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Preface
It is regularly said that the US-China relationship is at a historical juncture, but there
are several simultaneous transitions that make this claim more appropriate in 2013 than in
years past. Internationally, we are witnessing a long-term shift in the global balance of power
partly generated through the forces of globalization. At the same time, the economies of many
countries, particularly in Europe, are in a fragile state. The United States is trying to revive
its engines of growth while managing substantial debt, and China is attempting to avoid a
“middle-income trap” by promoting factors that fuel more efficient growth and help it to rebalance its economic structure. Within this context, the US, China, Japan, and other countries
are going through transitions in their political leadership. At the same time, the World Trade
Organization (WTO), the world’s most effective institution for international economic governance, is also choosing a new leader, and in the process, setting its agenda for the years ahead.
Given these developments, it is a particularly opportune moment to take stock of USChina relations and consider both the challenges and opportunities of collaboration. Doing
so has always been important for bilateral relations, but increasingly the healthy governance
of global trade, investment, finance, the environment, and other areas depends on the active
involvement and cooperation of both countries’ governments and peoples. We believe in the
benefits of deep collaboration, not only between governments, industry, and other stakeholders, but of scholars as well. This report grows out of our in-depth cooperation fostered over the
past year.
Both the Research Center for Chinese Politics & Business (RCCPB) and the Institute
of World Economic & Politics (IWEP) have an abiding concern in carrying out research that
enlightens both scholars and policymakers about issues related to the global economic affairs.
For the past three years the RCCPB has been engaged in the Initiative on China and Global
Governance in order to more fully understand the extent and significance of Chinese involvement in major areas of economic global governance. The initiative includes 30 working papers,
several articles, three books, four international conferences, and a series of private discussions involving stakeholders in several countries on issues related to global governance and
US-China relations. IWEP has a long and distinguished history of scholarly excellent, international collaboration, and effective policy engagement on many of these same issues. On the
foundation of this record, IWEP recently created a new center on global governance that will
help extend its reputation as providing thought leadership on emerging areas of international
political economy.
Beginning in November 2012 we began to convene meetings of experts in and out of
government to help us identify the key global economic issues that the US and China must
grapple with in the coming years. Due to constraints on time and our own view of what constitute the highest priorities, we focused the discussion on trade, investment, finance, and the
environment. (For reasons of space, we have unfortunately left the environment discussion out
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of the report.) We asked participants to consider not only the issues within these areas that
are important, but at what levels – unilateral, bilateral, regional, or multilateral – they would
be best addressed. Through gatherings in Beijing, Washington, DC, and New York, we heard
a range of voices. Some focused on very broad issues, such as questions of identity, while others offered specific policy proposals. This report owes its existence to the generosity of these
experts. A special note of gratitude is expressed to Nicholas Lardy and his research assistant
Nicholas Borst, who hosted the Washington, DC meeting at the Peterson Institute for International Economics in mid-December 2012. In addition to hearing from the participants in
these brainstorming sessions, we conducted additional interviews in the US and China over
the last several months to collect further insights from government and industry leaders.
Beyond the gatherings organized specifically to help us prepare this report, we are also
grateful to the scholars who have participated in the RCCPB global governance initiative and
in various IWEP programs. Their research has also given us rich inspiration and provides an
enormous wellspring of ideas. We also appreciate the staff of the RCCPB and IWEP who have
supported this work. Critical logistical support was provided by the RCCPB’s Liu Jiajing, Erica
Kendall, and Andrea Wald, and IWEP’s Xi Yanbin, Huang Yijie and Gauss Chu provided helpful research assistance. Zhang Ming, Li Yuanfang, Yang Panpan, Wang Bijun, Feng Weijiang
and other IWEP scholars provided help during the drafting process, and Andrea Wald did an
excellent job as production editor. We also benefitted from the participation of IWEP scholars Zhang Bin and Huang Wei in all of our meetings and interviews in China and the United
States. We should emphasize, though, that the views expressed here are ultimately our own,
and it is likely many people who we have consulted would not fully endorse either our analysis
or our policy recommendations.
We want to also especially thank the Henry Luce Foundation for its generous support
of the RCCPB’s research initiative and its Beijing office during the past three years. Their vision and commitment has made our efforts possible.
Finally, it is important to emphasize that this report is a product of genuinely deep
collaboration. Partnerships between American and Chinese scholars are not new, and we are
honored to be a part of that tradition. At the same time, we notice that some reports cowritten by American and Chinese about the relationship highlight an “American” view and a
“Chinese” view. There is often common ground, but also identification of differences of opinion. We have chosen a different approach. Although there has been some division of labor, we
have both fully contributed to every part of the report. We speak with a single voice, the voice
of a scholar who cares deeply about both of our countries and the important role they must
play in promoting development, peace, and harmony for the globe.

Scott Kennedy
He Fan
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1
Executive Summary

-

3. A seven-year roadmap should be developed to pave
the way for China to join the OECD by 2020. This
means both encouraging China to recognize the ben-

China to more constructively show leadership at mul-

but it also means giving China a voice in determining
the OECD’s mission and focus.

multilaterally – in ways that serve the world’s general needs. Achieving greater US-China cooperation
on global governance will not be easy because of the

gional arrangements currently under negotiation have
the potential for great good if they can point a path to

they also have the potential to cause harm if they drive
to constrain cooperation on global governance. The
world’s leading multilateral economic institutions

need to proceed with caution and greater transparency.

-

5. There needs to be an architecture created to man-

Our recommendations to address these issues include:

including resolving anti-trust concerns and questions
of national security. The dependence on domestic

1. We should recognize that whether China is recognized as a “developing country” is more of a political
issue than one that directly affects the substance of
negotiations or implementation of arrangements. Because China’s economic circumstances are changing

cial economic cooperation more challenging.

harmful than the one that preceded it. We need to develop standards and rules that balance the twin goals
2. The US-China Strategic and Economic Dialogue
needs to become more strategic by including the

tems. Possible solutions may include specifying rules
for capital account adjustments and having stricter

6

2
The Global Governance Deficit
and US-China Relations
prosperity so many enjoy and reduce the chances of
those in developing countries to move along a sustained upward trajectory.

holder.”1
courage China to both abide by its international comnurturing the very global institutions that have facilitated its growth and rise. But his well-intentioned

The State of Global Governance
state and non-state transnational actors. This broad

itself could be equated with good global governance.
suggest that both the United States and China need
state-based multilateral institutions such as the WTO
ernance comes in all shapes and sizes.2 Some are sovers are purely private in which members are individu-

emerging challenges.
The purpose of this report is to identify those

such as summit meetings and other negotiations as
well as the processes of using and implementing the
both countries and elsewhere to more constructively

that pertain to cross-border economic activity.
There are two other important misconceptions.
-

that serve the world’s general needs. We currently
areas there are very few clear rules and no established
world is in danger of drifting into establishing practices and architectures that could potentially undercountry follows one approach or another. The sec1
2

Robert B. Zoellick, “Remarks to the National Committee on US-China Relations,” New York City, September 21, 2005.
Jonathan G. S. Koppell, World Rule: Accountability, Legitimacy, and the Design of Global Governance (Chicago: University of Chicago Press, 2010).
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ond is that all global governance regimes uniformly
-

come to assume leadership positions in various bod-

ternational Telecommunication Union. China hosts a
substantial number of secretariats of both state-based
and non-state international economic organizations.
Although greater participation by China and

security.3 And “safeguard measures” allow countries
to protect domestic industry simply because it faces
less of whether unfair trade practices were used. Sim-

there are other trends of global governance that
-

then ensure that their implementation is also consisthat resort to protectionist measures were wideready amassed a great deal of intellectual property.
Chinese activism in global governance has
followed a relatively clear trajectory.4

legitimacy of the WTO.5

but primarily observed but did not participate much

year the political will of participants to reach a deal

came to be more active. The tipping point may have

may very well have been fatal. China’s leading WTO
entry negotiator Long Yongtu said at an October 2010
-

lateralism has just about completely stalled. The Doha

number of leading countries were invited to negotiate

yuanlai
-

jiao ‘jinbu’de xianzai jiao ‘rangbu’

could very well have been referring to their counter-

6

3

Those who worry that greater Chinese involvement in global regimes weakens the liberal international order begin with the assumption that the
international order is liberal. This is not uniformly the case. G. John Ikenberry, “The Rise of China, the United States, and the Future of the Liberal
International Order,” in David Shambaugh, ed., Tangled Titans: The United States and China (Lanham, MD: Rowman & Littlefield, 2013, pp. 53-73.
4
Chinese are very curious about the meaning of global governance. The most significant Chinese review of the Western literature on the topic is
Pang Zhongying, ed., World Politics – Views from China, No. 8: Global Governance (Beijing: New World Press, 2007).
5
Simon Evenett, Broken Promises: A G20 Summit Report by Global Trade Alert (London: CEPR 2009).
6
For excellent overviews of the challenges of multilateralism, see Alan S. Alexandroff, ed., Can the World Be Governed? Possibilities for Effective
Multilateralism (Ontario: Wilfrid Laurier University Press, 2008); and Alan S. Alexandroff and Andrew F. Cooper, eds., Rising States, Rising Institutions: Challenges for Global Governance (Waterloo, Ontario and Washington, DC: Center for International Governance Innovation, and Brookings
Institution Press, 2010).
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The second difference is their contrasting ap-

a genuine most-favored nation basis. The deals may

US has a philosophy of limited government intervention and has substantial systems in place to protect
vironment. Although China no longer has a planned

may be to distort trade and reduce the overall welfare.

the central and local governments intervene in mar-

and inconsistent “spaghetti bowl” is substantially re-

ing to determine what rules applied. The other direcopted by other East Asian developmental states in the
7

long period of time.

Tensions in American and Chinese Participation in
Global Governance
One would hope that the United States and China would be able to collaborate and address these prob-

Legislative branches of government often put for-

will be resolved in the short term. Deeper cooperation
try.” The implication from their perspective is that the
system’s current rules necessarily are more consistent
with the interests of the wealthier states who designed

These differences in economic and political
governance yield contrasting approaches to global
governance institutions. The US is deeply involved
in a wide variety of regimes that support a diverse
-

the same responsibilities as advanced industrialized
-

China primarily promotes the interests of industry
others see China as a rapidly rising country whose inmore comfortable in state-based institutions as opposed to private governance regime. On certain

player that gives China clout far beyond that described
by the term “developing country.”
7

For a persuasive argument that the United States, Great Britain and other Western countries have often relied on protection to achieve rapid
growth, see Ha-Joon Chang, Bad Samaritans: The Myth of Free Trade and the Secret History of Capitalism (New York: Bloomsbury Press, 2008).
8
For research that quantifies the limited involvement of Chinese NGO’s in global governance, see Hongying Wang and Erik French, “China’s Participation in Global Governance from a Comparative Perspective,” Asia Policy, No. 15 (January 2013), pp. 89-114.
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tion on global governance very challenging. Despite
-

state with state actors or by moving to a new state-

that grew out of the old ministry of metallurgy and
largely been in favor of the status quo or advocated
relatively minor reforms or revisions.
There is also good reason to either be less
concerned about these three sources of tensions or

over the chief role in the annual iron ore negotiations

China’s Export Similarity with Various Countries
coming years. Although many Chinese still cling to
creasingly see China as a “newly rising large power”
China’s part to shoulder broader responsibilities.

tiations on various issues are carried out point by
point and not in reference to how wealthy or poor
general principle of “common but differentiated reassert the US and other developed countries need to
ate response is to note that the original full phrase
is “common but differentiated responsibilities and
respective capabilities.10

increasingly coming into competition with American
the US and China is becoming increasingly similar;
this is partly the product of participating at different
-

of a changing situation is helpful to dissolving contrasting perceptions of identity.
Although Chinese companies are competing
with American industry at higher levels of value-

overlap is in electronics and telecommunications.
Complementary data on this competition comes

edly higher today.

9

The Potential Narrowing of Differences
The combination of differences over iden-

-

9

The Conference Board, “Chart of the Week,” September 28, 2012.
Article 3 of the UNFCCC states that “parties should protect the climate system for the benefit of future and present generations of human kind on
the basis of equity and in accordance with their common but differentiated responsibility and respective capabilities. Accordingly, developed countries should take the lead in combating climate change and the adverse effects thereof.” [United Nations. 1997, Kyoto Protocol to the United Nations
Framework Convention on Climate Change, Conference of the Parties on Its Third Session, FCCC/CP/1997/L.7/Add.1, December, 10th.]
10
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preciation that allowing more autonomy for industry

own involvement if the dialogues are going to build
personal trust and deeper mutual understanding.
Regional collaboration is also important. We

cil issued a new reform plan providing a roadmap to
here that the move toward binding regional economic
will become more comfortable in non-state instituto sovereignize private governance regimes.

previously covered by other arrangements. At the

Proposals for a Multi-Tiered System
The seriousness of the problems we face re-

and the negotiations are not made more transparent.
be made at the multilateral
would welcome a renewed commitment to the Doha
would suggest that a more important new initiative
be developing a roadmap for China to join the Organisation for Economic Co-operation and Development

simply by unilateral
on their own to get their respective domestic houses
in order. Beijing and Washington can reduce debt lev-

ing high standards of conduct in a wide variety of

-

technology. These areas of governance typically are

problems seem less intractable.
bilateral
coming a middle-income country by the middle of the
programs. The two countries seem about as entangled
as they could be.11
be more effective. One American participant to the
original Strategic Economic Dialogue told us that the
-

na to reconceive what the OECD’s mission is so that
organization.

or global governance are not on the agenda. We beAlthough there may be a greater role for their own

11

Weaving the Net: Conditional Engagement with China

11

3
Preserving the Multilateral Trading System
down of the multilateral trading system. The US and
China need to consider both their own short-term interests and the greater good that results through pro-

multilateral trading system is by far the most robust

both need to proceed with the utmost caution in how
-

most important change was to give the WTO mandatory dispute resolution authority. This small organization of less than 650 full-time staff has helped to promote liberalization and limit protectionism through
-

Bilateral Trade Governance: Remedying Trade
Remedies
ship at the bilateral level is in general relatively

based on the Dispute Settlement Understanding.12
portant regional trade arrangements as well as national laws and regulations regarding almost every aspect
of trade.
But this system is under immense stress. The
dispute resolution process at both the national and

industry and government continue to identify a large
number of tariff and non-tariff barriers to China’s
-

and the Buy America program.13
-

-

plosion of bilateral and regional trade arrangements.
These have the possibility of pushing boundaries of
subsidies typically have been managed through the
trade remedies procedures. China is the most common target of antidumping cases of any WTO mem12

WTO Annual Report 2012, p. 142.
For a broad critique of China’s tariff and non-tariff barriers, see James McGregor, No Ancient Wisdom, No Followers: The Challenges of Chinese
Authoritarian Capitalism (Westport, CT: Prospecta Press, 2012).
13

12
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The US and EU both have launched 109 cases against

Global Antidumping Cases: The Initiators

initiated 150 such cases.

Global Antidumping Cases: Targeted Countries

Source: WTO Antidumping Database

Although this is a substantial number of cas-

-

Source: WTO Antidumping Database

Although China for many years was simply

criticized by foreign parties or it initiates steep pen-

initiator of antidumping cases itself. China’s domes-

relatively low. This is often the result of counterlobbying in the cases by the Chinese downstream
companies who depend on these imports. This re-

China’s cases have been directed at American com-

provision giving Chinese authorities the latitude to
modify or cancel trade penalties if doing so would
hurt other sectors of the economy.
The number of cases and amount of effected
trade is somewhat troubling. But more disconcerting

The majority of cases have been initiated by China’s

-

13
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-

some US products.
There needs to be substantial reform of trade
remedies rules. Standards of proof of dumping and

based on criteria developed by the Commerce Depart-

14

relevant only for trade remedy cases. Since China’s

distortions into trade as they claim they are eliminating. China has “learned” these rules well and is now

who accuse China of dumping products abroad often

methodology.

antidumping regime as a whole and out of principle
foreswore bringing cases itself. We also would hope
that the US and China would show more restraint in
-

ber 2016. The result is that in most antidumping cases

dence in the system.
tariff penalties. Although there certainly are distortions that affect the price of products in the Chinese
tions are often not resolvable by using bilateral or

become divorced from China’s actual economic environment and is essentially a convenient tool to damp-

relief to be provided through legal channels. Although
to persuade its trading partners to recognize it as a
an even smaller percentage of the total antidumping
also end up being the target of such tools.
China would have to wait until 2016 to have this apcussion that the United States and perhaps others will

The WTO: Protect the World’s Top Organization

The other “innovation” in trade remedies cases is the simultaneous institution of both antidumping

China has become a “normal” member of the system;

far has launched over a dozen such “double remedy”

to fall within the range of standard practice.
-

14

Zhao Shuang and Scott Kennedy, China’s Frustrating Pursuit of Market Economy Status: Implications for China and the World,” in Scott Kennedy
and Shuaihua Cheng, eds., From Rule Takers to Rule Makers: The Growing Role of Chinese in Global Governance (Bloomington, Indiana and Geneva,
Switzerland: Research Center for Chinese Politics & Business and International Centre for Trade and Sustainable Development, 2012), pp. 63-70.
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has the capacity to manage these cases.
of the cases when it has been the complaining party.
declined continuously. And as developing countries
-

domestic laws and regulations to come into compli-

a settlement was reached that provided commercial

tiations nothing is agreed until everything is agreed.
Blame for the collapse of negotiations in the summer

China’s WTO Scoreboard

US were not blameless. China could have tried to
offered more concessions on agricultural subsidie.15
But the real challenge is simply that the shape of the
negotiating table has fundamentally changed.

-

Source: World Trade Organization

is to reform the WTO rules to put aside the “single

“scoreboard” is based on our own reading of the WTO deci-

16

determine who won and lost.

Each option has strengths and

The cases have contributed to governance
simply needs to record a negotiation victory to renew

against China concern elements of its industrial pol-

have served to clarify the boundaries of what is and is
-

the US and China could agree on which of the seven

permissibility of trade remedies tools. Such cases are
broader questions of the WTO’s future.
it does concern one of the most obvious areas of poRegionalism: Proceed with Caution!
pect. We believe the WTO dispute settlement system

would not be in favor of most regional binding free-

15

Paul Blustein, Misadventures of the Most Favored Nations: Clashing Egos, Inflated Ambitions, and the Great Shambles of the World Trade System
(New York: PublicAffairs, 2009).
16
Kent Jones, The Doha Blues: Institutional Crisis and Reform in the WTO (Oxford: Oxford University Press, 2010).

15

3 | Preserving the Multilateral Trading System
We offer several modest suggestions:
that the proliferation of such agreements creates a
1. The substance of all of the negotiations need to be
17

distort trade as to create it.

But we are not in a peropen to outsiders the better it will be for the legiti-

and most of the world’s trade is subject to one or more
of these arrangements. The loss of momentum in the
US and other TPP participants could create a mecha-

-

is done in WTO disputes.

economic interaction are substantial.
There is certainly potential for the TPP to provide a window to the future of global economic gov-

3. There should be thought out in advances modalities for facilitating harmonization in the future. This

tional Security Advisor Tom Donilon has called the
TPP the most important negotiations the US is pres-

tain elements.

-

substantial negative consequences. There may be elements of an agreement that may not be in the public
interest; there has been much discussion over whethcal companies is the best public policy choice to be
tions has led those outside the process to assume the

told us during one of our meetings that we “need to
regional arrangements. We encourage simultaneous
ments too hastily without considering both the potential positive and negative consequences.

negotiations may result in it being outside the deal.
discussion are particularly politically sensitive for it.
eventually induce China to move in ways consistent

both economic and political tensions.

by which the TPP and other arrangements are negotiated is just as important as the substance of the issues.

17

Jagdish Bhagwati, Termites in the Trading System: How Preferential Agreements Undermine Free Trade (New York: Oxford University Press, 2008).

16

4
Developing an Architecture to
Govern Foreign Investment
Exchanging Blame
economists long ago realized the importance of inthat we have witnessed in the last three decades also
highlights the importance of investment. Travelling

-

dits blamed high saving in the surplus countries or
-

countries slowed down the pace of investing in developing countries and hurt their growth even more. The

sectors.

doing so wisely.
ing international rules on global investment becomes

China is the largest foreign holder of US Trea-

where you can see that the US and China are rapidly
changing their roles. Once a major recipient for forest in investing overseas. One favorite destination for
Chinese investors is the United States. China is also

America’s foreign-owned Treasury bills. China’s di-

19

for two stars? Will China and the US collaborate to
put in place the cornerstone of the architecture for
global investment?

18

portant issues in bilateral negotiations where the two
countries have their own areas of dissatisfaction. 20

Data on China’s ODI is from the PRC Ministry of Commerce. US data is from the US Commerce Department’s Bureau of Economic Analysis.

PRC Ministry of Commerce.
The best primer on the state of Chinese investment in the United States is Daniel H. Rosen and Thilo Hanemann, An American Open Door? Maximizing the Benefits of Chinese Foreign Direct Investment, Special Report for the Center on US-China Relations of the Asia Society and the Kissinger
Institute on China and the United States of the Woodrow Wilson International Center for Scholars, May 2011.
19
20

17
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Surging Chinese investments have aroused
number of jobs associated with majority Chineseowned subsidiaries in the US grew from fewer than
22

looms over the Sino-US investment relationship.

21

-

to stimulate innovations in the US. Even though the

after a negative recommendation by the Committee
China’s investment environment either. They appeal
to Chinese authorities to strengthen foreign inves-

was required to abandon a wind farm project near a
military base in Oregon and divest all of its related
assets.
-

rights and enforcement of the rule of law. They also
complain about pressures to transfer technology that
23

cousins in other countries have continued to push for

-

outright off limits to foreign industry. Beyond this

result is a growing perception in China that the US
does not welcome Chinese investment.

services and some monopoly sectors. US companies
-

among Chinese companies is not in line with the
portray of the US as an open and fair investment des-

competition environment with SOEs and other foreign companies.

-

-

This case’s effect was somewhat muted by CNOOC’s acquisition of the Canadian oil firm Nexen, which was approved by US authorities this past
February.
22
Thilo Hanemann, “The employment impacts of Chinese investment in the United States,” East Asia Forum, October 30, 2012.
23
AmCham China, American Business in China: 2012 White Paper (Beijing, 2012). Also see European Chamber, European Business in China Position Paper 2012/2013 (Beijing, 2012).
21

18
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tors are not discriminatory since they apply to inves-

-

to Chinese domestic private players. The promotion
months in Beijing and Washington.. The negotiations
economic reforms and China’s economic success has
largely relied on its outward orientation and foreign
ity of foreign investment rather than sheer quantity
and prioritizing technological development together
with environment friendly activities. Apart from any

round held in Beijing in October 2012.
There are several sources of disagreement in

to pre-establishment national treatment for investments and thereby narrow the scope for considerations of industrial policy or national security goals;

as more competitive rivals from other countries and
local Chinese enterprises as well as soaring labor and
for some US companies.

-

Bilateral Disputes and a Bilateral Investment Treaty
China and the US each share responsibility

and regulations;
-

process of screening for national security concerns
is increasingly under threat of being politicized. And
although it is understandable that the process must be

tion is governed by the Convention on Settlement of

pression that the process is being manipulated by the
US business competitors of Chinese or that broad
security concerns about China overly color analysis
of Chinese investment in the United States should be
assessed objectively based on facts rather than fear.
Chinese investors should also be introspective. Statevate enterprises suffer from nontransparent corporate
-

largely on protecting investment assets and dispute
settlement.24
clearing up all of these divisions since some can be
25

Chinese regulators and enterprise management will

China’s approach, consistent with BITs adopted by European countries, is known as the “admission model,” and the US approach is known as
the “preestablishment model.” Axel Berger, “The Politics of China’s Investment Treaty-Making Program,” in Tomer Broude, March L. Busch, and
Amelia Porges, eds., The Politics of International Economic Law (Cambridge University Press, 2011), pp. 162-185. As of the end of 2011, there were
2,833 BITS worldwide. UNCTAD, World Investment Report 2012, p. xx.
25
The US State Department has placed online a copy of a model bilateral investment treaty that reflects American preferences on each of these
issues, available at http://www.state.gov/documents/organization/188371.pdf.
24

19
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the negotiations per se are helpful in promoting a
healthy Sino-US investment environment. Bilateral26

tive role in promoting stability and prosperity for the

-

Another necessary action is to simplify the visa proage the cooperation and communication among local

them a new way to prosperity.
ment should not be ignored. China has invested in
-

A Global Perspective: Cooperation and Competition
Sino-US cooperation and competition over
the governance of international investment is not just

investment in these “unstable” countries were about
27
Brutal competition among overseas Chinese companies and the environmental pressures and labor practices they bring
to the host countries are all the challenges for which
China needs to come up with solutions.
China is active in participating in regional
At the policy

-

multinational operations.
focused on constructing and connecting infrastrucChina’s Outward Direct Investment Flows 1982-2012
ing in emerging countries. Whether China and the
US will become friends or foes when both are investing in Asia is still not clear. But to avoid the clash

organizations such as APEC. The TPP may become
another platform for cooperation related to invest-

with the US and other parties better informing China
about the substance of the negotiations.

vestment from China.

presents both challenges and opportunities for US
interests. The emergence of overseas Chinese multinationals enhances competition for scarce global

ing global economy. When investment from the developed world withdrew in some countries because

-

Source: UNCTAD
We identify Afghanistan, Sudan, Venezuela, Iran, North Korea, Iraq and Libya as “unstable” countries. Source: MOFCOM, China
28
The main destination of China’s investment is Hong Kong, which makes up 48% of the total. Source: MOFCOM
26
27
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the appropriate standards and procedures by which
target countries should measure the national security

issue is about diplomatic controversies - China might
invest in countries that are not supported by the US

cases vulnerable to immense political pressure and
inconsistent treatment across jurisdictions. China
brings dividends for American business. Chinese
overcome challenges through compromise in order to
build a global governance regime for international investment that is in the interests of all parties.
The most practical way of fostering coopera-

transform their business model or attempt to upgrade
their technology. Chinese are also interested in sharnese companies operating overseas may invite their
foreign partners to collaborate with them in China’s

showcase the willingness of both parties to collabo-

tional investment environment and strengthening investor protections are certainly central to the future
of international investment rules. Both China and

needs to be regularly highlighted just as much as
the obstacles and problem cases. The U.S and China
-

in international investment. There is the WTO in insive and binding international investment agreement
supported by a similar institution has been created.
A possible reason is because traditionally the major
investors have been from developed economies and
the current international standards regarding overity and suited to their interests. But the international
investment landscape has changed with increasingly

complete rules regarding the conduct of sovereign
wealth funds. But more ambitious goals cannot be
should be the leaders in pushing for a multilateral
-

only recipients of investment but as sources of investment as well.
ism and creating a new regulatory investment should
and OECD have discussed creating multilateral in-
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about 1.4 million jobs may disappear in a couple of
years because of “Chinese mercantilism.”29

to the economic development of emerging economies
and sustaining growth for advanced industrialized
-

30

-

They do not believe there is any convincing evidence

in nominal terms against the US dollar between mid-

but it is somewhat more developed than in the invest-

Politics shows that the income elasticity of China’s
the coming years.

31

Moving Beyond the RMB Exchange Rate Debate
Some American politicians always want to
name and shame China as a currency manipulator.

Trade statistics

and nearly all of its trade surplus. There is ongoing
-

Paul Krugman, “Chinese New Year,” New York Times, December 31, 2009.
C. Fred Bergsten, “Correcting the Chinese Exchange Rate”, Testimony for the Hearing on China’s Exchange Rate Policy, Committee on Ways and
Means, US House of Representatives, September 15, 2010.
31
Qingyi Su, Zhizhong Yao and Feng Tian, “Income and Price Elasticities of China’s Exports,” China & World Economy, Vol. 21, No. 1, pp. 91, 106, 2013.
29
30
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trade surplus from processing trade is rather limited.32
cans have complained about China’s restrictions on
appreciation in real terms is even more since China’s
change rate is moving close to its equilibrium level.

-

-

Current Account Balance (% of GDP)
companies will inevitably grow.
complain more loudly about the negative spillover of

-

increasingly focused on more practical issues rather than the highly politicized currency debate. The
American Chamber of Commerce in China came out
-

China. As a rapidly growing importer of major metal

services industry. According to China’s WTO com-

concern for China. There is some evidence that effectiveness of China’s capital control has been on the
decline.33
-

impact of quantitative easing on world commodity

progress on this front has not been smooth. The US
and others have raised issues about China’s regula-

Hong P, Vos R and Yao K, “How China Could Contribute to a Benign Global Rebalancing,” China & World Economy, Vol. 16, No. 5, (2008), pp.
35-50; and Yuqing Xing, “Processing Trade, Exchange Rates and China’s Bilateral Trade Balances.”,GRIPS Discussion Paper 10-30, January 2011.
33
Guonan Ma and R. McCauley, “Do China’s Capital Controls still Bind? Implications for Monetary Autonomy and Capital Liberalization,” BIS
Working Papers No. 233 (August 2007); Yongding Yu, “Managing Capital Flows: The Case of China,” Research Center for International Finance,
Institute of World Economics and Politics, CASS, Working Paper No. 0816, September 2008; Yongzhong Wang, “An Estimation of the Effectiveness of China’s Capital Controls and Sterilizations,” Institute of World Economics and Politics, International Trade and Investment Series, Working Paper No. 09008, November 10, 2009.
32
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instability and welfare losses for China.35
Some American scholars have been quite
-

-

of the US government seems to be benign neglect.36

dialogue at the bilateral and multilateral levels once

become a core currency in the international monetary
liberalization of China’s capital account liberalization.

RMB Internationalization

-

celerated rather than restrained the accumulation of
-

Asian Monetary Cooperation
-

debt crisis. China has been actively engaged in the East
Asian monetary cooperation by promoting the multi-

economic impetus for further development. To deepen
considered include: boosting regional infrastructure

Sum bonds has caused the opposite to occur.34

-

-

has not moved forward with new reforms to domestic

He, et al., “Hong Kong’s Offshore Renminbi Market: Situation, Prospects, Problems and Risks,” International Economic Review, No. 3 (2011).
Yongding Yu, “Roadmap of RMB Internationalization Revisited,” Institute of World Economics and Politics, CASS, Financial Review Series, No.
2011036 (June 21, 2011); and Ming Zhang, “RMB Internationalization: The Onshore and Offshore Perspectives,” Research Center for International Finance, Institute of World Economics and Politics, CASS, Working Paper No. 2011-W09 (June 29, 2011); and Bin Zhang, “Sequencing of
China’s External Financial Polices - An Analysis Based on the External Balance Sheet,” International Economic Review, No. 2 (2011).
36
Barry Eichengreen, “The Renminbi as an International Currency,” January 2010, available online at: http://emlab.berkeley.edu/~eichengr/
renminbi_international_1-2011.pdf; Jeffrey Frankel, “Historical Precedents for Internationalization of the RMB,” Council on Foreign Relations,
November 2011; and Arvind Subramanian, “Renminbi Rules: The Conditional Imminence of the Reserve Currency Transition,” Peterson Institute
for International Economics, September 2011.
34
35
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Americans’ attitude toward Asian monetary
proposal of an Asian monetary fund after the East
With the deepening of global economic and
going attitude toward Asian monetary cooperation as
long as it does not pose direct threat to the American’s
interests. China is also actively pursuing regional collaboration among developing countries. The creation

tion between China and the US in several important
areas can serve their own interests and promote global
nance must address at least three critical issues:

for emerging economies to collaborate. Some in the
US may be suspicious about the intent and functions
greater consultation and dialogue are needed.

1. Who provides public goods?
can be considered as the “global lender of last resort.”

Reform of the International Financial System

a more effective supplier of global public goods. China
and the US have reached certain consensus on reform-

quotas and governance reforms will not only double
the total quotas but realign the quota shares to better

2. Specify the rules for current account adjustments.
misallocation of resources and carry with them hidden
threshold for current account imbalances. Whether or

na shares common interest with other emerging large
economies in supporting the reform. The US also sup-

to correct global imbalances. This means addressing
the bilateral imbalance and helping the US reduce its

-

-

ing the current international monetary system.
The Achilles heel of current international
3.
portant role in setting the rules of the game for international trade. But when it comes to the international

there was no presumption that full liberalization
was an appropriate goal for all countries at all times.
Although there now appears to be a consensus on this

cial regulatory reform has been a hot topic since the

be what happens if the economies move further to-

concern within developing countries on the question of
the US dollar’s role as a global currency and on capi-
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