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The United States’ trade deficit with China is one of the major issues as President Obama seeks a second term. In the second pre-election debate between the contenders for what is widely regarded as the world’s top job, Republican challenger Mitt Romney took on Obama for his administration’s failure to ensure that China plays by the rules of the international trading system. On his part, Romney promised that, if elected, he would take Beijing to task for its alleged unfair trade practices and brand the country as a currency manipulator.

 

The presidential debate only highlights the tremendous importance that Washington attaches to its economic and political relations with Beijing. Once called a sleeping giant, China has awakened. And probably no other nation is watching the rise of that country with greater interest and apprehension than America, with which China is competing for political and economic supremacy.

 

Since the demise of the USSR, the US is the globe’s sole superpower and has largely shaped international relations in its own fashion in what was once called the New World Order. But now it has to reckon with Beijing, which is a superpower in the making and suspects Washington of preventing its rise.

 

That said, both these nations have stakes in preserving the current international economic order and therefore maintaining global peace and security. The economy is the mainstay of China’s power and it is conscious of the fact that economic growth predicates a peaceful, predictable and stable environment. Accordingly, China has acceded to the Comprehensive Test-Ban Treaty (CTBT), is a member of the six-party talks designed to tackle North Korea’s nuclear programme and is a major contributor to UN peacekeeping operations in different parts of the world. What is even more important is the fact that China, like the US, is a beneficiary of economic and trade liberalisation and has no alternative economic model to espouse. Another important fact is that China, unlike the former USSR, has no ambition to export its ideology or create colonies.

 

Politically, there are quite a few issues between the US and China. Arguably, the most explosive is the Taiwan issue. China claims Taiwan to be its province which has to be united with the mainland. Officially, the US is committed to the one-China policy recognising Taiwan to be part of China. So far the status quo remains intact, with China exporting civilian goods to Taiwan and the US supplying arms to it. However, problems may crop up in case Taiwan formally declares independence and China resorts to the use of force to avert that and the US steps in on the side of Taiwan, which leads to a direct military conflict between the two great powers. Such conflict would evidently be catastrophic. 

 

In the economic realm, Sino-America relations are both competitive and complementary. The US and China are the world’s largest and third-largest economies and the largest and second-largest trading nations, respectively. China has overtaken both Germany and the US to become the globe’s top exporter of merchandise goods. Sino-American bilateral trade reached $521 billion in 2011, including $104 billion in US exports and $417 billion in US imports. China is the United States’ third-largest export market and the largest source of its imports. America is China’s top export market and the third-largest source of its imports. American multinational corporations (MNCs) have invested billions of dollars in the enormous Chinese market. For its part, China is a major source of financing of the US current account deficit through huge investments in the American bond market.

 

On the other hand, American firms are finding it exceedingly difficult to successfully face competition from their Chinese counterparts at home. The US trade deficit with China has risen to $314 billion, which accounts for 40 percent of its total trade deficit of $783 billion. The higher trade deficit means losing more jobs to Chinese. This has happened at a time when the US economy is growing at a very slow pace and is facing high unemployment. In 2011, the US economy registered a modest growth of 1.8 percent and is projected to grow by 2.2 percent in 2012. (The IMF’s World Economic Outlook October, 2012.)

 

As for China, economic growth came down from 10.4 percent in 2010 to 9.2 percent in 2011, and 2012 projections by the IMF put the growth rate at 7.8 percent. China remains one of the fastest growing economies in the world. At the end of 2011, its exports and imports of $1.89 trillion and $1.74 trillion, respectively, gave China a trade surplus of $150 billion. Its foreign exchange reserves reached $3.24 trillion at the end of June. 

 

Washington’s response to the increasing economic competition from Beijing has been twofold: to take trade defence measures on several Chinese products, notably labour-intensive textile and clothing, which remains a highly protected sector in the US; and to pressure China on such issues as human right and violations of intellectual property rights (IPRs), subsidisation and an under-valued currency. Since China’s economic growth is largely dependent on its export performance-exports constitute more than 40 percent of the GDP-the Chinese government is reluctant to let the yuan appreciate significantly. As a result, the currency remains undervalued, making China’s exports cheaper than they would be if left to market forces. At a time when the developed countries are struggling to put their economies back on track, pressure is mounting on China to set its foreign exchange regime in order.

 

China is also being urged to focus on domestic demand, which, if it rose, would create space for imports as well as make Chinese firms sell more at home than abroad. The Chinese trade policy has come in for adverse criticism from the US for creating obstacles to enhanced market access for its firms. China is often charged with “inadequate” protection of IPRs by America. Since IPRs, such as copyrights and patents, are a key to America’s competitive advantage in high-value manufacturing, lack of adequate protection of these intangible assets in China represents a pressing challenge for its enterprises operating there.

 

The American Congress has mulled clamping countervailing duty on Chinese exports for alleged subsidisation. However, there are quite a few factors which go against such option. One, American-based multinational corporations (MNCs) have invested heavily in China and a good deal of enormous Chinese GDP is produced by the subsidiaries of these MNCs. Hence, punitive action against China will also penalise these mega businesses and cause a backlash at home. In the second place, additional duties against China would harm US consumers who are getting inexpensive goods from that country. In the third place, in China, the US gets a credible source of funding for its current account deficit. Imposition of duties may force China to disinvest part of its holdings of US government securities, thus pushing the dollar down and causing great inflationary pressures on the US economy.

 

Only time will tell whether President Obama will get tough on China if he is re-elected, or whether Romney will fulfil his promise of taking the Chinese bull by the horns if he makes it to the White House, since that will manifestly be a hard decision.
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