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The House and China: A Squeak, not a Roar

Nicholas R. Lardy says the House of Representatives’ bill to impose tariffs on China over the currency issue is unlikely
to pass the Senate and would have minimal effects if it did.
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The House of Representatives, in one of its last acts before recessing, passed legislation to
punish China over its failure to let its currency appreciate. Nicholas Lardy, senior fellow
at the Peterson Institute, is here to talk about that bill and its prospects. This is Steve

Weisman. Thanks, Nick.
Thank you, Steve.
What would this bill do?

When a case comes before the Commerce Department of an import causing damage

to a US company or US industry or the workers in an industry, and were going to
impose tariffs on that product, the bill would allow those tariffs to be even higher. In
addition to whatever other factors might be taken into account, the [department] would
also take into account the degree of undervaluation of the currency. So if the degree of
undervaluation was 15 percent, the tariff wouldn't just be going up by whatever subsidy
there was. It would also add on the degree to which the Chinese currency is judged to be
undervalued.

But would the action or the threshold for action have to include other factors besides
currency, would they have to prove those first?

Yes, they have to prove those first. This will not apply to all products. The [aggrieved
party has] to show entry or the threat of entry. Then the bill tells the Commerce
Department that they also need to take into account whether or not the currency is
undervalued, as long as the currency is undervalued by at least 5 percent. If it’s below 5
percent, there’ll be no additional penalty.

Some of the news accounts suggested that it was more sweeping than that. What's the
effect if the legislation becomes law?

I think it’s likely to be relatively small. This has to be taken up on a product-by-product
basis. Typically these cases cover a few hundred million dollars worth of products, which
may sound like a large amount. But before the global and economic financial crisis,
China’s exports were 1.4 trillion US dollars and even their exports to the United States
are hundreds of billions of dollars. So, this is a very piecemeal approach, and it’s very
time consuming prosecuting one of these cases through the Commerce Department. It
frequently takes up to a year. Some people have the impression that these tariffs are going
to be applied across the board, and that it’s going to start the date that the legislation
becomes law, if it were to become law. Nothing really could be farther from the truth.
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Not to be overly cynical, but do you think it was the intention of the sponsors to have a
limited impact?

I do believe, and some of the sponsors have said as much, that they think the main
contribution that they’re making is to give the executive branch, the president, [Treasury]
Secretary [Timothy] Geithner, more leverage in their negotiation with the Chinese—
that they [the Congress] are essentially playing good cop, bad cop. With the executive
branch telling the Chinese they need to have fast appreciation otherwise very draconian
measures might be put into effect by the Congress.

The Obama administration and before that the Bush administration have told the
Chinese, “You better act or Congress will force our hands.” Is that what’s going on here?

Certainly to some extent. Your question really suggests what I believe. I don't think this is
likely to really put much pressure on the Chinese. We've been through this game. We've
played the same game over and over. The Chinese have learned that, you know, the bad
cop isn't quite as powerful as he looks. I'm not sure this really adds all that much leverage
to the negotiating that’s been done by or will be done by the Treasury for example.

We've seen China retaliate on other trade actions in recent weeks and months. Are they
likely to dismiss this as insignificant or symbolic?

I think the verbal response to the Chinese would be [at a] very high level, but I dont
think they’re going to do any retaliation at this point. I think their assessment probably
is that it is not likely to become law. If it were to become law, then I think the chance of
some retaliation by the Chinese would be very high. It might be very overt, it might be
more subtle. But I think they would ensure that if we're going to impose a cost on them,
they will find a way to impose a cost on us.

What are the chances of this becoming law this year?

I think quite small. The Senate is not obviously taking up the bill before the recess.
Whether they can squeeze it in to their lame duck session after the election is highly
uncertain. They have to deal with a very controversial question about what to do
about the taxes, whether to extend the Bush tax cuts or not. That will be a very, very
contentious issue and absorb a lot of time. So I'm not sure how high this is on the
agenda in the Senate—not as high obviously as in the House.

The Senate is upset about China but they have a different approach.

Senators [Charles] Schumer and [Lindsey] Graham have introduced legislation in the
Senate for many years dealing with this issue. It’s never come for a vote. There is another
issue in the Senate and that is there has been a jurisdictional dispute.

Between the Senate Banking Committee and Senate Finance Committee.

Right, and each committee insisting that any legislation has to go through their

committee. That leaves the democratic leader Senator [Harry] Reid in a very difficult
spot. He doesn’t want to bring it to a vote before this jurisdictional dispute has been
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settled and that has not happened, as far as I know. So I'm very, very skeptical that the
Senate would actually deal with this question this year.

It was interesting that there [was] such bipartisan support for this legislation in the
House. Do you think the Chinese are interested that both Republicans and Democrats
are upset about this issue?

They might be. But on the other hand, they’re also likely to be thinking that many
members of the House regard that this is more or less a free vote since their judgment
probably was that [the] Senate was unlikely to act on it. Even if they didn’t think it was
such a good idea, they could vote in favor of sending a message to the Chinese that their
currency policy needs to change without any real risk that the bill would become law.
That might temper the Chinese assessment of the margin.

Thanks very much, Nick.

Thank you, Steve.





