Sources of tension between China and US

The United States complains that China keeps its currency artificially undervalued, thus unfairly helping exporters. China has unofficially pegged the yuan to the dollar since mid-2008, meaning its currency has weakened against other trade partners as the value of the dollar has slid. Beijing is concerned the value of its dollar holdings could be eroded by massive debt issuances to fund the US stimulus. China held $798.9 billion in US Treasuries at end-October, displacing Japan in September 2008 as the largest foreign holder. US lawmakers want to take action on the yuan, but US law makes it hard to investigate alleged subsidies. Rash US moves which threaten China’s massive purchases of US debt, and its funding of the US deficit, are unlikely. 

