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President Trump has voiced concern that a strong Dollar is damaging US 
competitiveness. Of course, exchange rates do matter for trade, and the US' non-oil 
trade balance has deteriorated sharply since the Dollar began to climb in 2014. So 
it’s no surprise that Trump’s laser focus on the US trade deficit would end up targeting 
Dollar strength—and that currency would become another front in the US-China 
trade war. Whether the US should, could, and would begin to proactively manage 
the Dollar, and whether these actions—or further trade war escalation—could lead 
to a global “currency war” is Top of Mind. We get perspectives from the Peterson 
Institute’s Joseph Gagnon and the Council on Foreign Relations’ Brad Setser; both 

believe that Dollar strength and the associated US trade deficit are cause for concern, but see low odds of US FX 
intervention that triggers a currency war (we agree). But given that China has been managing the Yuan stronger than 
it otherwise would be, trade war escalation that motivates a sharp CNY depreciation could be such a trigger.

The complexity for the US is that the more the US 
intensifies the trade war, the more pressure there is for a 
weaker Yuan. And the challenge for the world is that if 
China tries to offset weak trade with the US with a 
weaker Yuan, that puts more pressure on other 
economies to depreciate their currencies in order to 
avoid losing out to China.      

    - Brad Setser

“

I worry that currency manipulation will be a problem in 
the next recession...That’s because most advanced 
economies will likely be at or close to the zero bound... 
At the same time, expansionary fiscal policy will likely 
face political obstacles. So currency manipulation may be 
the easiest way to fight a recession... I think the US 
should take a more proactive role in managing the Dollar, 
especially to counteract foreign currency manipulation.”  

- Joseph Gagnon
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Stronger Dollar, larger deficit 
Nom. FRB broad USD TWI (Jan '06=100); US non-oil trade balance, $bn (rhs) 
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Conflict up, Dollar down 
US effective tariff rate (Customs Duties/Imports), %; Real USD TWI (rhs), index 
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Concerning (non-oil) trend 
US net exports*, % of GDP 
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China’s “countercyclical factor” and capital flow measures 

generally coordinated  

Countercyclical factor, 5dma*; capital outflow tightening measures**; 

USD/CNY (rhs) 
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Breaking down manipulator status 
Legal framework and consequences of US “currency manipulator” designation  
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https://research.gs.com/content/research/en/reports/2018/09/13/9174a540-4da4-402b-a36b-a7b61f6988fb.pdf
https://360.gs.com/gs/portal/?st=1&action=action.binary&d=23423230&fn=/document.pdf
https://research.gs.com/content/research/en/reports/2018/08/09/c66b12eb-0c55-4270-b7f7-af6cbf8bd0b7.pdf
https://360.gs.com/gs/portal/?st=1&action=action.binary&d=23197239&fn=/document.pdf
https://research.gs.com/content/research/en/reports/2018/07/10/62e96ddc-43fd-4bb6-8f2a-309617fbed97.pdf
https://360.gs.com/gs/portal/?st=1&action=action.binary&d=22957554&fn=/document.pdfhttps://360.gs.com/gs/portal/?st=1&action=action.binary&d=22909043&fn=/document.pdf
https://research.gs.com/content/research/en/reports/2018/06/12/05c4d08c-4109-4f47-a79e-582816c1354c.pdf
https://360.gs.com/gs/portal/?st=1&action=action.binary&d=22909043&fn=/document.pdf
https://research.gs.com/content/research/en/reports/2018/04/26/f0da881b-9273-4120-b74e-a161eb25d25e.pdf
https://360.gs.com/gs/portal/?st=1&action=action.binary&d=22823448&fn=/document.pdf
https://research.gs.com/content/research/en/reports/2018/03/28/fe2f67f9-ae9e-4db9-ba3f-14835f611db2.pdf
https://360.gs.com/gs/portal/?st=1&action=action.binary&d=22614377&fn=/document.pdf


Disclosure Appendix 

’

https://www.goldmansachs.com/disclosures/australia-new-zealand/index.html
https://www.gs.com/worldwide/brazil/area/gir/index.html
https://www.goldmansachs.com/disclosures/australia-new-zealand/index.html
https://www.goldmansachs.com/disclosures/australia-new-zealand/index.html
https://www.gs.com/disclosures/europeanpolicy.html


’

’

https://www.sipc.org/
https://www.theocc.com/about/publications/character-risks.jsp
https://www.fiadocumentation.org/fia/regulatory-disclosures_1/fia-uniform-futures-and-options-on-futures-risk-disclosures-booklet-pdf-version-2018
https://www.fiadocumentation.org/fia/regulatory-disclosures_1/fia-uniform-futures-and-options-on-futures-risk-disclosures-booklet-pdf-version-2018
https://research.gs.com/
https://www.gs.com/research/hedge.html


 
 




