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Capital Flow Bias and Sino-US Trade Imbalance Under
The Unequal International Monetary System

Yang Chao (Chinese Academy of Social Sciences)

Abstract Sino-US trade imbalance is a key issue affecting relations between the two major powers and
China's higher standard opening up. Investigating its causes holds theoretical and practical significance. Un-
der the unequal international monetary system, excessive capital flows towards central countries may lead to
imbalances in the real economy and also cause trade imbalances between China and the United States. How-
ever, this structural factor has not received sufficient attention. Since the U.S. dollar became one of the inter-
national reserve currencies, cross-border capital inflows have kept the U.S. current account and trade account
in deficit, resulting in trade imbalances with its trade partners. Non-tariff factors play a crucial role in trans-
mitting the U.S. trade deficit, in particular, the larger the scale of capital output by trade partners to the U.S.
is, with higher participation in the global value chain and larger manufacturing scale, the greater the trade im-
balance with the U.S. will become. If the international monetary system continues to be based on the U.S. dol-
lar, the U.S. foreign trade will continue to maintain a deficit and transmit it to its trade partners. This phenom-
enon is currently reflected in the Sino-US trade imbalance and may also appear in bilateral trade between the
U.S. and other economies in the future. When it is difficult to balance the U.S. trade balance while maintain-
ing the international reserve status of the dollar, a resort to trade disputes is not a feasible way to address bilat-
eral trade imbalances. Promoting the internationalization of the Renminbi and advancing the high-quality de-
velopment of China's financial markets can reduce dependence on the dollar system, thereby helping to nar-
row the trade imbalance between China and the United States.

Key words Sino-US trade imbalance; U.S. trade deficit; international monetary system; cross-border

capital
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