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The World is on the Dollar Standard

The World is on the Dollar Standard

Ronald I. McKinnon

Thank you, Dean Yuan and everybody in the Shanghai Forum, for
inviting me. And what I have are two papers from which I am gonna
talk. And I don’t think I am going to get through everything. So I have
the powerpoints printed out as handouts, as you can see in front of you,
and in case [ did not get through it, you will know what’s in the
remaining slides. And then I have this other short paper, why China
shouldn’t change its exchange rate, why you want a stable exchange rate.

So that makes me different right away from most American speakers,
right? My main theme is that the world is on the dollar standard, but
nobody likes it, ok? The US monetary policies have been very erratic.
We are on the dollar standard because of an accident of history. After
1945, the US is the only intact economy, the intact financial system.
And the dollar has been extremely valuable in facilitating international
trade and exchange, multi-lateral trade and exchange. But the US
monetary policies and now fiscal policies become very erratic, and this
has upset foreigners, like it has upset the governor Zhou Xiaochuan of
the People’s Bank of China, who has written a very influential speech
on how the world’s monetary system should be refor med and maybe
how Special Drawing Rights should replace the dollar. But what is
peculiar about this is that the rules of the dollar-standard game are, since
1945, the other countries all intervene against the US dollar to set their
exchange rate. But the US remains passive, it doesn’t intervene. But it
always complains about how other countries set their exchange rate, but
itself does not intervene. So Americans are unhappy about this. That led
to Japan bashing in the 1980s or the mid-90s. They thought the YEN is
undervalued, getting an unfair commercial advantage. It leads to China
bashing today. China is searching for exchange rate stability, but
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