would seem obvious that the IMF would 

be the organization to really show true leadership on the issue of monetary value in the 

world.  The International Monetary Fund (IMF) says, in Article IV (section 3) of its 

                                                 
22 Library of Congress, “Bill and Resolutions,” http://thomas.loc.gov/cgi-bin/query (accessed 

February 15th, 2010). 
 
23 International Monetary Fund, http://www.imf.org/external/about.htm, (accessed November 12, 
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Articles of Agreements, that they are responsible for looking at the exchange rates of 

each Member. 

(a)The Fund shall oversee the international monetary system in order to ensure its 
effective operation, and shall oversee the compliance of each member with its 
obligations under Section 1 of this Article and (b) In order to fulfill its functions 
under (a) above, the Fund shall exercise firm surveillance over the exchange rate 
policies of members, and shall adopt specific principles for the guidance of all 
members with respect to those policies.24    
 
Even though the IMF is for making sure that countries around the world adhere to 

the issues surrounding the global economy, they don’t always act swiftly or decisively.  

“In their surveillance of China’s exchange rate and related polices before the summer of 

2006, IMF staff reports and executive board deliberations speak only vaguely about the 

desirability of ‘greater flexibility; in the Renminbi exchange rate – not of the increasingly 

urgent need for a major appreciation of the Renminbi.”  25  In the past it has taken a more 

passive role in dealing with China’s currency issues.  The view of the IMF has been that 

they would talk to the Chinese Government about this problem privately, and not 

publicly.  That may be changing a bit though.  In November 2009 the IMF managing 

director Dominique Strauss-Kahn stated that, "A stronger currency is part of the package 

of necessary reforms.  Allowing the Renminbi (Yuan) and other Asian currencies to rise 

would help increase the purchasing power of households, raise the labor share of income, 
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and provide the right incentives to reorient investment."26  This is seems to be a critical 

first step in having China change the way that they value their currency.  If all of the facts 

were studied, it would seem that China is exactly what the IMF has deemed 

inappropriate.   

Ultimately though, the IMF doesn’t have a great deal of power over China 

because they don’t borrow money from the fund.  The World Trade Organization (WTO) 

on the other hand, could have a say into China’s fixed exchange rate.  The World Trade 

Organization enforces penalties that impede trade or that don’t adhere to the membership 

requirements.  If The United States wanted to, they could go to the WTO to constitute a 

dispute settlement panel to determine whether China is violating its obligations under 

WTO rules.  This hasn’t happened as of date.  Overall, all of these different organizations 

and branches of U.S. Government have some potential influence over the way that China 

handles its exchange rate.  The solutions range from international pressure, increasing 

tariffs on Chinese imports, or having the WTO take action against these trading practices.   

Some of these potential practices are supported by people in the aforementioned entities.  

There is danger in some of these tactics though and that is what makes this issue so 

complex.  The U.S. wants to influence China to go to a more market-based exchange rate, 

but what if this pressure leads to trade wars.  It is essential for all parties to work together 

on this issue before things get worse. 
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CHAPTER 2 

AMERICAN JOB LOSS WITH RELATION TO CHINA’S EXCHANGE RATE 

 

The United States has been losing jobs manufacturing jobs even before China decided 

to go to a fixed exchange rate.  They had been losing jobs to Malaysia and Singapore for 

some time.  There were two things that made the American job situation more perilous.  

The first was China’s move to the fixed exchange rate.  The other is when China joined 

the WTO.  After those two events happened, America started piling up foreign debt, 

losing export capacity, and the growing trade deficit made it more difficult to sustain or 

create new manufacturing jobs.   When China entered the World Trade Organization 

(WTO) in 2001, it was thought that it would be a great for the rest of world, and 

specifically the United States.  Supposedly, it would open up more free trade deals and 

spur global economic growth for China and the rest of the world.  It took China 15 long 

years to gain entry into this trading system because they first had to make sure that they 

were doing enough to open its economy to international competition.  Two years before 

joining the WTO, China came to an agreement to open up its markets for the U.S. and 

other foreign countries; this was viewed as the final step in gaining ascension into the 

WTO.  At the time even former President Clinton said, “The China-WTO agreement is 
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good for the United States, it's good for China, it's good for the world economy.”1  Later 

in 2000, President Clinton stated, “If you believe in a future of greater prosperity for the 

American people, you certainly should be for this agreement.”2  It was clear that during 

that time in 2001 the implications of China joining the WTO were not fully 

conceptualized or understood from the U.S. perspective.  There was not a discussion on 

how this would hinder the American manufacturing sector.  That is not to say that 

everyone was openly for this deal, because that isn’t the case.  There was some 

skepticism on China’s ascension into the WTO. Were they going to adhere to the rules 

and become more transparent?  The amount of time that it took for China took to join the 

WTO should have come as a warning to the global trading community.  If they had to 

work for 15 years to finally come to an agreement to join this group, that doesn’t bold 

well for change once in the organization.  The warnings were ignored. There have been 

some positives of China joining, but ultimately it has hurt America’s standing in the 

global economic market.  

 The WTO is an organization in which countries come together to deal with issues 

surrounding trade.  It helps these trading countries to negotiate deals, set rules for their 

trading, and to settle disputes.  It was thought that because China was joining the WTO, 

the United States would be able to have access to the Chinese market for exports.  That 

really hasn’t been the case.  When the rules were set for China to join the WTO, the 

negotiations failed to protect or improve upon labor standards.  With no improvement to 
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the labor standards, that meant that as China entered into this organization, there were not 

tough standards adhered to.  That means that employers in China were not required to 

improve the standards of their pay or labor practices.  Without the labor standards, it 

would be much cheaper to produce goods in China.  This factor, mixed with the changing 

of their exchange rate began a period of huge American job losses.  “To join the WTO a 

signatory must agree to uphold the basic requirements of membership: transparency of 

trade regime; uniform, non-discriminatory application of trade rules.” 3  There are a 

number of indicators that show that China has not lived up those standards.   Since they 

have joined the WTO, China has also had some implementation issues.  They were not 

fully complying with a number of areas that was supposed to foster greater trade with the 

larger trade organization.  They have yet to fully provide descriptions of their subsidy 

programs and they have also failed to make their state-owned businesses operate 

according to market principals.  China has also decided that the automobile, steel, and 

high technology industries are critical to their long-term economic growth.  Will they be 

subsidizing these industries to put them at an unfair advantage over their global 

competitors?  “The USTR’s December 2008 China WTO report stated that China’s 

failure to comply with key areas of its WTO commitments largely stemmed from its 

incomplete transition to a market based economy.”4  This signals to the continued unfair 

trading practices that has put the American manufacturing sector in an unfair trading 

relationship.  The United States Government has realized that China has not lived up to 
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an acceptable standard after it joined the WTO and has brought numerous WTO cases 

against China.  “To date, the United States has initiated eight WTO dispute resolution 

cases against China, five of which have been resolved or ruled upon.”  5 

As usual, there are organizations that believed that China being in the WTO 

would not be a problem for American jobs and our trade deficit.   

Opponents of China’s WTO ascension commonly point to Chinese bilateral trade 
surpluses with the United States, condemn them as malignant, and assert they will 
continue growing at a rapid pace in the future if  - if they are allowed into the 
WTO.  The chain of logic is bizarre: since the existing bilateral surplus takes 
place in the absence of WTO membership, it is not clear why accession would 
cause a further increase the China trade surplus.  6   
 
It is obvious that the American trade deficit with China has increased dramatically 

since China has become a member of the WTO.  That trade deficit along with China’s 

exchange rate has put the American manufacturing sector in a very difficult position.  

The U.S. Government has been reluctant to be blunter with China regarding their 

exchange rate because of the amount of American debt that China has in their possession.  

It is an understandably difficult situation, but there are complete industries that are being 

destroyed because of these unfair trade mechanisms in place. 

With China going to the fixed exchange rate in 1994 and ascending to the WTO in 

2001, trade with America became more lop-sided.  Within the American manufacturing 

industry, you had already started to see a steady decline in not only the number of items 

that they export, but the total number of jobs that they supply.  A perfect example of this 
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problem is the State of Michigan.  The automobile industry was a place where you could 

always find steady work.  The benefits and pay were known to be excellent.  Some 

people would go directly from high school to the factory floor of General Motors, Ford, 

or Chrysler to begin their career.  That is a totally different story now in the state of 

Michigan.  With an unemployment rate near 15 percent in 2010, it is clear that the 

automobile industry is no longer a place in which people can seek out jobs.  Obviously, 

there are a number of reasons why the American automobile industry sheds so many jobs 

in Michigan.  You can blame the lack of technological innovation of these companies for 

people not wanting to buy American cars.  You could blame the excess of cheaper labor 

in other of forces these companies to ship their jobs overseas.  

 

Table 2.1.  Total Compensation of Detroit automakers vs. Japanese transplant automakers 
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You could blame higher oil prices.  Finally, you could say that there are countries 

in the world that, because of their cheaper currency, were able to make these products 

cheaper than the American counterparts.  Obviously these companies may have had some 

issues within their business model that prevented them from fully capitalizing on the 

market, but I think some of this can be attributed to foreign exchange rates that were 

undervalued.  The point is that even though these companies have had a very difficult 

time sustaining sharp business models, the jobs they has been partly because of China’s 

fixed exchange rate.  There is no way that these companies can compete with the cheap 

labor practices and also the undervalued Yuan.  The automobile industry is just one 

example of blue collar jobs being lost to overseas workers.  Is it possible that the textile, 

steel, and paper industry all had poor business models that cost them jobs overseas?  

Possible, but not likely.  The American automobile industry is a microcosm of other 

industries in America, which have shed jobs over the last 15 to 20 years due to the issue 

of currency manipulation by China.  It is clear that the fear that certain sectors of 

American business has been skeptical of our use of certain imports.  This is not a new 

revelation.  The National Machine Tool Builders’ Association was raising the alarm back 

in the late 1970’s on Capitol Hill.   

And we looked at the detailed statistics; they showed that Germans supply the 
metal forming machines, and the Japanese supply the latese.  Together they 
account for one-fifth of U.S. machine tool imports.  As a result our machine tool 
balance of trade surplus has declined from an average of 5-to-1 fifteen years ago 
to about 1-to-1 today, and that alarming decline.  If our industry’s downward 
trend continues, the total industry surplus will almost disappear next year, and for 
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the very first time in the history of American machine tool industry, we will have 
a negative trade balance in 1979 – perhaps as much as 25%.7   
 
That startling testimony before Congress was a certain preview of more things to 

come in the future.  China’s market share has clearly increased for every aspect of the 

manufacturing sector.  More specifically from 1997-2004 China gained U.S. market share 

for computers, electronic goods, appliances, and components.  So, not only is the United 

States losing jobs in these states such as Pennsylvania and Ohio because of textiles and 

steel, but other states that produce these types of electronics.   

Starting in 1995, when China decided to shift to a fixed exchange rate, a number 

of things started to happen in America.  The trade deficit started to increase with China.  

China dramatically increased its market share for certain goods that had long been 

produced only in America.   In return, you saw more jobs being lost in America.  As 

previously stated, if a business in China can produce a product with cheaper labor and 

then export it cheaper, then the U.S. will be on the losing end of this equation.  If we dig 

deeper into the job loss in America during this time period, we have a number of states in 

which blue-collar, manufacturing jobs have been loss.  From 2001 to 2006 the United 

States shed roughly 1.76 million jobs.  Obviously that number could be misleading 

because these people could have worked for companies that could have been acquired, or 

simply worked for businesses simply closed because they weren’t meeting the numbers.  

If you look closer at the numbers though, there are some telling signs.  To begin with, 

these job losses are heaviest in the States in which the manufacturing of goods such as 
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steel, textile, and or machinery.  Michigan, Ohio, Pennsylvania, New Jersey, and Illinois 

lost more than 326,000 thousand jobs during that period.  Those states have a track record 

of produces products such as cars, steel, textiles, and various manufacturing equipment.  

After the 1995 unification of the China currency and pegging it to the value of the U.S. 

dollar, it is no coincidence that American manufacturing jobs started to disappear.   

 

Table 2.2.  China’s share of U.S. markets for manufactured goods 1997-2004 

 

One important component of trade with China can be revealed in the table that outlines 

the increased China share of U.S. markets for manufactured goods.  There seems to be 
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direct link between the change in China’s exchange rate and the share of the 

manufacturing sector.  Within certain manufacturing sectors you have seen an increase in 

the China share jump by almost 15%.  That simply means that the product isn’t being 

made in the United States because of cheaper labor and cheaper currency.  

 Table 2.3.  China’s share of U.S. markets for manufactured goods 1997-2005 

 

Manufactured items such as computers, electronic products, furniture, textile mills, 

appliances, machinery, and wood products have all seen their production share decrease 

in America and increase in China during this seven year period.  Also, it is clear that 

China hasn’t recouped all of the market share value of all of these products.  In the case 

of computers, the U.S. manufactured share decreased by roughly 22% from 1997-2004.  

China only picked up 12% of the market value.  It is clear through these numbers that all 

the jobs are not going to China.  It could be that other countries also producing these 

products as well.  Whatever the case, it still adds up to a lot of manufacturing jobs being 

lost in this country do to some unfair trading mechanisms that have been put in place by 

our trading partners.  In the aforementioned states such as Michigan, Ohio, and 
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Pennsylvania, the loss of these manufacturing jobs has been devastated.  There is a 

generation in these states who are still dealing with the repercussions of American job 

loss.  When you grow up believing that you will work in an automobile plant or a steel 

mill, the loss of that business can be devastating and life-altering.   

 

Table 3: Top US Imports from China 2008 ($ billions) 

*Percent change over 2007 
Sources: US International Trade Commission, US Department of Commerce, 
and US Census Bureau 

 Commodity Description Volume % Change* 

 Electrical machinery & equipment 80.3 4.7 

 Power generation equipment 65.1 1.7 

 Toys & games 27.2 4.0 

 Apparel 24.0 0.1 

 Furniture 19.4 -4.7 

 Iron & steel 14.8 24.7 

 Footwear & parts thereof 14.5 2.4 

 Plastics & articles thereof 8.9 8.2 

 Leather & travel goods 7.4 2.1 

 Vehicles other than railway 6.4 4.9 

Table 2.4.  Top U.S. imports from China 2008 

In a state such as Pennsylvania, the steel industry was the lifeline to a lot of families who 

could not afford to do anything else.  That industry has been completely devastated by 

loss of jobs to foreign entities.  From 2007 to 2008, there was a 24.7% increase in the 

amount of iron & steel imported from China.  That means that in 2007, America was 

either producing that steel and iron, or they were getting it from some other country.  

Either way, a 24% increase in imports from China is staggering.  Needless to say there 
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are a number of people who are trying to fight back on this issue.  United Steelworkers 

International President Leo Gerard recently testified about China trade before the 

Economic Policy Institute and said, “We aren’t against trade, we’re against trying to trade 

on an unleveled playing field.”  The American Steelworkers have long complained that 

the President and Congress need to more to protect American jobs.   The industry has 

even filed complaints with the USTR and the Commerce department over unfair trading 

practices by China.  U.S. Steel Corp and the United Steelworkers Union both formally 

filed a petition in October 2009, asking for protection in from Chinese imports.  Their 

concerns were heard because, “The United States imposed preliminary duties ranging 

from 11 to 13 percent on steel pipe from China to offset government subsidies, the 

Commerce Department said.”8  

 There are also a number of other organizations who believe that the China 

currency manipulation is unfair to the trading relationship with the United States.  One 

group, called the Fair Currency Coalition, is comprised of over 47 member organization 

whose mission is to, “seek an end to the practice of currency misalignment by any trading 

partner.”9  Some of the organization’s members include the national tooling and 

machining association, steel manufacturers association, U.S. industrial fabrics institute.  

These are all industries that believe that their industrial base is being loss because of the 

manipulation of China’s exchange rate.   There is another organization called the 

Coalition for a Prosperous America, which is fighting against the unfair trade practices 
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that have left the American manufacturing industry without jobs. They say that, 

“America’s trade policies have caused grave harm to our country’s economy, security 

and people. Our trade deficit is over $2 billion per day. One in five manufacturing jobs 

has been lost in 10 years as tens of thousands of manufacturers have closed.”10  This 

organization has been fighting state-by-state to secure signatures on a petition for 

currency reform.  What both of these organizations believe is that their members are 

being negatively affected by China’s exchange rate.  It is their belief that since China 

decided to closely align the value based on the dollar, it has caused the manufacturing 

sector to be severely crippled.  They don’t believe that they can compete fairly in this 

playing field.   

 

Table 2.4.  Total value of goods and services of U.S. Imports from China  

                                                 
10 Coalition for American Prosperity, 

http://www.prosperousamerica.org/coalition_for_a_prosperous_america.html, (accessed February 13, 
2010). 
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 Table 2.5.  Total value of goods and services of U.S. Exports to China  

 

 Both of the previous charts tell a compelling on how China and the United States 

have traded over the years.  If we look closely at the number, it is clear that both parties 

have increased the total value of goods in their trading relationship over the years.  Both 

the United States and China have seen a steady increase, until the global economic 

recession hit in 2008.  What is most telling in these charts is the amount of that each 

country is exporting to the other.  The value of the goods that China exports to the United 

States is far greater than value of goods that the United States exports to China.  In 1995 

the United States was exporting goods and services at the cost of $638 billion to China.  
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As of 2009, that number had grown to $5.1 trillion.  On the other hand, the goods and 

services that China exported to the United States was $2.4 trillion in 1995.  In 2009 that 

number had grown to $18.7 billion.  The rate in which China has grown its exports into 

the U.S. has been at a much steeper rise than the U.S. exports to China have grown.  

Many argued that if China didn’t allow more foreign markets to compete within their 

country, this trend would continue.  It has not only continued, but it has grown more 

problematic from the American perspective.  America is competing against so many 

factors that make it more difficult to export to China.  It cost more for America to export 

products to China because of the undervalued Yuan.  Also, when China exports its 

products to the U.S., they are much cheaper.  These trading practices were exacerbated 

with the recent recession.  It is clear that after China went to a fixed exchange rate and 

ascended into the WTO, the trading relationship has become more one-sided.   

Not everyone believes that the role of China’s exchange rate has led to American 

job loss.  Of course the argument can be made that if a product is cheaper to produce, 

then is going to be cheaper to buy.  Some trade think tanks and experts have argued that 

the United States trade deficit is not as big as it being made out.  They pontificate that the 

trade deficit is high because America is getting affordable goods and they are happy.  It is 

true that China produces items with cheaper labor, thus making it cheaper to purchase. 

The Cato institute is a conservative think tank in Washington, D.C. that believes that 

everything is fine in the manufacturing sector in America.   

Reports of the death of U.S. manufacturing have been greatly exaggerated. Since 
the depth of the manufacturing recession in 2002, the sector as a whole has 
experienced robust and sustained output, revenue, and profit growth. The year 
2006 was a record year for output, revenues, profits, profit rates, and return on 
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investment in the manufacturing sector. And despite all the stories about the 
erosion of U.S. manufacturing primacy, the United States remains the world’s 
most prolific manufacturer—producing two and a half times more output than 
those vaunted Chinese factories in 2006.11   
 
The Cato institute and other similar-thinking institutions believe that the more 

open markets, the better.  I agree wholeheartedly with that rationale.  The difference 

though is in the terms in which we have been dealing with some of these trading partners.  

It is understandable that because China can produce cheaper products because of their 

labor cost and exchange rate, but downside is tremendous.  What good does it do to be 

able to be to afford to shop at Wal-Mart, where there are a lot of products produced in 

China, and not have any manufacturing jobs in this country to support Americans? 

It is clear that since the trading relationship with China has continued to evolve, 

we have lost jobs in America.  There are more than 11 States that have lost between 

50,000 and 270,000 jobs since our trading relationship with China has evolved.  If you 

look closely at where the most jobs are lost, you are left with a shocking view.  The 

Midwest-New York corridor has lost so many manufacturing jobs over the last 15 years 

that the region simply isn’t going to be able to sustain itself with blue-collar industries.  

The chart below lays out the jobs losses per State.  The rationale behind the numbers of 

jobs can be tied to both the trade deficit with China and the undervalued Yuan. 

                                                 
11 Daniel Ikanson, “Thriving in a global economy, the Truth about U.S. manufacturing and trade,” 

(Washington, DC, Cato Institute 2007). 
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Table 2.5.  Jobs lost in all states due to trade with China 
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CHAPTER 3 

THE POWER OF POLITICS, ELECTIONS, AND CONSTITUENTS 

 

For far too long Washington D.C. has spoken about China from two very different 

perspectives.  One from the perspective of the White House/Treasury Department and the 

other comes from Capitol Hill.  The real question is why the United States Government 

does not have a firm position on the issue China’s fixed exchange rate.  One year, they 

are speaking with a vociferous volume on the need for China to have a market-based 

system; other years, they are speaking softly about the need to give China the time to 

implement more changes in their monetary policy.  The President and the Treasury 

department over the years have always tried to stay away from labeling China as 

manipulators or being in the wrong, but have never really pulled the trigger.  The Obama 

Administration is a perfect example of the fact that you never get a hard line that is tough 

enough on China for them to change their ways.   Secretary Geithner came out and spoke 

so eloquently at his confirmation hearing that China was manipulating their currency.  

Clearly he was not speaking from his prepared remarks because he came out and 

corrected his comments at a later time.  When the Treasury Secretary said that China was 

manipulating currency, it sent shockwaves throughout the global trading community.  It 

was looked at as “business as usual”, when he came out and clarified his previous 

statement.   In may have something to do with the fact that the scope of how the Treasury 
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Department defines “currency manipulation.”  There are numerous factors that must be 

considered before making that categorization.  Or was it simply that they didn’t want to 

upset one of our most important trading partners by using the word “manipulation” to 

describe their monetary policy? 

In Congress, Members always listen when you talk about jobs.  No matter the 

issue or interests, if jobs are involved, folks on Capitol Hill will listen.  This is never 

more evident in the numerous attempts to rein in China and its currency management 

issues.  No matter the political party or ideological views were on other issues, the China 

fixed exchange rate brings people together on Capitol Hill.  You have a number of 

Senators and Representatives from States such as Michigan, New York, Ohio, and 

Illinois who have been the most vocal.  Why?  It is because these particular states have 

been devastated by the unfair trading practices of countries around the world.  How can 

Congress be so sure that these manufacturing jobs are leaving America and going to 

China?  They have tried to connect the dots as best they could, but it helps to hear from 

their local constituents on the lack of jobs in their Cities or States.  The blame was 

pointed more at China’s way with the increase in China’s market share of certain 

products that were previously made in America.  That is a toxic scenario on Capitol Hill 

and out of that usually comes legislation.  If two products are produced at the same 

quality and one is 40% cheaper, it is clear which has the upper hand.  From 1997-2005, 

China has increased its share of the American manufacturing products by more than 5%.  

At the same time the United States market share for producing manufactured goods 

dropped by 13%.   Senators and Representatives understand what keeps them elected.  
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Jobs are an important factor in that scenario.  On Capitol Hill they are convinced that in 

this current environment the number of jobs lost will on continue to rise if they don’t 

come up with a legislative fix for China’s fixed exchange rate.  Members over the years 

have gone out on a limp to try and fix the problem, even attempting to pass legislation 

that mandates that certain sectors only “buy American.”   In essence, if a boat is being 

built in Ohio, then you would have to attempt to use American parts/components in these 

products, before going to another country to buy.  There is a vigorous debate on this issue 

because some say that it is a good thing to support American businesses, but others say 

that the product may be cheaper from another country.  Capitol Hill Democrats and 

Republicans will attempt to try anything to not only to try and fix the problem, but also 

appease their powerful constituents.    

 There is a saying that “all politics are local.”  When Barack Obama won the 

election in 2008, he did it with the help of organized labor organizations.  In states that 

Barack Obama won such as Ohio, Pennsylvania, and Michigan there is a large 

manufacturing base.  Most of those manufacturing sectors are represented by labor 

unions. AFL-CIO and the TEAMSTERS are two of the bigger unions that helped in 

getting President Obama elected.  It is already clear that the manufacturing sector has lost 

numerous jobs overseas because of cheaper labor and undervalued currencies around the 

globe.  With a Democrat in the White House who got elected with help from unions, will 

this pressure the Administration into getting tougher with China?  If politics are local, the 

answer may eventually be yes.  Time will tell how tough the Obama Administration 

would like to go.   When Secretary Geithner said that China was manipulating currency, 
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the union leaders cheered wildly.  When the Treasury came out with their annual report 

saying that China wasn’t manipulating their currency, union leaders expressed much 

dismay.   

For the Democratic Party, labor unions have a considerable amount of influence 

with the amount of money they spend on elections and the influence they have in some of 

the aforementioned states.  Will the Democrats listen to their constituent base and come 

to a consensus on a solution?  At the end of the day, if America continues down the road 

of borrowing from China, having a large trade deficit, and continues to lost market share 

in certain sectors, action has to be taken.  Our deficit and spending are not sustainable for 

numerous reasons.  We can’t afford to spend and China is upset at us for putting their 

investment (in the form of bonds) at risk by being a big spender.  As for the Republican 

Party, they have usually come down on the side of free trade and open markets.  With 

regard to China, that is starting to change though.  There are Republicans who have been 

outspoken of the fixed exchange rate in China and the fallout from their ascension into 

the WTO.  So, it is clear that both political parties have a particular interest in what 

happens with China’s monetary policy.   

Ultimately the currency issue won’t be solved without the U.S. Government 

addressing this issue with China directly.  If this issue is not fixed in the coming years, 

you will have an increase in American manufacturing job loss and also an increase in our 

trade deficit.  The trade deficit is something is critically important because of 

ramifications on our economy.  On top of that our federal deficit is growing greater with 

each passing year.  This is not only a great concern for the Members on Capitol Hill, but 
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also China.  China has complained that because of the growing federal spending deficit 

that the United States is racking up, they would recommend that the world use a different 

currency for trading.  “China called for the creation of a new currency to eventually 

replace the dollar as the world's standard, proposing a sweeping overhaul of global 

finance that reflects developing nations' growing unhappiness with the U.S. role in the 

world economy.”1  With all of the issues surrounding these two countries, the threat of 

China pushing to replace the dollar as the global trading currency is frightening.  The 

issue of China’s fixed exchange rate and our current manufacturing job loss situation is 

such as perilous situation that both the President of the United States and Members on 

Capitol Hill will have to make more of an effort than they have in the past.  The 

American people have elected these officials into office to represent them on not only the 

simple issues, but complex issues such as China’s currency manipulation.  Ultimately, it 

is up to the United States Government to show leadership by helping influence China’s 

decision to go to a market-based system.    

 

 

 

 

 

 

 

                                                 
1 Andrew Banton, “China takes on dollar,” Wall Street Journal, March 24, 2009, 

http://online.wsj.com/article/SB123780272456212885.html, (accessed December 12th 2009). 
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CHAPTER 4 

ACTIONS OF THE TREASURY DEPARTMENT AND PRESIDENT OF THE 
UNITED STATES TOWARDS CHINA’S FIXED EXCHANGE RATE 

 

As a global economic leader, the U.S. has been active in the issue of currency 

value and exchange rates for quite some time.  When you are a major exporter of all 

products from automobiles, to steel, to computers, it behooves you to relay sound 

economic principal to your trading partners.  Obviously, the President of the United 

States and the Administration is front and center in this discussion.  More specifically, the 

Treasury Department is the agency within the Administration that is responsible for 

issues surrounding finance, trade, and currency.   The United States Congress established 

the Treasury Department by passing an act in 1789 giving them certain authorities.  The 

role that Congress foresaw the Treasury Department undertaking was critical to our place 

in the world.    Their goal was to ultimately manage the Government revenue.  In 

addition, the act stated that the Treasury had other additional responsibilities. 

To make report, and give information to either branch of the legislature, in person 
or in writing (as he may be required), respecting all matters referred to him by the 
Senate or House of Representatives, or which shall appertain to his office; and 
generally to perform all such services relative to the finances, as he shall be 
directed to perform.1 
 
   In essence Congress was giving the Treasury the authority to be responsible for 

the revenue of Government, but they would be held accountable by Congress.  That setup 

ensures that the all facets of the federal Government are closely aligned on issues of 

                                                 
1 Department of Treasury, “History of Treasury,”  http://www.ustreas.gov/education/history/, 

(accessed December 3rd, 2009). 
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national importance.  It also ensures that one part of the Government doesn’t have some 

unfair advantage in deciding policy.  Since Congress is responsible for Appropriating 

funds for the Federal Government, it behooves the agencies to adhere to the request 

coming from Capitol Hill.  It is clear that the Treasury Department has been in close 

communication with Capitol Hill for years.  The issue of exchange rate policy and trade 

did not just begin with China and their exchange rate.  For years the United States had 

robust trading surplus in many industries. Those industries consisted of mainly 

manufacturing sectors, such as automobiles.  In order to try and keep the trade robust 

amongst the U.S. partners and to sustain a great trade balance, the Treasury Department 

is directed to speak publicly.  It is clear that the goal has been to not only reach the folks 

on Capitol Hill, but also our trading partners.  That is evident in testimony Fred Bergsten, 

the Assistant Secretary for International Affairs at the Treasury department said in 1977.  

He stated that it is healthy for the U.S. and the world to have a market-based exchange 

rate. “We believe the best foreign exchange policy for the United Sates and for the world 

as a whole are to allow exchange rates to reflect underlying economic and financial 

conditions and to permit rates to adjust to changes in those underlying conditions.  That is 

our basic approach.  We believe it is right for the United States and for other countries.”2  

That testimony and others only underscore the role that the Treasury department plays in 

not only being responsible for the Government revenue, but attempting to influence trade 

policy by their words and actions.   

                                                 
2 U.S. Congress,  House,  Committee on Ways and Means, Subcommittee on Trade,  Causes and 

Consequences of the U.S. Trade Deficit and developing problems in U.S. Exports, 95th Cong. 1st Sess., 
November 3 and 4, 1977. 
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Table 4.1.  Trade deficit of the United States 1930-2005 

It is clear that the role of the Treasury Department is critical to the role in the 

global economy.  Congress realized the importance as well.   In the late 1970’s when the 

United States started to go from trade surplus to trade deficit, there was a growing 

concern amongst the American manufacturing community.   Clearly, the loss of 

manufacturing jobs started before China decided to go to a fixed exchange rate, but those 

it the connection must be explored.  The manufacturing industry started to see a decrease 

in the number of products that they were exporting because a cheaper labor abroad and 

changing exchange rates.  In turn, Congress soon realized that they needed to legislate 

solutions to stay on stay top of the issues surrounding the Treasury department and their 
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role in monitoring exchange rates and the international economics. They decided to 

introduce legislation that would make the Treasury Department responsible for reporting 

to Congress on the latest developments in the international economic marketplace.    

The Exchange rates and international economic policy coordination act of 1988 
(the 1988 Act, for short), an important component of the large Omnibus Trade 
Act of that year, mandated Treasury to submit reports on international economic 
and exchange rate polices to Congress and the secretary to testify at follow-up 
hearings if asked to do so by the banking committee of the House and Senate.  3   
 
It is clear that the reporting mechanism is an extremely important piece of this 

legislation.  The most important part of this reporting mechanism is not only that 

Treasury report to Congress, but that the information that they are requesting is pertinent.  

Section 305 lays out the parameters of what should be included in the report from the 

Treasury Department to Congress.    

(1) an analysis of currency market developments and the relationship between the 
United States dollar and the currencies of our major trade competitors;  2) an 
evaluation of the factors in the United States and other economies that underline 
conditions in the currency markets, including developments in bilateral trade and 
capital flows; (3) a description of currency intervention or other actions 
undertaken to adjust the actual exchange rate of the dollar;  (4) an assessment of 
the impact of the exchange rate of the United States dollar on – (A) the ability of 
the United States to maintain a more appropriate and sustainable balance in its 
current account and merchandise trade account; (B) production, employment, and 
noninflationary growth in the United States; (C) the international competitive 
performance of United States industries and the external indebtedness of the 
United States;  (5) recommendations for any changes necessary in United States 
economic policy to attain a more appropriate and sustainable balance in the 
current account;  (6) the results of negotiations conducted pursuant to section 
3004;  (7) key issues in United States policies arising from the most recent 
consultation requested by the International Monetary Fund under article IV of the 
Fund’s Articles of Agreement; and  (8) a report on the size and composition of 
international capital flows, and the factors contributing to such flows, including, 

                                                 
3 C. Randall Henning, Accountability and Oversight of US Exchange Rate policy, (Washington, 

DC: Peterson Institute for International Economics, 2008), 24. 
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where possible, an assessment of the impact of such flows on exchange rates and 
trade flows.4   
 
With the passage of that legislation, the authority was created to have the 

Treasury Department answer directly to Congress and the American people.  This piece 

of legislation has become much more important since the mid-1990s, when China 

decided to go to a fixed exchange rate.  Every year, the Treasury Department must assess 

the situation between us and our trading partners and give a read out to Congress.   

 After this statute became law, the Treasury Department would now make this 

assessment of other countries exchange rate and decide whether or not they were 

manipulating their currency.  Under the law, a country could only be manipulating a 

currency if it met all objectives under the 1988 law that Congress passed.  Since 1988, the 

Treasury Department has made the claim that countries have manipulated their currency 

at least eight times.  Of those eight times, China has been listed as a manipulator five 

times.  Obviously, the most important claim from the Treasury Department came in July 

of 1994.  This is significant because in January of 1994, China unified it dual exchange 

rate.  In that report they elaborated that China, “segmented the foreign exchange market 

and imposed restrictions that limited foreign-funded enterprises access to foreign 

exchange.”   

                                                 
4 Department of Treasury, “Omnibus and Competiveness act of 1988,” 

http://www.ustreas.gov/offices/international-affairs/economic-exchange-rates/authorizing-statute.pdf, 
(accessed March 23, 2010). 
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Table 4.2.  Treasury Department reports that have found currency manipulation  

 

After the 2004 assessment from the Treasury Department, it has not deemed China as a 

manipulator again in the reports to Congress.  This is not to say that the Treasury 

department hasn’t felt as though China and their exchange rate are perfectly fine.  The 

standards set forward by the 1988 legislation simply were not met.  “The Department of 

the Treasury has not in recent years found that either country meets all the legal criteria 

for manipulation under the terms of the 1988 Trade Act. More broadly, Treasury has not 

made a positive finding of currency manipulation since it last cited China in 1994. 

Treasury officials stated that they make a positive determination on currency 
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manipulation only when all the conditions specified in the Trade Act are satisfied.”  5  

When Congress wrote the legislation, they wanted the parameters to be clearly defined 

and broad.  It also gives Capitol Hill a chance to elevate the discussion on issues 

involving global economic issues. 

 As part of the Omnibus Trade Act of 1988, the Treasury Department has to testify 

in front of Congress if called by the Committees of jurisdiction.  It wasn’t until 2003 that 

the issue was really explored by having a hearing.  That is not until the House Financial 

Services Committee hosted a hearing on China’s Exchange Rate Regime and Its Effects 

on the U.S. Economy.  The Subcommittee on Domestic and International Policy, Trade 

and Technology, led by Congressman Peter King (R-NY), hosted the hearing on October 

1st, 2003.  Even Congressman King noted that this issue had just recently become 

relevant to the mainstream America.  “It has really only been in the last month or so that 

considerable national attention has been paid to valuations of foreign currencies and 

effects they may be having on U.S. export opportunities and the economic recovery 

overall.”6  It is clear that this issue had not been on the radar of folks before this 2003 

hearing because Capitol Hill is usually more reactionary to issues, rather than being 

proactive.  At this hearing, the Department of Treasury sent John B. Taylor, the 

Undersecretary for International Affairs to testify.  It was clear in both his testimony and 

the questions he answered from Members on the panel, the China’s fixed exchange rate 

                                                 
5 GAO Report: “Treasury Assessment has not found currency manipulation, but concerns about 

the exchange rate (GAO-05-351),” (Washington DC, April 2005). 
 
6 U.S. Congress,  House,  Committee on Financial Services, Subcommittee on Domestic and 

International Monetary Policy, Trade and Technology, China’s exchange rate regime and its effects on the 
U.S. economy, 108 Cong., 1st Sess.,  October 1, 2003. 
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needed to be changed.  “With its rapid growth and substantial foreign exchange reserves, 

China is now in a position to show leadership on important global issues of exchange rate 

flexibility.  A flexible exchange rate regime would be a good policy for China.”7  What is 

evident in this and other statements that were made at the hearing that day is that there 

was a bit of apprehension of the Treasury Department to call China a manipulator of 

currency.  As the Treasury representative at this Congressional Hearing, Under Secretary 

Taylor was speaking on behalf of the Bush Administration.  In essence it, he was 

speaking on behalf George W. Bush.  By testifying on this topic, the Administration was 

officially putting themselves on the record for not only China, but the world.  These 

statements were in the first term of George W. Bush’s president.  The policy of the 

George W. Bush Administration didn’t change much in 2004.  The Treasury Department, 

led by Secretary John Snow, put out a press release addresses the issue with China’s fixed 

exchange rate.  The press release stated that that, “steady progress is clearly being made, 

the most effective way at this time to achieve the goal of a flexible, market-based 

exchange rate in China is to maintain the persistent engagement we have established 

rather than through a trade petition.”8  Seemingly, the approach of the Administration 

was to address the issue through “persistent engagement” rather than to impose duties on 

Chinese goods coming into America.  In May of 2005, the Secretary John Snow argued 

                                                 
7 U.S. Congress,  House,  Committee on Financial Services, Subcommittee on Domestic and 

International Monetary Policy, Trade and Technology, China’s exchange rate regime and its effects on the 
U.S. economy, 108 Cong., 1st Sess.,  October 1, 2003. 

 
8 Statement by Treasury Secretary John W. Snow on U.S.-China Trade Relationship, April 28, 

2004, http://www.ustreas.gov/press/releases/js1483.htm, (accessed February 10, 2010). 
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that China’s “rigid currency regime has become highly distorted.”9  As the years pasted 

in the Bush Administration, the language toward the issue of China currency policy 

seemed to grow stronger by the year.  George Bush ran for reelection in 2004 and won a 

second term.  In his second term, there was another hearing that was held on the topic of 

China’s currency manipulation.  On May 9th, 2007, The House Ways and Means and 

Energy and Commerce Committee hosted a joint hearing titled Currency Manipulation 

and its effect on U.S. Business and Workers.  Congress Charles Rangel (D-NY) and 

Congressman John Dingell (D-MI) were the respective Chairs of each Committee.  If the 

title is any indication, the topic of China’s fixed exchange rate has gotten more visceral.  

In 2003, the hearing discussed “China’s exchange rate regime” and in 2007 the topic was 

“Currency Manipulation.”  At the 2007 hearing, the Treasury Department was 

represented by Mark Sobel, the Deputy Assistant Secretary for International Monetary 

and Financial Policy.  At this hearing the Treasury Department representative talked 

about how difficult it was to make designations of currency manipulation pursuant to the 

act that was passed in 1988.  Mr. Sobel also talked about how the “intent” of currency 

manipulation was very important because it was something that was difficult because of 

the way the legislative language of the 1988 Omnibus bill was written.  This time in the 

hearing, the Treasury representative’s testimony was much more poignant about the 

issues with China’s exchange rate and how to hopefully fix it.  Mr. Sobel testified that he 

believed that the IMF, “the world’s only multilateral international with a mandate for 

                                                 
9 Gary Clyde Hufbauer, Yee Wong, and Ketaki Sheth, US-China Trade Disputes: Rising Tide, 

Rising Stake, (Washington, DC, The Peterson Institute for International Economics, 2006), 59. 



 56 

exchange rates, should improve its work on exchange rate surveillance.”10  As I had 

previously discussed, it is imperative for the IMF to take a more concerted leadership role 

in solving this complex issues.  With specific regard to China, Mr. Sobel states that, 

“though China has embraced currency flexibility as a policy goal, the authorities are not 

moving quickly enough for the United States, for the global community, or for their own 

good.”11  That statement seems to be a bit stronger than the hearing in 2003 and the 

subsequent statements in 2004 and 2005.  The patience of Bush Administration was 

clearly wearing thin, even though they were still working behind the scenes to engage the 

Chinese Government on the issue of their fixed exchange rate.  During the two terms that 

President George W. Bush served as President, China had never been technically 

declared a “currency manipulator.”  Despite the absence of a positive determination on 

currency manipulation, Treasury continually stated that China should switch from the 

fixed exchange rate to a more market-based system.   

When President Obama came into office he had a lot foreign policy issues on his 

plate.  The wars in both Afghanistan and Iraq were not going as well as previously 

planned.  The issue of China and their monetary policy was also an important part of the 

Obama Administration’s foreign policy as well due to the bleak unemployment rate.   

President Barack Obama and his Treasury Secretary have obviously discussed the issue 

of China’s fixed exchange rate in great detail.  In a speech in front of the Ex-IM bank 

                                                 
10 U.S. Congress,  House,  Committee on Financial Services, Subcommittee on Domestic and 

International Monetary Policy, Trade and Technology, China’s exchange rate regime and its effects on the 
U.S. economy, 108 Cong., 1st Sess.,  October 1, 2003. 

 
11 U.S. Congress,  House,  Committee on Financial Services, Subcommittee on Domestic and 

International Monetary Policy, Trade and Technology, China’s exchange rate regime and its effects on the 
U.S. economy, 108 Cong., 1st Sess.,  October 1, 2003. 
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annual conference on March 11th, 2010, the President called for China to take action on 

their exchange rate.  “And as I’ve said before, China moving to a more market-oriented 

exchange rate will make an essential contribution to that global rebalancing effort,”12 

stated President Obama.  This was the only time that the President mentioned China’s 

exchange rate in his speech, and he was sure not to use a term such as manipulator.  This 

attempt to persuade China to allow the Yuan to appreciate did not go over well in 

Beijing.  Su Ning, the Vice Governor of the People's Bank of China, accused the 

President of "politicizing" the currency issue.  In the first year of an Administration, you 

don’t want to be too abrasive with such a sensitive topic, and maybe that is why President 

Obama did not use the word “manipulator” in his speech on China.  It is clear that this 

Administration is not ready to label China a currency manipulator for numerous reasons.  

On April 15, 2010, the Treasury Department was scheduled to submit its report to 

Congress on exchange rate policies.  Secretary Tim Geithner came out on April 3rd and 

stated that because of “a spate of high-level meetings between China and the U.S.”13 It 

was best to delay the report.  The reasoning behind their decision to delay report seems to 

because they feel that ongoing discussions will be more fruitful than labeling them as 

manipulators.  On the surface, this seems to be a reasonable explanation.  When you do a 

little more digging, the delay in the report could be for other reasons.  Other foreign 

                                                 
12Remarks by President Barack Obama at the Export-Import Bank's Annual Conference, 

http://www.whitehouse.gov/the-press-office/remarks-president-export-import-banks-annual-conference, 
(accessed March 20, 2010). 

 
13 J.R. Wu, “China welcomes delay of U.S Report on currency policy”, Wall Street Journal, April 

6, 2010, 
http://online.wsj.com/article/SB10001424052702304172404575167601264166156.html?mod=WSJ_latesth
eadlines, (accessed April 7, 2010). 
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policy objectives may be taking more precedent than this issue.  The United States wants 

to work with China implement sanctions on Iran because of their potential nuclear 

weapons programs.   There is no direct linkage, but the timing of the delay seems to point 

to reasons outside of the aforementioned reasons.  This is why this issue can be so 

complex.  The Treasury Department and the President may not want to burn “political 

capital” on the exchange rate issue at this point, with Iran looming in the background.  

Their delay in issuing the report will surely not be taken easily by some Members on 

Capitol Hill and also the labor unions.  This is a political calculation that this and other 

Administrations have to sometime make when thinking about other foreign policy issues.  

Both the George W. Bush Administration and the Obama Administration have 

decided to take some similar approaches in their discussion with China over their 

exchange rate policy.  Mostly, they have decided to not be agitators and negotiate behind 

closed doors.  “To date, the past two Administrations have pursued a strategy of quiet 

diplomacy with mixed success.  As noted, China did appreciate its currency by 20 percent 

from 2005-2008.”14  This doesn’t mean that it was only quiet diplomacy that made China 

appreciate its currency from that timeframe.  There was a lot of other pressure from the 

U.S. House and Senate as well.   

 

 

 

 

                                                 
14 U.S Congress, House, Committee on Ways and Means, U.S. Policy options in response to 

Chinese currency practices, 112th Cong. 2nd Sess., March 24, 2010. 
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CHAPTER 5 

ACTIONS OF THE U.S. SENATE/U.S. HOUSE OF REPRESENTATIVES 
TOWARDS CHINA’S EXCHANGE 

 

The United States Senate and United States House of Representatives have over 

recent years been very active on the issue dealing with China currency manipulation 

through various mechanisms.  There has been legislation introduced, speeches given on 

the Chamber of each floor, and held a number of Congressional Hearings on the issue.  It 

is clear that after the legislation that was passed in 1998, making the Treasury report on 

currency issues every 6 months, Congress was going to play a more active role in the 

exchange rate debate.  Both chambers certainly have a major role in the debate about 

China’s currency policy for a number of reasons.  Members on Capitol Hill decided that 

after years of allowing Treasury to set the policy on global economics, they would get 

involved.  After China went to a fixed exchange rate and the manufacturing sector in 

America started to shed numerous jobs, Congress became more active.  It is not until 

2003, that the first piece of legislation was introduced dealing with the value of the 

Renminbi.   S.1546 was introduced to be a bill to authorize appropriate action if the 

negotiations with the People's Republic of China regarding China's undervalued currency 

and currency manipulations are not successful.  The bill was introduced by Senators 

Charles Schumer (D-NY) and Senator Lindsey Graham (R-SC) and had 12 co-sponsors.  

Among those co-sponsors are Senator Arlen Specter (R-PA), Senator Hilary Clinton (D-
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NY), Senator Carl Levin (D-MI), and Senator Debbie Stabenow (D-MI).  It isn’t a 

coincidence that those members are supporting this legislation.  Their respective states 

have been hit most hard by the loss of manufacturing jobs over the years.  This piece of 

legislation is the opening salvo from Capitol Hill and contains some strong assertions. 

The currency of the People's Republic of China, the Yuan, is artificially pegged at a 
level significantly below its market value. Economists estimate the Yuan to be 
undervalued by between 15 percent and 40 percent or an average of 27.5 percent and 
China's undervalued currency and the United States trade deficit with the People's 
Republic of China is contributing to significant United States job losses and harming 
United States businesses.1   
 
The ultimate aim of this legislation is to impose a duty of 27.5% on any products 

manufactured in China that is imported to the United States.  That 27.5% rate was 

calculated as the average that the Legislators believed the currency was undervalued.  

During the same legislative cycle, this exact piece of legislation was also introduced in 

the U.S. House of Representatives by Representative Sue Wilkins Myrick (R-NC) and it 

had 4 co-sponsors.  Neither one of these bills moved very far within the legislative cycle.  

They didn’t even make it out of the Committee to be considered for a full chamber vote.  

It certainly didn’t discourage others from introducing legislation aimed at China’s 

exchange rate from that point forward.  “Since September 2003, Senators and 

Representatives, both Republicans and Democrats, have largely come to agree that 

something out to be done about China’s currency.  Some three dozen new congressional 

bills with various sponsors have been floated to challenge Chinese commercial practices, 

and bills introduced since January 2005 have focused increasingly on the new currency 

                                                 
1 Library of Congress, “Bills and Resolutions,” http://thomas.loc.gov/cgi-

bin/query/z?c108:S.1586, (accessed March 20, 2010). 
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value.”2  If you look more closely at the legislation you will see that there are some 

similarities.  There are a few differences though.  Some of the bills come right out and 

say that China is manipulating their currency.  There are bills that deal directly with 

China’s fixed exchange rate.  China’s currency is labeled either by the word 

“manipulation” or “misaligned” in mostly all of the bills.   

 

Year Bill Number & Sponsors of Bill Issue Addressed 

2003 HR 851(Rep. Louise Slaughter -NY) 
Job Loss, workers' rights, Propose a trade 
impact review commission 

  

S 1586 (Senator Charles Schumer - 
NY) Currency, trade deficit, job loss 

  

S Res 219 (Senator Lindsey Graham 
- SC) Currency, trade deficit, job loss 

  HR 3058 (Rep. Phil English -PA) Currency, trade deficit 

  

S 1592 (Senator Joe Lieberman - 
CT) Currency, trade deficit, job loss 

  

H Con Res 285 (Rep. Donald 
Manzullo - IL) Currency, trade deficit, job loss 

  

HR 3228 (Rep. Bernie Sanders - 
VT) Trade 

  HR 3269 (Rep. John Dingell - MI) Currency 

  

S 1758 (Senator George Voinovich - 
OH) Currency, Trade Deficit 

  HR 3364 (Rep. Sue Myrick) Currency, job loss 

  H Res 414 (Rep. Phil English - PA) Currency, job loss 

  

S Res 262 (Senator Olympia Snowe 
– ME) Currency, job loss 

2004 HR 3716 (Rep. Phil English - PA) Nonmarket economies 

2005 HR 33 (Rep. Tim Ryan - OH) Currency, trade deficit 

  

S 295 (Senator Charles Schumer -
NY, Senator Lindsey Graham - SC) Currency  

  HR 728 (Rep. Bernie Sanders - VT) Trade 

  S 377 (Senator Joe Lieberman - CT) Trade 

  S 593 (Senator Susan Collins - ME) Nonmarket economies, trade 

                                                 

2 Morris Goldstein and Nicholas Lardy, Debating China’s exchange rate policy, (Washington, 
DC: Peterson Institute for International Economics, 2008) 219. 
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  HR 1216 (Rep. Phil English - PA) Nonmarket economies, trade 

  HR 1498 (Rep. Tim Ryan - OH) Currency 

  HR 1575 (Rep. Sue Myrick –NC) Currency 

  

S 984 (Senator Olympian Snowe -
ME) Currency 

  

HR 2208 (Rep. Donald Manzullo - 
IL) Currency 

  HR 2414 (Rep. Mike Rogers - MI) Currency, trade deficit 

  HR 3004 (Rep Phil English  -PA) Currency trade, deficit 

  

S 1421 (Senator Susan Collins -ME, 
Senator Richard Burr - NC) Nonmarket economies, trade 

  

HR 3306 (Rep. Charles Rangel - 
NY) Nonmarket economies, currency, trade 

  S Res 270 (Senator Evan Bayh - IN) Currency 

2006 

S 2267 (Senator Byron Dorgan - 
ND) Trade 

  

HR 4733 (Rep. Charles Rangel - 
NY) Currency 

  HR 4808 (Rep. Walter Jones - NC) Trade 

  

HR 5043 (Rep. Benjamin Cardin - 
MD) Trade, currency 

  

S 2467 (Senator Charles Grassley - 
IA, Senator Max Baucus - MT) Currency 

2007 HR 1002 (Rep. John Spratt - SC) Currency 

  S 1607 (Senator Max Baucus - MT) Currency 

  S 1677 (Senator Chris Dodd - CT) Currency, trade 

  HR 782 (Rep. Tim Ryan - OH) Currency 

  HR 2942 (Rep Tim Ryan - OH) Currency 

  S 796 (Senator Jim Bunning - KY) Currency 

  HR 321 (Rep. Phil English – PA) Currency 

2008 S 2813 (Senator Jim Bunning - KY) Currency 

  

S 3083 (Senator Sherrod Brown - 
OH) Currency 

  

HR 6180 (Rep. Michael Michaud - 
OH) Currency, trade 

2009 

S 1254 (Senator Chuck Schumer - 
NY) Currency, nonmarket economies 

  

S 1027 (Senator Debbie Stabenow) 
– MI Currency 

  S 2378 (Rep. Tim Ryan - OH) Currency, nonmarket economies 

2010 

S 3134 (Senator Chuck Schumer - 
NY) Currency, nonmarket economies 

Table 5.1.  Congressional Legislation and Resolutions on China fixed exchange rate 2003-2010  



 63 

 

Since 2003, there have been close to 50 bills or resolutions that have been introduced 

in the U.S. House of Representatives and Senate on the issue of China’s currency 

manipulation.  Most of them are making the assertion that China is purposefully 

distorting their currency, in order to get a trading advantage.  Some of the legislation calls 

for various duties on products coming in from China.  Some call for tougher international 

actions from the IMF and the WTO.  There are some interesting trends in analyzing the 

bills that have been introduced over the years.  First, the rate at which a bill was 

introduced was much greater in 2003, than it is today.  There were a total of 12 bills 

introduced in 2003; 1 in 2004, 15 in 2005, 5 in 2006, 7 in 2007, 3 in both 2008 and 2009, 

and finally one thus far in 2010.   

In 2005, Senator Charles Schumer (NY) and Senator Lindsey Graham (SC) 

introduced more legislation in the United States Senate.  S.295 was legislation that said 

that, “China's undervalued currency, China's trade advantage from that undervaluation, 

and the Chinese Government's intervention in the value of its currency violates the spirit 

and letter of the world trading system of which the People's Republic of China is now a 

member” and “undervaluation of the Yuan provides the People's Republic of China with 

a significant trade advantage by making exports less expensive for foreign consumers and 

by making foreign products more expensive for Chinese consumers. The effective result 

is a significant subsidization of China's exports and a virtual tariff on foreign imports.”3  

                                                 
3 Library of Congress, “Bills and Resolutions,” http://thomas.loc.gov/cgi-bin/query/z?c109:S.295, 

(accessed February 12, 2010). 
 



 64 

This legislation was actually very similar to other legislation that Senator Schumer had 

introduced at other points in his career.  Legislation introduced by other Members also 

followed a similar pattern in defining China’s fixed exchange. 

 In 2007, Senator Chris Dodd (CT) introduced legislation that would amend the 

1988 law that it made it statutorily possible for the Treasury department to brief Congress 

on issues of other countries’ exchange rate manipulation.  Senator Dodd’s legislation 

would change the parameters in which the Treasury Department defines currency 

manipulation.  If the countries “have a material global current account surplus, has 

significant bilateral trade surpluses with the United States, and has engaged in prolonged 

one-way intervention in the currency markets” they would be deemed a currency 

manipulator.4  Another interesting spin on the legislation introduced by Senator Dodd is 

that it would have a built in exemption, if deemed necessary by the President of the 

United States.  If the “President determines that the action will have a serious detrimental 

impact on the vital economic and security interests of the United States.”5  This allows 

the President to disallow action on a country that was deemed a currency manipulator.  

In 2009, Congressman Tim Ryan (D-OH) and Tim Murphy (R-PA) introduced a 

bill that would treat currency manipulation as an illegal subsidy and dumping under U.S. 

trade law.  Within the bills finding section it states that, “A number of foreign 

governments have undervalued their currencies by means of protracted, large-scale 

intervention directly or indirectly through surrogates in foreign exchange markets, and 

                                                 
4 Library of Congress, “Bills and Resolutions,” http://thomas.loc.gov/cgi-

bin/query/z?c110:S.1677:, (accessed February 12, 2010). 
 
5 Library of Congress, “Bills and Resolutions,” http://thomas.loc.gov/cgi-

bin/query/z?c110:S.1677:, (accessed March 1, 2010). 
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this fundamental misalignment has substantially contributed to distortions in trade flows, 

unsustainable current account imbalances, and serious competitive problems for countries 

like the United States that permit their currencies to fluctuate in response to changes in 

market forces.”6  Ultimately the bill aims to neutralize the negative effects of misaligned 

foreign currency by allowing displaced American industries and their workers to seek 

remedies under current trade laws; apply a fair and predictable standard for currency 

misalignment; and create an incentive for foreign governments to cease their unfair trade 

practices and provide deterrent against similar abuses in the future.  This legislation is 

different others because of the proposed remedy to solve countries who severely 

undervalued their currency.  Congressman Ryan wants to allow Americans the right to be 

compensated because the goods being imported from these countries would be classified 

as countervailable export subsidy; and ultimately could be offset by antidumping 

subsidies.  It is obvious that over the years, these Members all have similar approaches in 

trying to fix the issue of a country purposefully aligning their currency for an unfair 

trading advantage.  They may include similar measures of previous bills, but the targeted 

outcome is all the same.  They want more fair trading practices with China and other 

countries.   

Over the years, the number of bills introduced in both the Senate and House has 

dropped off from the 2005 high of 15.  Does this mean that Capitol Hill cared about the 

problem more in 2003 than it does today?  There doesn’t seem to be a correlation.  There 

simply are so many other avenues to discuss their feelings for China’s fixed exchange 

                                                 
6 Library of Congress, “Bills and Resolutions,” http://thomas.loc.gov/cgi-

bin/query/F?c111:1:./temp/~c111AZeQT5:e1651:, (accessed March 4, 2010). 
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rate.  From YouTube to Twitter, there are Members of Congress who prefer these 

avenues of communication, rather than on the chamber floor.  Another consistent trend in 

all of the bills introduced since 2003 is that they never get signed into law.  Are these 

Members of the Senate and Congress simply introducing legislation in order to hold a 

press conference and get picked up in their local newspaper?  Or, are they genuinely 

concerned about the welfare of the manufacturing sector in their district or state?  Is it 

because the Presidents do not want to go through with the harsh penalties in these various 

bills, because of the possibility of starting a trading war with China?   It is reasonable to 

believe that there may have been some outside pressure on the folks on Capitol Hill to not 

act on some of these bills.  In Senator Dodd’s 2007 legislation, it would allow the 

President an exemption in taking actions upon a country that was deemed a currency 

manipulator.  That is a clear indicator that some in Congress do not want the unintended 

consequences of what may happen if a country actually had all of its imports to America 

hit with a 27.5% duty.  Whatever the case may be for legislation not passing, there is still 

some benefit.  By introducing legislation that talks about putting a 27.5% tariff on 

Chinese goods coming into the U.S., that will raise some eyebrows.  Sometimes 

legislation is introduced, not to get passed, but to send a message to some outside 

organization or entity.  When George W. Bush was President, none of the legislation 

passed, but it served as an important catalyst for more action.  “While none of the 

proposed legislation has yet reached the desk of President George W. Bush, the White 

House has certainly taken notice.  Treasury Secretaries John Snow and Henry Paulson 

have valiantly tried to persuade Beijing that exchange rate flexibility is in China’s own 
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interest as well the interests of the United States and the world economy.”7  In essence, 

the different bills that were introduced may have served as a reminder to the President 

and the Treasury department to take a more aggressive approach to China’s fixed 

exchange rate.  Even though the Bush Administration was somewhat passive in their 

approach with China, it may have made a difference.  In 2005, China decided to let their 

currency appreciate and be pegged to a “basket of currencies” instead of just the dollar.   

 There is one more interesting trend in the bills that have been introduced since 

2003; the Members usually come from states where the manufacturing sector has been 

decimated for jobs being lost to competitors overseas.  Senator Charles Schumer (D-NY), 

Congressman Charlie Rangel (D-NY), and Congresswoman Louis Slaughter (D-NY) 

have all introduced legislation aimed at China’s currency and the ramification on our 

labor force in America.  Congressman Tim Ryan (D-OH), Congressman Phil English (R-

PA), and Congressman Manzullo (R-IL) all represent State/Districts with a large 

manufacturing base.  Finally, Senator Debbie Stabenow (D-MI) and Congressman Mike 

Rogers (R-MI) introduced legislation as well.  According to the EPI Analysis of Census 

Bureau and BLS data Ohio, Michigan, Pennsylvania, and New York lost nearly 305,000 

manufacturing jobs from 2001-2006 because of the unfair trading practices of China.  It 

is clear that these Senators and Representatives felt an obligation to their constituents on 

this issue.  Whether it was pressure from labor unions or voters from the district, 

Members on Capitol Hill listened to their voices.  These Members did not introduce 

legislation because of the political affiliation or ideological views; it was based on the 

                                                 
7 Morris Goldstein and Nicholas Lardy, Debating China’s exchange rate policy, (Washington, 

DC: Peterson Institute for International Economics, 2008), 220. 
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district they represented.  Democrats introduced most of the bills, but all of them had 

bipartisan support.   Why are Democrats leading this charge?  Is it because simply 

because Democrats represent more manufacturing states/districts than Republicans?  Is it 

pressure from an outside influence wanting the Democrats to introduce these bills?  As I 

mentioned previously, the Democrats and labor unions have long been close allies on a 

number of labor issues.  The American manufacturing unions are feeling the brunt of our 

job loss overseas.  It makes sense that the Democratic Members on Capitol Hill would 

listen to such a powerful constituency.  There is clear danger in this approach, 

nonetheless.  If the Members on Capitol Hill actually believe this a problem, then the 

legislation that they introduce is warranted.  If Members on Capitol Hill are simply 

introducing legislation because of the strong presence of the AFL-CIO or Teamsters in 

their district, than that is more problematic.  Ultimately though, these Members view their 

actions as helpful, no matter the merits of their legislation.  They believe that even if the 

bills don’t pass their particular Chamber, they can still elevate the issue for the greater 

good of the cause.   

 In addition to the legislation and bills that have been introduced in both the U.S. 

House of Representatives and the U.S. Senate, there have been other ways in which 

Capitol Hill has stayed engaged on the issue.  On Capitol Hill, caucuses are another 

avenue that is used to bring attention to a particular topic or cause.  These caucuses 

consist of Members of the House or Senate who share the same ideological make up on 

similar issues.  The caucus co-chair usually host an event targeted at educating other 

Members of Congress, and staff on Capitol Hill.  In essence the events hosted by the 
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caucus serves as an educational experience for parties that attends, and usually renders 

some form of action in the form of legislation, speeches, or press releases. Both the 

Manufacturing Caucus and the Steel Caucus have focused on the issue of China’s fixed 

exchange rate and what that has done to the workforce in America.   The House 

Manufacturing Caucus was founded in 2003 by Congressman Manzullo (IL) and 

Congressman Ryan (OH) and now boasts 78 Members.  It is their goal to educate people 

on the value and importance of manufacturing base.  The “Congressional Manufacturing 

Caucus will continue to focus on educating Members of Congress on the challenges 

American manufacturers face daily and supporting legislation that can make U.S. 

manufacturers more competitive and create jobs.” 8 Both of the co-chairs of the caucus 

have been active in legislating against China’s fixed exchange rate, but this gives them 

yet another outlet to express their views on the issue.  The Congressional Steel Caucus is 

co-chaired by Congressman Pete Visclosky (IN) and Congressman Tim Murphy (R-Pa.).  

This group has over 100 Members in the group with the goal of educating people on the 

need to focus on the American steel industry.  “Through legislation, roundtable 

discussions, and hearings, the Steel Caucus focuses on the needs of the steel industry and 

what it takes to level the playing field for employers and preserve American jobs.”9  At 

an event hosted by the Steel Caucus, Congressman Murphy was stated as saying that, “If 

the Yuan and other Asian currency were allowed to rise to proper levels, it would trim 

                                                 
8 Congressman Donald Manzullo, “Manzullo, Ryan Kick-Off Bipartisan Manufacturing Caucus in 

110th Congress,” April 19, 2007, 
http://manzullo.house.gov/News/DocumentSingle.aspx?DocumentID=62965, (accessed March 12, 2010). 

9 Congressman Tim Murphy, “Congressional Steel Caucus Holds Hearing on Revitalizing 
American Manufacturing with Steel,” http://murphy.house.gov/index.cfm?sectionid=135&itemid=1277, 
(accessed February 9, 2010). 
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America’s trade deficit by $100 billion to $150 billion annually, and create as many as 

1.2 million new American jobs.”  10  It is clear that these caucuses serve a clear purpose 

of not only educating other Members and staff on Capitol Hill, but also to be viewed as a 

leader on a particular issue.  If you are a Member of Congress that comes from a State 

that has a large steel manufacturing base, you want to be known as a though leader.  It is 

clear that some of these Members really want to elevate the discussion so that more 

attention is brought on their particular issue.  An event that is held by a Congressional 

caucus can be more useful than legislation because of in this era of sound-bite driven 

media because it will garner more attention in their home districts and States. 

   It is not only legislation, hearings, and events being hosted on Capitol Hill.  

Members of the U.S. House and Senate also understand the significance in writing letters 

on particular issues of concern.  Over the years, there have been letters sent from Capitol 

Hill with the aim of rectifying this issue with China’s fixed exchange rate.  Some of the 

letters have attempted to influence the Treasury and President to add more pressure on 

China to go to more of a market-based exchange rate.  On March 15th, 2010, a group of 

130 Members in the House of Representatives sent a letter to both the Treasury Secretary 

and the Commerce Secretary.  With the level of political posturing at an all-time high 

following the debate of the health care reform bill in 2010, it is quite shocking that this 

letter was so bipartisan.  Both Republicans and Democrats signed on to send this letter to 

the Obama Administration.  The letter makes some important points regarding China’s 

fixed exchange rate and what it has done for the American manufacturing sector.  

                                                 
10 Ibid. 
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“Maintaining its currency at a devalued exchange rate provides a subsidy to Chinese 

companies and unfairly disadvantages foreign competitors. U.S. exports to the country 

cannot compete with the low-priced Chinese equivalents, and domestic American 

producers are similarly disadvantaged in the face of subsidized Chinese imports.”11  They 

went on to say, that the Commerce Department should “apply the U.S. countervailing 

duty law in defense of American companies who have suffered as a result of the currency 

manipulation.”  This letter is significant for a number of reasons. First, it is important that 

the letter is signed by both Republicans and Democrats.  Next, the fact that it is signed by 

130 Members brings real weight to the letter.  Lastly, the timing of this letter is critical 

because the Treasury Department was scheduled to report their bi-annual finding on other 

countries’ exchange rate on April 15th, 2010.  The intention of the letter simply goes 

beyond simply putting pressure on the Commerce and Treasury Department.  These 

Members wanted to elevate this issue so that the issue could be discussed in numerous 

media outlets and they would be viewed as having taken a leadership role in influencing 

trade policy.   

The U.S. Senate has also had Members write letters on this topic.  On December 

9, 2009, Senator Harry Reid (D-NV) sent a letter to President Hu Jintao to address the 

imbalances in the U.S.-China trade relationship.  Senator Reid, who is the Senate 

Majority Leader in the U.S. Senate, wrote, “First, there is widespread agreement that 

China’s currency policy is a major source of imbalance in our relationship-- indeed, in 

                                                 
11 Matt Negrin, “130 reps prod W.H. on currency,” Politico, March 16, 2010, 

http://www.politico.com/politico44/perm/0310/pressured_on_china_4a08a9f9-6345-455e-a5d5-
b7b6da3825df.html, (accessed March 20, 2010). 
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the global economy. The de facto peg is set at a level that for many years has not 

reflected economic reality. It has significantly distorted trade and investment between our 

countries in a way that favors production in China and hurts U.S. manufacturers and 

exporters.”12   What is significant about this letter is that it was sent to a head of State, 

and not to the Commerce or Treasury Department.  What is also important is that Senator 

Harry Reid is the Majority Leader in the Senate.  In essence, this is one of the most vocal 

and influential members in the Democratic Party.  He is the number one ranking 

Democrat in the United States Senate.  Even though the letter was not signed by other 

Democrats in the U.S. Senate, it can be inferred that this is an issue that the party agrees 

on.  A personal letter to a foreign head of state from a U.S. Senator means that there is a 

lot of pressure on the Capitol Hill to act on this issue.  It is worth noting that Senator Reid 

is also running for re-election in Nevada at the end of 2010.  The polls have shown him to 

be trailing all of his Republican opponents.  The state of Nevada has a heavy influence 

from labor unions and this is an issue that they have continued to push strongly.  I am not 

proposing that this is the reason why Senator Reid has decided to write a letter, but it 

certainly doesn’t hurt.   

Since 2003, there have been numerous hearings, bills, statements, caucus events, 

and press releases on Capitol Hill on the issue of currency manipulation and the linkage 

to American jobs.  There have been more than 50 bills that were introduced by either the 

U.S. House or Senate.  Many of them were targeting China’s currency by saying that it 

                                                 
12 Josh Rogin, “Harry Reid Demands that China fix its economic policies,” Foreign Policy, 

December 12, 2009, 
http://thecable.foreignpolicy.com/posts/2009/12/11/harry_reid_demands_that_china_fix_its_economic_poli
cies, (accessed January 12, 2010). 
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was severely undervalued.  Mostly all wanted some immediate action taken against 

Chinese imports to America.  None of those bills happen to become law though.  Is this 

an issue that Congress really cares about, if they can’t seem to get a bill passed and 

signed into law?  As I have stated, these Members are weighing in on these issues for a 

number of reasons.  Some Members want to be the intellectual lead on the issue because 

they represent states with a large manufacturing sector.  Some Democratic Members want 

to make the labor unions happy by adhering to their talking points.  Some Republican 

Members want to more protectionists to offset the damage that is being caused by the 

unfair trading with China.  Finally, some Members really do feel as though the issue of 

China’s fixed exchange rate is causing jobs to be lost on American soil.  Members such 

as Senator Schumer and Congressman Tim Ryan have long been leaders on the issue and 

have continued to advocate for change in China’s exchange rate policy.  Over the years, 

the issue has become “politicized” though on Capitol Hill.  In the rush to capture 

headlines and create great sound bites, some Members may decide to play up certain 

aspects of this argument.  Overall though, Congress has made a difference in the 

discussion of China’s currency manipulation.  The decision for China to modify their 

exchange rate doesn’t fall to the responsibility of Congress, but they certainly have a 

pulpit which to speak from.  Ultimately, the actions of the Members on Capitol Hill do 

help to shape the arguments and the policy that comes from the United States.  
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CHAPTER 6 

WHAT ARE THE SOLUTIONS? 

 

The United States and China have had a number of issues over the years, but none 

may be greater than the China’s fixed exchange rate.  From the American perspective 

China’s fixed exchange rate has become hazardous to the manufacturing workforce.  

Even though the manufacturing jobs in this country were already starting to go overseas 

to other countries in the late 1970s and early 1980s, the undervaluation of China’s 

currency has certainly played a major role in a greater exodus of jobs.  From China’s 

perspective, by keeping their exchange rate fixed and undervalued, it allows their 

economy to grow through exports.  They have been able to garner a large trade surplus 

with the United States and also a huge foreign exchange reserve.  China has been able to 

foster growth in their economy through the manipulation of their currency, the 

ramifications are significant.  In numerous States across the U.S., the manufacturing 

sector is being destroyed.  In the mid-to-late 1990s, labor unions started to make a big 

fuss of this issue.  When voters complain about jobs being in America due to unfair 

trading practices, Washington DC usually takes notice.  After the 1988 law was passed, 

mandating Treasury give a report to Congress on exchange rate policy, there has been a 

growing level of concern in the Nation’s Capitol.  The Treasury Department has found it 
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difficult to assess China as a currency manipulator, due to the many factors that must be 

met in order to make this distinction.  Both the George W. Bush Administration and the 

Obama Administration have taken similar approaches.  They have both decided to not be 

agitators in the U.S.-China trade relationship.  What both Presidents aimed to be quiet in 

their diplomacy with China.  It is a concerted effort to not embarrass or push China too 

much on this issue, because clearly they don’t appreciate the label of “currency 

manipulation.”  Both Administrations have talked on the record about the need for China 

to go to a more market-based system.  That didn’t go over too well with China as well.   

The U.S. House and Senate have taken a completely different approach from the 

Treasury Department and the Administration.  They have decided that they are going be 

tough on China and pass legislation that labels them as “currency manipulators.”  The 

bills all varied in substance, but shared some common values.  The bills mostly all said 

that China was purposefully undervaluing their currency and it was giving them an unfair 

trading advantage with America.  In return, they argued that America has and will 

continue to lose jobs.  Some of the remedies proposed by Congress included slapping a 

tariff on all goods coming from China, labeling them as manipulators, and getting the 

WTO and IMF involved.  Over the years, their legislation has not been passed or signed 

into law.  They may not have “won” with legislation passing, but it has been effective.  

What their legislation has done is bring attention to the issue of China’s fixed exchange 

rate.  On March 31, 2010, Senator Chuck Schumer (NY) said that China will “play by the 
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rules, or we will make you play by the rules.”1  That type of language will clearly not 

play well with the Administration officials or China, but it makes the Senator a cult hero 

in certain circles.  It has also made some of the voters in the districts or States happy.  

When a Member of the House or Senate takes the lead on an issue that is viewed as 

critical to their constituents, they win a lot of fans and votes.  When Senator Schumer 

made those remarks, he was speaking from a manufacturing company that had lost 6,000 

jobs over the last two years.  He was simply playing to his supporters.  Also, the labor 

unions and some leading economist have long pushed the linkage between the China 

exchange rate policy and American job loss.  It is clear that their voices are being heard 

on Capitol Hill.  These actions could be viewed with mixed results.  China did allow its 

currency to appreciate from 2005-2008 by 20%, but to some economist that doesn’t mean 

much if their currency was undervalued by 40%.  I do believe that China’s fixed 

exchange rate has cost American’s their jobs in sectors.  Items that were made in the 

United States are now being made in China and other countries.  

 In order for our trading relationship to be more equal, there needs to be a number of 

things done.  To begin with, the next report, which was postponed from the original date 

of April 15, 2010, needs to label China as a currency manipulator.  If the U.S. 

Government doesn’t act, could you blame the job losses on them?  Some economist 

would say yes.  “Much of the blame for this failure of policy to date falls on the US 

Government, which has been unwilling to label China the currency manipulator that it has 

                                                 
1 Senator Charles Schumer, “China's Currency Manipulation Undermines U.S. Manufacturing 

Base By Making U.S.-Made Goods More Expensive Relative to Foreign Goods,” March 31, 2010, 
http://schumer.senate.gov/record.cfm?id=323557&, (accessed April 1, 2010). 
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been so clearly for a number of years. The unwillingness of the United States to implement 

the plain language of the Trade Act of 1988 has substantially undermined its credibility.”2 

America must be bold in actions to root out unfair trading practices that ultimately hurt 

our country.  In these current economic times, it is clear that we need to be able to level 

the playing field as much as possible.  The undervalued currency in China makes their 

products cheaper to export and makes American imports more expensive to China.  The 

correlation between American workers not manufacturing certain products and China 

increasing their market share in these products is clear.  That means that when jobs are 

lost in America, some of them go to China.  Labeling China as a currency manipulator 

will most definitely embarrass China.  At this point, there needs to be a tougher stance 

from the U.S.  By law, if a country is deemed a currency manipulator, there would be 

tariffs imposed on their products entering the United States.  I don’t believe those tariffs 

should apply to Chinese imports.  I think the label of “manipulator” would do enough.  

Imposing more tariffs on their products would send a dangerous message to our other 

trading partners.  It could also be a potential catalyst for China to also slap tariffs on our 

products going to their country.  As we continue to slowly creep out to this global 

recession in 2010, a trade war between the U.S. and China would act as an anti-stimulant 

to global trading.  I believe the label of “currency manipulator” would go a long way in 

adding pressure to China go to a more market-based exchange rate.   

The next step in encouraging China to stop manipulating their currency for a trade 

advantage would be for the IMF and WTO to get tougher.  The IMF is the viewed as the 

                                                 
2 U.S. Congress,  House,  Committee on Ways and Means, U.S Policy Options in Response to 

Chinese Currency Practices, 112th Cong., 2nd Sess., March 24, 2010. 
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intellectual lead on monetary issues with major trading countries.  Over the years, they 

have not been vocal enough about the need to China to have more market-base principals.  

China’s exchange rate policy violates all relevant international norms.3  As part of the 

articles of agreement in the IMF, it clearly states that members should “avoid 

manipulating exchange rates.”  The IMF needs to be firm in its stance toward countries 

that manipulate currency, especially China.  Over the years though, they have been 

reluctant to take a leadership role on the issue of countries that are not adhering to the 

rules.  The IMF should seek “to launch a special or ad hoc consultation to pursue Chinese 

agreement to remedy the situation properly.  If the consultation fails to produce results, 

the United States should ask the Executive Board to decide to publish a report criticizing 

China’s exchange rate policy."4  This solution would certainly get the attention of China 

and other world economies purposefully manipulating their currency to gain an upper 

hand in trading.  Finally, the US should constitute a settlement panel to determine if 

China has violated its obligations under Article XV of the WTO charter and to 

recommend immediate action.  The World Trade Organization and the countries that are 

members, would rule in a fair manner.  It would be objective, direct, and firm in its 

decision making.  If they deem that China has violated the rules constituted by the WTO, 

the United States would be justified in pressing the issue.  In this situation, the IMF and 

the WTO are viewed as outside arbitrators and whatever they would decide on China’s 

exchange rate would be viewed as legitimate.  

                                                 
3 U.S. Congress.  House.  Committee on Ways and Means. U.S Policy Options in Response to 

Chinese Currency Practices. 112th Cong., 2nd Sess.,  March 24, 2010. 
 
4 Ibid. 
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Another solution for this problem would be to start at home in America.  America 

must look in the mirror and take a leadership for our own actions.  America must 

examine its spending and consumption practices.  Americans have an insatiable appetite 

for consumption of goods and products.  Households in America simply don’t save 

enough, as compared to China households.  Retail stores such as Wal-Mart, as a result, 

have become the greatest benefactor.  The cheap prices in Wal-Mart drive Americans to 

shop at these stores.  If you can buy a product that is $2 cheaper at Wal-Mart than at 

another store, most people will happily do it.  The issue is that that so many of the 

products that we using or consuming are coming from China.  When this happens our 

deficits continue to skyrocket.  The reason that they are the most affordable is that these 

products have been produced under an unfair exchange rate.  These products are much 

cheaper to export to the United States, and thus, putting less need on American made 

products.  They can produce numerous products cheaper, thus making it more attractive 

to Wal-Mart shoppers.  As a “buying” nation, we thirst for the most bang for our buck.  

Unfortunately, our American Government at times has been the same way with spending 

and borrowing.  Wars in Iraq and Afghanistan, stimulus spending packages, and auto 

bailout deals only increase our national debt.  With an increased national debt, we are 

more dependent on China to borrow us money.  Our trade deficit with China has 

exploded over the last 15 years because our need for consumption of cheaper goods and 

also their fixed exchange rate.  This has led to America being put in an extremely 

vicarious position.  We depend so greatly on China to not only provide us with these 

imports, but to also buy our bonds.  As a purchaser of our bonds, China is in essence 
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buying our debt. We are becoming more and more indebted to China because they are 

investors in our economy.  Maybe this is one of the reasons that neither the President 

George Bush nor President Barack Obama have been willing to be tougher to China on 

currency manipulation.  In essence, it would be like a person who has gotten numerous 

loans from a bank, then turns around and tells that bank that their practices are wrong and 

unfair. We must become more independent with our spending and consumption habits.  If 

we don’t, then the trend of unfair trading practices will continue.  China will never 

change their exchange rate policies if they know that they have the upper hand in our 

trading relationship.   

With that being said, I don’t believe that protectionism is a good practice for the 

American Government.  There has to be a balance.  In most cases, free and fair trade is 

the best practice in the global economy.  When countries purposefully distort their 

currency for their trading advantage, it throws all fair trade practices out the window.  

With most of the legislation that has been introduced in either the House or Senate, they 

would like to slap tariffs on all goods.  That is not the best approach.  Also, the approach 

of “buy American” is not the best approach as well.  In Congress over the last several 

years, there have been bills written that would require American companies doing 

business with the Government to only “buy American” products.  Protectionism is not the 

answer because other countries can do the same things with our products.  In the federal 

stimulus package that was passed in 2009, there were some “buy America” provisions.  

This led to retaliations by China which incorporated “buy China” provision in their own 

stimulus provision.  “The Chinese elite no doubt feel provoked by what they call the 
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poison of the US Buy American’ clause.”5  That is why the approach of some Member on 

Capitol Hill sometimes do more harm than good.  We must be tough in our approach, but 

also levelheaded.  With countries such as China, we mustn’t start a trade war.  

Protectionism ultimately hurts all parties.  That is why it is important to make sure that 

any provision or legislation that passes, is firm in its stance, but doesn’t go overboard.  

This situation is delicate and the solution must be as nuanced.   

Even with the legislation, potential statements from the Treasury department 

declaring that China is a currency manipulator, threats to apply tariffs on products, or 

getting the WTO or IMF involve, it doesn’t really mean much.  China ultimately will 

decide own fate on their currency policy.  Does Congressional or Presidential pressure 

help to push China closer to a market-based exchange rate?  It is quite possible that this is 

the case and we should continue to press for change.   It is also possible that they will 

decide when it is the right time to appreciate their currency.  China is not concerned 

about job losses in a State such as Pennsylvania or America’s booming trade deficit.  

What China cares about is their economy and how to increase its exports.  China decided 

to peg their currency against the dollar because it benefited their economic growth.  In 

this global economy, China needs to really think long and hard about what long term 

damage they are causing.  China’s large foreign exchange reserve is serving as an anti-

stimulant around the globe.  China needs to allow their currency to appreciate to greater 

levels to ensure that global trading is robust again.  Economist Neil Ferguson discussed 

                                                 
5 Ambrose Evans-Pritchard, “China Risk trade suicide,” Telegraph Newspaper, June 17, 2009, 

http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/5561347/China-risks-trade-
suicide.html, (accessed March 20, 2010). 
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the concept of Chimerica before in his writings.  It is the combination of the U.S. need for 

consumption and China’s need for exporting products.  Previously, this relationship of 

“Chimerica” was looked at as favorably, but that may be changing for the worse.  The 

global market place has changed so dramatically from just a few years ago, that we need 

to revaluate the benefits of this relationship.  China can help rectify this critically 

important relationship simply by allowing their currency to appreciate, among other 

things.  “A Renminbi revaluation would help both sides. By stimulating U.S. exports it 

would allow a quicker exit from the unsustainable policies currently being implemented by 

the Fed and the Treasury. It would also solve at a stroke the problem of China’s excessively 

large international reserves and dollar exposure, while at the same time accelerating the 

necessary shift from the export sector to the consumer sector as the engine of China’s 

growth.”  6  At the end of the day, it is critical that this issue be resolved amicably to the 

satisfaction of both parties.  If a solution is not reached in the very near future, both China 

and U.S will have to bear responsibility for a system that could lead to even greater economic 

calamity.   

 

 

 

 

 

 

                                                 
6 U.S. Congress, House, Committee on Ways and Means, U.S Policy Options in Response to 

Chinese Currency Practices. 112th Cong., 2nd Sess., March 24, 2010. 
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