The Cycle of
Codependency

China pegs
the yuan at a

Cheap yuan make
U.S. industries

that produce

anywhere but
China less
competitive

discount to the
U.S. dollar
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Manufactured
goods from China
cost less

Depressed yuan
leads to a dollar
that is lower
against other

currencies, such as

the euro
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A cheaper dollar As the dollar gets
makes foreign cheaper, foreign
travel for firms will invest
Americans more more in the U.S.
expensive (except
to China)

U.S. bargaining
power would
diminish
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If the U.S. dollar
sinks too low,
it could lose its
privileged role as
the world's reserv
currency, possibly
raising the cost
and risks of doing
business with
American firms
over the long haul
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U.S. factories hawv:
to compete agains
less expensive
Chinese goods

To compete against
low-cost Chinese
manufacturing, U.S.
firms turn to
greater automation,
improving
productivity
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U.S. businesses
that manufacture
or source goods in
China can profit
from cheap
supply chains

Prices of finished
goods in the U.S.
decline

U.S. consumers get
more bargains

Cheaper prices
induce more buying

Displaced
American workers
have difficulty
finding jobs
comparable in
pay to those
they lost
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Cheap computers High volume of
and other infor- sales of goods to
mation devices, U.S. buyers boost:

now made in China, China’s dollar
allow U.S. reserves

businesses to
streamline and
automate

China pursues
more U.S. bonds
and other debt

Manufacturing
workers lose
their jobs
U.S. interest rates
decline or stay low
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Increased deman
for finished goods
from China drives
up the prices for
commodities
{metals, plastics,
fibers)

Cheap money
allows the U.S.
government to
deficit-spend

Low rates make
it easier for
businesses to

[ borrow and grow
Low interest rates

encourage U.S.
consumer spending
and debt, and

discourage savings Increased spending

by businesses
increases the
demand for the

Consumer debt
rises

services of small
and entrepreneurial
firms that provide
business services
and products

Chinese banks also
keep rates low,
propelling China’s
dangerously fast
and loose industrial
development—Ilead-
ing to overcapacity
in nearly everything
its industries
manufacture
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