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Once again China’s exports have exceeded American shipments for the second quarter of 2006. The main reason for the trade deficit is China’s currency, the renminbi, is undervalued. Continued failure to correct the currency misalignments could have a devastating impact on the global trading system. 
Long term global imbalances would impact the U.S dramatically. The United States would have to raise enough capital from its international partners to cover the current account deficit (‘$7 billion). In addition, the dollar would be undervalued and in turn push–up interest rates affecting the equity markets.  

China has become the second largest surplus country in the world, slightly behind Japan and far ahead of all others. Its foreign exchange reserves have recently passed Japan’s to become the largest in the world and will probably reach $1 trillion by the end of 2006 (compared with $38 billion for the United States).  By keeping its own currency undervalued, China has also deterred most other Asian countries, from Japan to India, from letting their currencies rise against the dollar for fear of losing competitive position against China. Therefore, China’s currency policy has taken nearly all of Asia out of the international adjustment process.  This poses a critical problem as Asia accounts for about half the global surpluses (that are the counterparts of the US current account deficit), has accumulated the great bulk of the increase in global reserves in recent years, enjoys the world’s fastest rates of economic growth so they can afford trade adjustment better than other regions, and is essential to the needed correction of the exchange rate of the dollar as it constitutes roughly 40 percent of the dollar’s trade-weighted index.

While a substantial increase in the value of the renminbi is essential to reduce imbalances, China has blocked any significant rise by intervening massively in the foreign exchange markets, buying $15 billion to $20 billion per month for several years to keep market pressures from pushing its currency up. China has manipulated its own currency, imposed high tariffs on American auto parts and has widespread copyright piracy of American products. With these three violations alone, the U.S should file a case against China, using Section 301- Unfair Trade Practices.  
Section 301 - Unfair Foreign Trade Practices of 1974 “gives the President the authority to retaliate (with selected protection) against any country found to maintain unfair, unreasonable, or discriminatory practices that restrict US exports to their markets. Petitions can be filed by domestic interest groups, and are then investigated by the US Trade Representative's (USTR) office.”  Most Section 301 cases have resulted in a negotiated settlement, sometimes on the day the deadline for retaliatory action is reached. This section of US trade law is sometimes referred to as the "crowbar” approach to trade liberalization.” 
A retaliatory approach by the U.S can result in a dramatic impact on global trading system, by forcing China to adjust their exchange rate. If China doesn’t comply by adjusting their exchange rate, tariffs should be imposed along with the possibility of expelling them from the WTO. 

