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Abstract

The bilateral economic relationship between China and the United
States, who are the most systemically important cqﬁntries in the global
economic system, needs to be analyzed in a broader global and historical
context. The Sino — U. S. trade interdependence relies on the global value
chain and the Sino — U. S. financial interdependence unfolds as Chinese yuan
mainly pegged to U. S. dollar. So, under the background of calling for a
reconstruction of global economic orderafter global financial crisis, China
needs to clarify whether the interdependent mode between China and the
United States is sustainable or not. More importantly, as in the past
decades, the rapid development of Sino — U. S. economic interdependence
has shaped the world economic landscape, the competition and cooperation
in this bilateral economic relationship in the future will continue to influence
the evolution of the global economy. Therefore, in the post-crisis era,
especially when China has replaced Japan as the second largest economy in
the world, will the economic cooperation between China and the United
States continue? Dependency produces power dominant relations, and
then how will China establish and exert its influence in this economic
interdependence? These questions constitute the logic starting point of this
book.

In the framework of DSGE model, economic interdependence is
mainly determined by the economic structure of the individual country. The

change of the counterparty’s economic policy will weaken the traditional
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macroeconomic policy’s influence on domestic economic variables, so
changes of one country’s economic policy would be a non-ignorable
disturbance to another country. The large “ marginal effect of foreign income
to net export” of China makes China’s export highly depend on the final
goods consumption market in the United States; Meanwhile, The small
“marginal impact of interest rates on the foreign bond holdings” makes the
fiscal policy and the regulation effectiveness of monetary policy of China to
be significantly affected by currency market environment changes of the
United States. The trade and capital circulation pattern between those two
countries determines the sensitivity and wvulnerability of China to be
significantly higher than that of the United States, which is also the
outstanding performance of the asymmetry of the interdependence.

In the field of trade, the two countries are viewing each other as the
most important export target and import source. The imbalance of the
Sino — U. S. bilateral trade manifests as their different positions of the global
value chain, with China being the terminal of processing industry chain in
the East Asian production network. In the financial sector, the specific form
of the interdependence exists in the bilateral capital circulation. The
investment from China to the United States comes mainly from official
foreign exchange reserves, while the investment from the United States to
China mainly comes from the multinational companies. The difference is
closely related to the different patterns of economic growth and the varying
rules of market operation of those two countries. More iinportantly, there is
internal connection between financial and trade interdependence. Lagging
development of the domestic financial market in China and excessive
reliance on the role of net exports to economy growth has made China
oversensitive to external shocks from the outside world.

Behind the Sino — U. S. economic interdependence, *“financial balance
of terror” and the “debtor logic”, are fundamental concepts to analyze the
economic vulnerability of China. The *financial balance of terror” reveals
that China’s investment behaviors in the U. S. financial markets are intended

to ensure the wvalue of own national U. S. dollar assets and the
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