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A Summary

The Political Economy of China-U. S. Trade Relations uses the approach of
international political economy (IPE) to examine the development and evolution
of China-U. S. bilateral trade relations since China joined WTO in 2001.

To construct an analytical framework, it sheds light on the faulty dichotomy
between the state and markets, and develops the alternative three-dimensional ap-
proach, emphasizing examination of interaction among the state, markets, and in-
terest groups in the large context of globalization. It argues that, interest groups
politics is the key to understanding the important issue areas of China-U. S. trade
relations;  more transnational interest groups are emerging to work together to
shape the foreign economic policy of China and the U. S. It also addresses the im-
plications of growing economic interdependence to the U. S. —China security rela-
tions. _

The book undertakes detailed analysis of issue areas, including economic and
social restructuring of the U. S. and China driven by the deepening development
of globalization; trade imbalance, anti-dumping and frictions over further market
access and protection of IPRs; PNTR ( permanent normal trade relations) legisla-
tion; textile trade; export control, and the increasingly intensive interaction be-
tween the two countries in international economic system, and so on.

The book presents main arguments as follows:

Since the WTO accession, China’s rise in the global production and trading
system ushers in more equal trading-relations between the two countries. The
more symmetrical economic interdependence means that the correlation of the two
large economies has rapidly increased, and much more common stakes appear for
the two countries. All these common stakes increasingly reset the foundation of the

whole bilateral relations.
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The global competition has greatly increased the U. S. stake in the global e-
conomy, and U. S. economy has experienced big transformation, characterized by
greater reliance on foreign capital inflows, international markets, intellectual prop-
erty rights (IPR) and the services industry. This economic transformation sets a
base for the new pattern of trade politics. That is, shrinking labor-intensive manu-
facturing continues to lobby the Congress and the executive branch for more pro-
tection, but its real influence is in decline. On the other hand, groups that favor
exports and overseas investment increasingly work with the government to open
foreign markets. Decision makers find domestic protectionist pressure as attractive
tools to pressure foreign governments to make concessions to improve market ac-
cess to U. S. investment and exports. This logic of U. S. trade politics is vividly
shown in the China cases of textile trade, IPR protection, RMB exchange rate
and elsewhere.

The superficial trade deficit of the U. S. reflects the changed nature of the
global production system and that the trade counting principle of “origin of pro-
duction” is outdated. Taking into account factors such as reexports of American
invested companies in China, branding procurement by American companies, and
sales in China by U. S. invested companies, the trading interests between China
and the U. S. are generally balanced.

Since President Bush came into power in 2001, U. S. export control policy
has both been tightened and loosened, with attempts to balance national security
facing a rising China with booming business opportunities in the Chinese market.
Policy inconsistency and fierce struggles over China policy expose weakening effec-
tiveness of the U. S. -led multilateral regimes, fierce but important competition o-
ver Chinese market, and the inseparable connection between China and the global
economy. “China factors” also help relax U. S. export control, including impro-
ving political and security relations, technological breakthroughs, the competition
among developed countries, and China’s policy toward U. S. Jed multilateral ex-
port control regimes.

In the “financial diplomacy” of the Bush Administration, the U. S. official
position on RMB exchange rate has moved from one for more flexibility, to a
floating exchange rate, and now to one for ending capital controls, as a response to
changing demands from domestic groups. With the tapid rise of common stakes
between China and the U. S. , both countries have the political will to accommo-
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date each other to properly handle this challenge. The term “financial balance of
terror,” coined by Laurence Summers, is sort of an exaggeration but reflects the
new reality of more symmetrical economic and political interdependence between
the U. S. and China. As the risks China faces rapidly rise from joining the global
.economy, the country’s monetary authorities should reform its foreign exchange
administration regime in order to adapt more timely to fluctuation of global finan-
cial markets, especially changes in the exchange rate of major trading partners.
China should take advantage of managerial resources of U. S. enterprises to reform
the lagging financial sector.

The China-U. S. relationship has greatly increased its global implications since
China’s WTO accession. To secure the safe supply of energy and raw materials,
China has strengthened related investment and operations in Asia, Africa and Latin
America, which some Americans perceive as a threat to U. S. interests. “Global-
ization” of China-U. S. relations brings challenges for the two countries to adapt
to each other but also more opportunities to build a new pattern of relations based
on mutual confidence and mutual benefit. Evidenced by different power indica-
tors, the author suggests that China should have a calm and objective assessment of
its relative power position; China’s rapid rise from a low level, while the U. S.
will keep its No. 1 power status for a long time in the future. It is true that the
U. S. -led international economic system has faults, is not always just and fair, but
the U.S. economic hegemony provides international “ public goods,” which
keeps the system open and stable, and greatly decreases transaction cost. China’s -
development benefits greatly from the opening of the U. S. market and stable de-
velopment of the global economy. And China’s joining the international economic
system consolidates the system itself. China should work with the U.S. to keep
the global economy open.

Regarding China’s response to the trade friction launched by the U. S, the
concluding chapter recommends that, while learning to be flexible in using the
WTO rules to protect industrial interests, China should simulate the U. S. policy-
making mechanism of coordination among government, industry and academia.
China should watch the balance between import-competing groups and export-
promoting groups in the U. S. , and especially pay special attention to agricultural
interests. To not be afraid of confrontation and dare to mobilize counter-sanctions,

is also an important tactics.



