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I. Introduction 

Currency manipulation is an 
issue that is extremely relevant today 
and is widely discussed throughout the 
economic community and the world as a 
whole. Currency manipulation or, 
currency intervention is when a central 
bank or government buys or sells their 
currency in exchange for foreign 
currency in order to impact trade and 
exchange rates. There are three main 
reasons nations may choose to 
manipulate a currency: to sustain 
financial stability, control inflation 
or/and to maintain international 
competitiveness. Today, when a nation 
chooses to manipulate their currency it 
is done in order to reduce the power of said currency in order to encourage nations to continue buying 
its goods.  

It is important to note that the value of a currency is determined by demand for it; if there is a 
higher demand of a currency, it will appreciate and if there is less demand for a currency, it will 
depreciate. This means that if a country is a major exporter it will see a great increase on the demand 
of its currency since nations will be buying goods from it thus, increasing the power of the currency 
and making it more expensive to import from said nation. This is why countries manipulate their 
currency, in order to keep their currency at an artificially low level to incentivise nations to keep 
importing goods for a cheaper price, because as a good is cheaper it will see an increase in demand.  

II. Focused Overview of the Issue 

1) The Start of Currency Manipulation 

Currency manipulation first began in the Cold War-era of the in the United States when 
exchange rates were based on the value of gold. As the United States realized that basing currency on 
gold was not a reliable source the only way for the nation to change how their currency was 
determined was to manipulate it. Other nations followed suit, there's only one way to determine the 
true value of each currency, by letting all currencies float; this means to let the value of a currency be 
determined by its natural supply and demand. The power of demand and the invisible hand then 
determined the value of global currencies. Currency manipulation then involved in a weapon nations 
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can use to give themselves an advantage when it comes to international trade and international 
competitiveness.  

2) Reasons for Manipulating Currency 

a) Controlling inflation 

Currency manipulation is quite a realistic solution to nations struggling with inflation. A 
modern day example of this is the Swiss franc. In 2007 the franc greatly appreciate causing 
stagflation, the only feasible solution was to buy foreign exchange to prevent the franc from further 
appreciation. The Swiss National Bank (SNB) bought dollars and euros and in one day the franc 
weakened from 1.48 against the euro to 1.50 . The franc then began appreciating again in 2009 and 1

the SNB bought $179 billion of Euros and U.S. dollars , which solved returned inflation to its natural 2

state in Switzerland. Other nations struggling with inflation go through the same continuous cycle of 
decreasing the demand on their currency tipping the scale. This is a common practice for nations 
capable of buying foreign currency and is a notable short term solution to inflation.  

b) Maintaining international competitiveness  

Currency intervention helps maintain international competitiveness, which is a “measure of 
the relative cost of goods and services from a country” , in other words measuring a nation's 3

aggregate exports. International competitiveness is determined by factors such as labour productivity, 
inflation rates, and exchange rates.  

For one, this phenomenon explains why it is cheaper to produce goods in countries such as 
Bangladesh, Sri Lanka and India rather than the European Union. It is due to a cheaper  cost of labour 
in developing countries, showing that on some occasions importing goods may actually be cheaper 
than manufacturing them at home. 
International competitiveness also explains 
why when a country's inflation rates are 
lower, competitiveness for exports is 
improved for a nation; they will be cheaper 
for buyers relative to other nations.  

The graph to the right exemplifies 
this claim; in showing global inflation rates 
over time it is evident that Japan has a  lower 
inflation rate than other nations allowing it to 
be more competitive in the market of 
international trade.  This is why nations go to 
great lengths to control inflation as it makes 

1 Irwin, David Jolly and Neil. "Swiss Franc Soars After Central Bank Drops Cap." The New York Times. The New York 
Times, 15 Jan. 2015. Web. 2018. 
2 Ibid. 
3 "Measuring International Price and Cost Competitiveness." The Bank for International Settlements. N.p., 01 Nov. 1993. 
Web. 2018. 
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it more appealing for nations to import goods and services from it.  

All of the above has an impact on exchange rates as the value of a currency is based on the 
demand of said currency, which means that if a nation has cheap labour and low inflation in the 
present it will be more internationally competitive and will be subject to the value of its currency 
increasing in the long run; this is what occured in China in the last century. 

3) Effects of Currency Manipulation 

Currency manipulation greatly impacts labour, United States economists claim that up to five 
million American jobs have been lost due to currency manipulation . This happens not only in the 4

U.S but, in other nations where the cost of labour is relatively high, because that will increase the 
price of a good which can be purchased from another country for a cheaper price. It is argued that in 
this era of trade China has become the greatest currency manipulator, it is believed that China keeps 
the value of its currency artificially low in order to decrease the price of its exports. That is why 
China is usually blamed for high unemployment rates within nations.  

Another dangerous effect of currency manipulation is what would happen if a  few major 
exporting nations chose to devalue their currency at once. Not only would this create a trade war but 
would also increase the price of commodities, mainly oil. If a group of nations devalue their currency 
at once the major exporting nations who did not devalue their currency would greatly increase in 
value as their currency would have all the power, allowing for the global economy to solely rely on 
one currency. This is dangerous as it could lead to a global depression if that currency fails. This 
could also be dangerous as that nation could then turn into a monopoly when it comes to major fields.  

Within a nation, currency manipulation may lead to inflation; however, in the global economy 
currency manipulation may lead to a loss of jobs, ignite trade wars and increase the price of 
commodities. But, when committed in reason currency manipulation may be a saviour for a nation 
that may be economically suffering.  

III.  Involved Countries and Organizations 

1) China 

As the world's largest exporting nation, China, is deeply involved in this issue. China is the 
country that is most accused of manipulating currency in order to encourage nations to purchase their 
goods rather than goods produced elsewhere. It is believed that currency manipulation is why China 
is the world's greatest exporting nation, because it is extremely inexpensive for a nation to import 
goods from China. However, in 2015 the IMF added the Chinese Renminbi to its Special Drawing 
Right  (SDR) which is the IMF’s international currency reserve. Choosing to include the Renminbi 5

means that the IMF is confident that this currency is stable and reliable. This means that it will be put 
under more scrutiny and that nations will not be as leninant with any form of currency manipulation 
as they have been when it comes to China, because it has a direct impact on international reserves.  

4 Flows, Capital. "Currency Manipulation: Why Something Must Be Done." Forbes. Forbes Magazine, 25 Feb. 2015. 
Web. 2018. 
5 IMF News. "IMF Adds Chinese Renminbi to Special Drawing Rights Basket." Picture This -- Girl Power -- Finance & 
Development, March 2017. N.p., 2015. Web. 2018. 
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2) United States  

The United States is involved in this issue as it is the nation which has accused others the 
most of currency manipulation, namely China. The issue of currency manipulation has been a long 
conflict between the United States and China as the U.S constantly accuses China and claims that 
Chinese currency manipulation directly impacts the United States. In light of the recent changes in 
U.S foreign policy the nation has adopted a more protectionist economic policy, meaning that it has 
introduced tariffs on imported goods, mainly Chinese steel and aluminum . The U.S government 6

believes that imposing tariffs on foreign goods will bring jobs back to the United States, this may or 
may not be true; however it is certain that this may incentivise China to keep manipulating its 
currency in order to keep the value of its currency keeping it artificially low to encourage nations to 
buy its goods as its largest importer - the United States - has decreased the amount of goods it 
purchased from China.  

3) World Trade Organization (WTO)  

The World Trade Organization was founded in 1995 in order to regulate and set rules that 
govern international trade. The WTO operates from Geneva, Switzerland and has 164 member states. 
The WTO is criticized for not having specific regulation against currency manipulation. The 
organization has strict rules against subsidies that vaguely suggest opposition towards currency 
manipulation. Due to the ambiguous nature of WTO rules on currency manipulation it is unclear 
where the organization stands on the issue or if it will take a stand.  7

4) International Monetary Fund (IMF)  

The International Monetary Fund was formed in 1945 and is located in Washington D.C. 189 
nations are members of the IMF and it is a subdivision of the United Nations.  “The IMF is the 
leading international organization in the area of monetary policy” .Contrary to the WTO the IMF has 8

strict rules against currency manipulation because the organization believes that currency 
manipulation gives nations an unfair trade advantage. Despite its beliefs, the IMF does not have the 
jurisdiction to change a nation's exchange rate policies, thus, cannot take any direct action when it 
comes to this issue; however, can indirectly impact a nation in order to encourage it to stop 
manipulating its exchange rates.  

IV.  Key Vocabulary 

Currency manipulation: is defined as “a monetary policy operation which occurs when a government 
or central bank buys or sells foreign currency in exchange for their own domestic currency, generally 
with the intention of influencing the exchange rate and trade policy” . This is done to keep the value 9

of a currency artificially low in order to promote exports by making exports cheaper for other nations.  

6 Pramuk, Jacob. "Treasury Secretary Mnuchin Says Steel and Aluminum Tariffs on China Will Stay in Place." CNBC. 
CNBC, 22 May 2018. Web. 2018. 
7 Howard, Laurence. "Chinese Currency Manipulation: Are There Any Solutions? | Emory University School of Law | 
Atlanta, GA." Emory University School of Law. N.p., n.d. Web. 01 July 2018. 
8 Sanford, Jonathan E. "Currency Manipulation: The IMF and WTO." Congressional Research Service. N.p., 28 Jan. 
2011. Web. 2018. 
9 Staff, Investopedia. "Expansionary Policy." Investopedia. Investopedia, 28 June 2018. Web. 2018. 
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Exchange rate: is the value of one currency when being converted to another, essentially being the 
price of a currency in the international community. An exchange rate determines whether buying 
goods from a nation is cheap or costly. If a currency is stronger than another, it would not be 
beneficial for the nation with the weaker currency to import goods from the former. 

Countervailing currency intervention: is a nation buying an equal amount of the currency from the 
nation manipulating currency thus creating a new equilibrium and evening out the field. This is what 
nations do in order to battle currency manipulation, it is essentially the undoing of this practice, 
mainly done by the United States in recent years in order to keep Japan and China in check.  

International competitiveness: a “measure of the relative cost of goods and services from a country”, 
in other words measuring a nation's aggregate exports. 

V. Important Events & Chronology 

Date 
(Day/Month/Year) Event 

1978-1979 
First recorded currency intervention, United States heavily 
intervenes in order to strengthen the dollar at a time of high 
prices.   10

9/1985 

Plaza Accord, G5 nations meet in order to discuss how to tame 
strengthening U.S dollar. The nations agree on intervention sales 
of dollars weakening the currency and returned international 
competitiveness to normal amounts.   11

2/1987 
Louvre Accords, U.S dollar significantly weakened due to the 
Plaza Accords, U.S heavily buys dollars in order to raise its 
value.  12

22/9/ 2000 
Central banks in Europe, Japan and U.S unite to increase the 
value of the Euro after all time low, first intervention of the Euro 
since its birth.   13

30/1/2004 Japan sells record 7.1545 trillion Yen which allowed for the 
dollar to plummet.   14

 

VI. Past Resolutions and Treaties 

North American Free Trade Agreement (NAFTA) 

Involves all North American nations: the United States, Mexico and Canada. This treaty aims 
to “eliminate trade barriers, promote fair competition, increase investment opportunities, provide 

10 “Timeline: History of Central Bank Intervention.” Reuters, Thomson Reuters, 24 May 2010,  
11 Ibid. 
12 Ibid. 
13 Ibid. 
14 Ibid. 
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protection of intellectual property rights”  and, has been successful in doing so since its 15

establishment in 1992.  

GA/RES/65/142 on “International Trade and Development” 

Adopted in 2011 it is the latest draft in a chain of resolutions tackling this issue. The United 
Nation has not taken action in regards to the issue of currency manipulation, however, this resolution 
touches on the issue. 

VII. Failed Solution Attempts 

All solution attempts concerning currency manipulation have been diplomatic and mainly 
coming from the United States. The United Nations has not created any agreements or treaties 
focused on currency manipulation. The current legal framework of international trade is not designed 
to explicitly discuss currency manipulation. This could have been done intentionally as, at time 
currency manipulation may save nations from an socioeconomic abyss.  

VIII. Guiding Questions 

● Would your nation benefit from currency manipulation? Would it benefit from regulating or 
banning currency manipulation? 

● What are the pros and cons of currency manipulation (for your nation and the international 
community)? 

● Is your nation in inflation, or deflation? 
● Are there major societal costs when it comes to currency manipulation? 
● What can be done in order to regulate currency manipulation? 
● Other than currency manipulation how can a nation climb out of a deficit or inflation? 
● Should currency be solely based on the demand of currencies?  

IX. Possible Solutions 

This issue will only be solved through the intervention of a third party such as the IMF or 
WTO. However, this solution sees some challenges, the IMF has stronger jurisdiction when it comes 
to forming policies but it does not have the means to enforce these policies. The WTO is capable of 
enforcing policies but does not have the jurisdiction to create policies relating to monetary affairs. 
That it why a solution to this issue would be for complete cooperation between the IMF and the WTO 
in order to create a treaty or an agreement that would pave the way for controlling currency 
manipulation.  

Another solution would be to create a new organization overseen by both the IMF and the 
WTO that would be responsible for regulating and monitoring currency manipulation, which seems 
like a more realistic solution as both of these organizations have subsections which monitor 
currencies.  

 

15"List of International Trade Agreements: Tariff and Tax in International Trade." Supply Chain Resource Cooperative 
What Is Supply Chain Management SCM Comments. N.p., 15 Jan. 2011. Web. 2018.  
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X. Useful Links 

Chinese Currency Manipulation: Are There Any Solutions? 

Article that discusses possible solutions to the issue and explores the roles of various 
organizations such as the WTO and the IMF. 

List of International Trade Agreements 

This list helps with putting trade alliances in perspective and allowing for a deeper 
understanding of how nations decisions impact other nations economy and trade. 

How Does China Manipulate Its Currency 

A video explaining what currency manipulation is, its effect on the global economy and how 
China and various other countries have manipulate their currency.  
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