US – China Financial Relations

1. How did the US system of political economy of the past 30 years relate to China’s economic success? What is a current account deficit and why does it matter?  Hw has the US been able to cover its persistent CA deficit with its own money?

2. How did this system affect the financial relations between the US and China?

3. Why weren’t US government officials worried about this?  Hands-off pro-market ideology?

4. How did Fed and Chinese over stimulate the US economy?

5. What is the connection between Chinese finance and US debt and US savings?

6. Did the US use all the Chinese money wisely?  Aren’t mega-mansions just as good as schools?

7. How did Chinese financial policies disguise the bankruptcy of the US? In 8 years, the size of the foreign cache of dollars grew from $200 B to $2T.

8. Is punishing China the best answer or fixing US competitiveness?

9. What options did the Obama Administration have for dealing with the combination of huge debt and economic collapse?

10. What are the risks of China causing a collapse of the US dollar by selling its US assets?  Does China have other options besides just selling US securities?

11. How do we evaluate the exchange of US dollars for high levels of consumer goods and have the dollars recycled into US debt?  We get national debt for consumer goods that quickly depreciate in value?

12. By contrast, evaluate the deal from the Chinese perspective: exchange goods made in China for dollars and debt paying interest.  Increase manufacturing capabilities and get paid by the US for doing it.  Manufacturing assets plus cash.

13. What is a sovereign wealth fund?  How does this allow the Chinese to recycle its huge reserves into long term assets?  So the Chinese can now use the money we paid them for consumer goods and for which we now continue to owe more debt, to purchase the best assets in the US and in the rich nations of the world?  Chinese purchase control of US banks?  Who else besides the Chinese have an SWF?

14. What are the other major new players in global finance with the resources to affect global markets?  Describe these new operators – where do their funds come from?  How does the financial crisis show a rise in the power and importance of new players and a decline in the power and importance of US financial institutions?

15. Does the US have any good options for reducing its trade deficit with China?

