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Introduction and History 

 

 Sino-United States relations have become strained in recent years due to mounting 

pressure on China to revalue its currency, the renminbi or yuan. As the manufacturing 

powerhouse of the world when it comes to clothes, electronics, and other goods, China’s 

booming export market boosted China's trade surplus to $19.5 billion in May of this year, in 

large part due to its undervalued currency (Foster). China’s currency exchange rate is a major 

concern for U.S. policy makers—especially as the U.S. is still struggling to recover from the 

global financial crisis—because an undervalued yuan creates artificially inexpensive Chinese 

products, costing the U.S. manufacturing jobs and increasing American debt.   

 U.S. Secretary of  the Treasury Timothy Geithner stated in June that “achieving a strong 

and sustainable global recovery requires that we make further progress on rebalancing global 

demand,” which must include “a more flexible exchange rate policy in China” (Geithner).  

Despite the encouragement of Geithner, President Obama, and the U.S. Congress, China has 

resisted all but minute adjustments in the value of currency.  However, currency appreciation has 

the potential to greatly benefit China as well as its trading partners.  Based on legislation 

introduced in the 111th Congress, evidence suggests that the longer China avoids appreciating its 

currency, the more likely it is the U.S. will pass heavy-handed legislation targeting Chinese 

exports.   

 

 China's central bank, the People's Bank of China, oversees the banking system and 

regularly engages in foreign exchange interventions to influence exchange rates.  In 2009 the 

central bank spent 9.2 percent of the country’s economic output on the purchase of foreign 

reserves in attempts to influence exchange rates (Bradsher).  Though China’s currency 
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regulations have varied in the last decade, China currently manages its currency through a fixed 

exchange rate, or currency peg, which is linked to the value of the U.S. dollar. 

 In 1994, the value of the yuan was also pegged to the U.S. dollar, and from 2000 to 2005, 

the yuan traded fairly consistently at 8.27 to 8.28 yuan to the dollar (Sharma).  In July of 2005, 

China responded to mounting pressure from the United States by increasing the value of its 

currency for the first time in a decade, allowing the yuan to jump two percent against the dollar 

overnight and shifting from a hard peg of 8.28 yuan per US dollar to a more flexible managed 

float based on a basket of foreign currencies (Pan).  Between 2005 and 2008, the yuan advanced 

21 percent against the US dollar (Maltby).  The revaluation was largely a political gesture toward 

the United States, and made almost no dent in the growing American trade deficit with China 

(Epstein).     

 When the financial crisis hit in 2008, China re-pegged the renminbi to the dollar as a way 

to protect its domestic manufacturers.  The government put a stop to the yuan's appreciation and 

held the exchange rate at 6.83 yuan per U.S. dollar (Barboza), but this did little to stave off a 

slump in China’s trade—from January to July 2009 Chinese trade was down 23% over the same 

period in 2008 (Morrison 2).  

 In June 2010 China announced it would again allow the yuan to appreciate, but it has 

appreciated less than one percent against the dollar since then (Levin).  Estimates on the rate of 

undervaluation vary: the Institute for International Economics has stated that the yuan is 

currently undervalued by at least 15 to 25 percent, while other experts argue that it is 

undervalued by as much as 40 percent (Pan).   

 

Impact of Currency Undervaluation and Appreciation 

 

 Because the yuan is undervalued, already inexpensive Chinese exports become 

artificially cheaper, contributing to China's rising dominance in world trade (Epstein).  In 2009 

New York Times writer Paul Krugman argued that without appreciation of the yuan, the next 

several years "may end up reducing U.S. employment by around 1.4 million jobs" (Fair).   

 Currency undervaluation effectively serves as an export subsidy for Chinese products 

(Levin 3).  Inexpensive Chinese exports, aside from providing direct competition to U.S. 

manufactured goods, also contribute to the American trade deficit, which is currently the highest 
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it has ever been and still growing.  If the United States does not reduce its deficit, U.S. assets will 

eventually lose attractiveness to investors, resulting in decreased capital flows to the country, 

higher interest rates on U.S. liabilities, and a decline in the dollar.  If this in turn causes a 

decrease in economic growth, the United States and its trading partners would be harmed, 

including China (Goldstein 424).  

 Some experts have argued that an appreciation of the renminbi may lead to global price 

increases, especially in countries currently reliant on Chinese exports.  American businesses 

dependent on China’s cheap labor economy have expressed concern about the negative impact of 

a revaluation of China's currency—Scott Bryce, the finance chief of Massachusetts based 

software company Beaumaris Networks Inc. pays three engineers in China roughly the same 

salary just one engineer would make in the United States, and with an appreciation of Chinese 

currency, Beaumaris Networks will no longer have such low salary costs, increasing the price of 

his goods to U.S. consumers (Maltby).  According to International Herald Tribune writer David 

Barbaroza, if China allows its currency to appreciate against the dollar, “Chinese manufacturing 

costs will increase… the changes will eventually ripple through the global economy, driving up 

the prices of T-shirts and sneakers, computer servers and smartphones.”    

 However, China’s cheap labor economy is not a sustainable model in the long-run.  The 

cost of doing business in China has already increased as factories raise salaries of workers and 

local governments increase minimum wage standards (Barboza).  Development naturally leads to 

higher standards of living and higher wages, and a sizeable amount of China’s production has 

already been outsourced yet again to places like Vietnam and Bangladesh, where labor costs are 

now cheaper than in China (Bradsher).  This trend suggests that as China continues to develop 

and as its cost of production gets more expensive, manufacturers will merely find another home 

for inexpensive labor, rather than increase the prices of consumer goods on a global scale.    

 China’s undervalued currency has also impacted its ability to purchase imported natural 

resources.  China is the world's biggest buyer of copper and steel, and it is the second-largest 

consumer of oil after the United States, as raw materials have largely fueled China’s 

manufacturing heavy growth (Sharma).  The current currency peg has been detrimental in recent 

years as the value of the dollar has declined, decreasing Chinese purchasing power for these 

essential resources. According to Ba Shusong, a deputy director of the Financial Research 

Institute of the State Council Development Research Center, "oil prices [in China] have 
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increased so badly in the last couple of years because the oil price has increased in U.S. dollars, 

but oil prices in the international market did not increase as much. If the renminbi was clinging 

to, say, the euro, things wouldn't have been so bad" (Sharma).  If the yuan is allowed to 

appreciate, oil prices become relatively cheaper for China to import. 

 If China revalues its currency and the relative prices of its exports rise, the United States 

has greater options to purchase relatively cheaper domestically-produced goods, decreasing its 

trade surplus.  China would also benefit from the boost in its domestic consumption as it is more 

able to purchase relatively cheaper imports (Maltby).  Foreign Policy writer Barry Naughton 

argues that other Asian economies, including Japan, Taiwan, and South Korea, would imitate a 

revaluation of the yuan, essentially allowing the U.S. dollar to depreciate (67).  This means 

China’s export markets would not drastically suffer, as China could use its large cache of foreign 

reserves to intervene in the currency markets and ease inevitable currency fluctuations.   

 In addition, currency revaluation could lead export-oriented companies in China to invest 

in more innovative or higher value goods, because exports become more expensive for the rest of 

the world (Barboza).  Increasing the value of the currency would make it easier for the People’s 

Bank to fight inflation and ease the flow of speculative money coming into China from investors 

betting on revaluation.  With consumer prices 2.7 percent higher in February of this year than 

last year and inflation continuing to accelerate, currency revaluation could lead to a decrease in 

speculative investments and stave off excessive inflation (Bradsher).   

 Chinese president Hu Jintao stated China’s position on revaluation at the G20 summit in 

June, which is to allow the yuan to rise "under the principle of independent decision-making, 

controllability and gradual progress" (Foster).  However, according to Xia Bin, a member of the 

monetary policy committee of the Chinese central bank, “it is better to have a quick, prompt 

appreciation in a bid to fend off speculative capital” (Bradsher).  If appreciation continues as it 

has in a series of incremental steps, expectations will be greater that each RMB appreciation will 

be followed by another, leading to greater speculative capital inflows and potential overheating.   

 

Actions of Congress and Looking Forward  

 

 China’s slow currency appreciation and vague timeline for revaluation have not satisfied 

the concerns and demands of the U.S. Congress, and the House of Representatives passed major 
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legislation addressing renminbi undervaluation with bipartisan support in September.  The 

Currency Reform for Fair Trade Act, H.R. 2378 would allow the United States to take action 

against “dumping” of exports into its domestic markets if another country’s currency is 

undervalued by at least five percent.  Upon passage of the bill, House Speaker Nancy Pelosi 

stated that “we have watched the China-U.S. trade deficit grow…we are finally doing something 

about it by recognizing that China’s manipulation of the currency represents a subsidy for 

Chinese exports coming to the United States and elsewhere” (Parkinson).   Senator Charles 

Schumer has sponsored a similar bill in the Senate, S. 1254.   

 Ways and Means Committee Chairman Sander Levin stated that “China’s persistent 

manipulation of its currency contributes to the outsourcing of American jobs and poses a very 

serious problem that requires real action…our nation needs to implement an active economic 

strategy to enforce the rules of trade and allow our businesses and workers to compete and win in 

the international marketplace.  This bill is consistent with America’s international obligations 

and is a significant step to bring about China’s compliance with theirs.”  

 Congress has introduced several other bills that seek to hold China accountable by 

bolstering U.S. manufacturing and lowering U.S. debt.  The Supporting America’s 

Manufacturers Act, H.R. 471, would require the U.S. Trade Representative (USTR) to make 

public reports to the President recommending action on “market disruption,” such as Chinese 

products that threatens similar American products, and it would require the President to provide 

import relief from these disruptions.  The United States-China Market Engagement and Export 

Promotion Act , H.R. 2310 and S. 1616, would provide grants to states to establish offices in 

China promoting U.S. exports.  The bills would also create China market advocate positions in 

United States Export Assistance Centers with the purpose of assisting small and medium sized 

U.S. businesses export goods to China.   

 The Trade Enforcement Act, H.R. 496, and the Nonmarket Economy Trade Remedy Act, 

H.R. 499, would ensure that the Commerce Department continues to enforce U.S. countervailing 

laws to non-market countries, including China. The Reciprocal Government Procurement with 

China Creates American Jobs Act, H.R. 5312, would prohibit executive agencies from awarding 

contracts for the procurement of Chinese goods for one year if it finds China prohibited 

procurement of U.S. goods the previous year, and it would limit the total value of Chinese goods 

acquired by the U.S. government to the same value that China acquired U.S. goods.  The 
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legislation would also cut off transportation funding to states that awards contracts to China in 

these cases.  The China Fair Trade Act, S. 3505, would prohibit purchases of Chinese goods and 

services for public use until China joins the WTO’s Agreement on Government Procurement.  

The Foreign-Held Debt Transparency and Threat Assessment Act, H.R. 5319, would direct the 

President and the Comptroller General to publicly report each quarter on the risks posed by 

foreign holdings of U.S. debt instruments.   

  

 International pressure aside, revaluing the yuan is beneficial for China and will help it 

achieve some of the economic measures it has long sought.  Though China has benefitted from a 

great advantage in the export market, allowing the yuan to appreciate will benefit domestic 

consumption, natural resource imports, and economic stability—China cannot afford to ignore 

currency revaluation any longer.  However, if it continues to practice trade policies that harm the 

U.S. or does not make a drastic change in its monetary policy, Congress has demonstrated that it 

is willing to address the problem through other methods. 
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