China’s Economic Expansion and its Effect on the United States’ Economy

Overview
China’s economic expansion has been remarkable, and in particular the Chinese economy and that of the United States (US) have become largely interdependent. How the Chinese export economy has affected the US economy is primarily a story of currency exchange rates. The role of a leading global economy has traditionally been a role filled by the US, but since China’s growth curve is steeper, so its rate of expansion can be maintained higher for a longer period of time than other leading economies. This paper will examine China’s economic expansion in terms of its effect on the United States’ economy in terms of outsourcing, consumer spending, and trade deficits; and this paper will evaluate the benefits and risks of China’s growing economic power.
Brown (2005) describes the Chinese economy in these terms:

China's economy has been growing at an annual breakneck pace of 9.5%. If it now were to grow at eight percent per year...income per person in 2031 for China's projected population of 1,450,000,000 would reach $38,000. (At a more conservative six percent annual growth rate, the economy would double every 12 years)….(para.2)

China’s determination to maintain a consistently high growth rate is seen as a primary motivating factor in its reticence to fully float its currency. While China has been wary of allowing its economy to overheat, its recent partial float of its currency is largely viewed as nothing more than a minor appeasement to other market such as the European Union (EU) as well as the US clamouring for it to do so. Because China’s partial float is anchored by a basket of foreign currencies that is not published and the Yuan’s actual revaluation is slight, the partial float has not done much to shrink the US trade deficit with China. 

This type sort of currency policy is seen by the current administration in the US as a symptom of the broad movement across the spectrum of Chinese politics toward centralized, authoritarian control of free-market processes: “The US is concerned by an anti-reform backlash in China. This has capped foreign investment in banks and brokerages…and emboldened Xinhua, the official news agency, to threaten new controls over financial news” (McGregor & Guha, 2006, para.5). China and the US, if not the rest of the developed world, are at a crossroads regarding its currency exchange policies since, in many respects, China cannot reasonably be considered a developing nation for very much longer because of its ability to deeply impact the US economy directly through trade and investment avenues. 
Outsourcing


This movement of manufacturing and production from developed markets to emerging markets or outsourcing is a phenomenon occurring in all markets but is especially prevalent in the US market. The shift of US manufacturing and production activities to low-cost markets such as China has meant that US jobs and tax revenues related to industrial and consumer activity have disappeared (Watson, 2005). The phenomenon of outsourcing these activities to markets such as China is a cost consideration for American companies that are faced with the necessity of reducing costs or essentially going out of business, and China gains this commercial activity because of its comparative advantage in trade. China’s comparable advantage over any developed economy can be characterized as production efficiencies. China’s vast pool of low cost labour ensures that in almost any industry it can achieve greater rates of return even after transportation and export fees are factored in. Yet, interestingly enough, it is in one of China’s greatest advantages that is also other leading economies’ greatest advantages: “In such partnerships, the foreign firm has a direct interest in ensuring that their technology is used as effectively as possible. The country obviously benefits from this arrangement as well” (Watson, 2005, para.17).  In other words, the more that leading markets such as the US expand business and enterprise interests in the China market, the more they benefit from its comparative advantages in their own home market where these cheap products and services are shipped back into the market at great cost-savings to the consumer. 
The US Economy


The story of China’s great economic expansion and its deep influence on the US economy is essentially a story of exchange rates rather than its export market, as many would believe. While its low-cost infrastructure leads to foreign direct investment (FDI) in China, the mass products and services produced are also primarily intended to be exported back into other markets. China’s artificial exchange rate controls ensure that while its vast labour pool offers cost-efficiencies, its exchange rate creates cost-advantages to ship these product and services back into the US at prices which US-based manufacturers simply cannot meet (Brown, 2005). The result of this dynamic is that US consumer spending has essentially kept the US economy out of recession because US consumers have benefited from a glut of cheap, Chinese manufactured goods and services for many years. Cheap goods and easy access to them is critical for consumer sentiment which can assist the US economy to weather economic contractions related to job growth declines and gross domestic product (GDP) contractions (Roach, 2004). In fact, recent news indicates that in spite if high fuel prices and the Iraq War in the US, consumer sentiment related to consumer spending has remained high growing by 1.4% (Nutting, 2007). This is indicative of the low-cost goods and services that originate in China and are imported into the US economy and provide the basis for much of the US economy’s economic consumer activity.
Trade Deficit

Thus, the trade deficit is in fact supported by the artificial manipulation of China’s currency by its government because it facilitates the necessary cost-efficiencies that enterprise requires to initially outsource contract manufacturing in the market and subsequently import those products back into the market. Many researchers believe the criticism directed towards China’s economic policy in terms of its currency policy is unfounded and largely political in nature. In fact, the consensus in many professional and political circles agrees with reports which illustrate that, for example, America’s textile and manufacturing sector is not going to be saved by a simple revaluation of the Yuan as many US politicians are demanding (Field, 2004, p. 30). Some researchers believe the record trade deficits in the US stem more from US economic policy than from China’s economic policy: 

[T]his deficit was not made in Beijing--it was made in Washington…America has all but depleted its national savings…to fund the investment necessary for economic growth, that shortfall…must be offset by surplus savings from abroad. The U.S. has no choice other than to run massive balance-of-payments and trade deficits in order to attract foreign capital. (Roach, 2004, para.5)

In this light China appears more and more accommodating to US economic and foreign policy than adversarial in nature.  China realizes that to maintain its own economic growth and stability it needs to continue to support US economic policy through the continued purchase of US securities which is how it artificially controls its currency’s value vis-à-vis the US dollar. China’s currency policy seems to be indicative of more pervasive foreign policy that is increasingly more aligned with the US market’s own demands as evidenced by China’s rapidly growing international network of economic alliances: “has prompted Beijing to build a network of partnerships and alliances across every continent” (Stephens, 2006, par.8). Yet, it is also important to note that, at least in this regard, the US is not the only leading economy that is arguing for China to loosen its currency controls even further in order to ease trade deficits. Although the US is quick to blame China’s currency policy for its increasing trade deficits, the EU has also complained about China’s manipulation of its currency markets which invariably provide it with policy advantages in trade and investment issues. 

Conclusion


Based on these observations it is clear that the question of China’s economic expansion and its impact on the US economy is problematic in nature and cannot be summed up as simply positive or negative. The obvious answer is that it is both but this too is overly simplistic. A better response would be to characterize the impact of China’s economic expansion on the US market as positive in nature but in need of some fundamental changes in order to make the relationship mutually beneficial by several more degrees. The fact is that American consumers do benefit greatly from the inexpensive goods coming from China and the many US firms which have outsourced production and manufacturing to China have remained competitive and profitable and thus are able to repatriate earnings back into the US as well as pay corporate taxes on those earnings. While some US manufacturing jobs have indeed been lost, many of these types of jobs would go elsewhere if they did not go to China, as China is certainly not the lowest-cost outsource manufacturing market. Additionally, China’s use of the partial peg of the Yuan to the dollar may act to support its export market but in order to secure this artificial valuation it purchase a great amount of US securities which have acted to keep interest rates low which, again, have benefited the US consumer greatly and especially so in its recently-ended real estate boom. 
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