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Unit 1 China’s Currency: Sign of Success
F1 PHERHRDHER

Text i 3L

AMIDST Asia’s financial chaos, the vast Chinese economy has
largely stood aloof. The Chinese currency, the -yuan, has even
strengthened a bit: after starting 1997 at 8.3 to the American dollar, it
now trades at 8.28. Some countries might view this record with pride. But
an articulate group of manufacturers and academics inside China is
arguing that big currency devaluations in places like Thailand, Indonesia
and the Philippines are threatening the competitivqnesé of China’ s exports.
They are *ca]ling for® a devaluation of the yuan .

The prospect fills Asia with dread. To lower the yuan would be to
send Asia’s fragile currencies into another spiral of competitive
devaluations . It would also threaten the Hong Kong dollar, whose fixed peg
to the American dollar has been the region’s one certain pillar. But the
odds of a Chinese devaluation are small. China has no urgent need to
devalue—and pressing reasons not to do so.

It may, in fact, not be so easy for China to devalue. Market forces
have been pushing the yuan higher rather than lower. Foreign-investment
flows, up 8% this year, and a big trade surplus, $35 billion for the first
ten months, have left banks and enterprises *flush with® dollars and yen.
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*Converting this inflow into® yuan might have driven the currency up 10 -
20% had the central bank not been buying huge quantities of dollars to
relieve pressure on the foreign-exchange market. This has had unfortunate
side-effects. In order to keep its currency purchases from *flooding the
economy with® yuan and thus aggravating inflation, the central bank has
been forced to tighten credit excessively, slowing the economy at a time
when a shot of domestic demand would do much to boost not just China’s
economy, but the region’s too.

Despite exporters’ complaints, the devaluations elsewhere are not
putting them under intolerable pain. China’s exports are still mostly low-
end manufactures , such as toys and shoes, which do not usually *compete
head-on with® South-East Asia’s higher-end products, such as
electronics. Where they do compete, China still has advantages. Its
factory wages, at an average $60 a month, are just one-third those of
Thailand. Certainly, China will feel some pain, paricularly because the
economic slump in Japan and Korea will hurt demand for Chinese
products. But after estimated growth of 15% this year, export growth may
merely halve in 1998. This is far from disastrous.

Two other factors also weigh against a Chinese devaluation over the
next year. First, a devaluation would knock the stuffing out of Hong
Kong’s financial markets, and China’ s carefully won reputation for

*keeping its hands off® its new territory would be destroyed overnight.
Second, devaluation would widen China’s trade surplus with the United
States, which is likely to exceed $ 30 billion this year. American
politicians already complain that their country’s bilateral trade deficit with
China is intolerable, and China’ s leaders know that a trade war with
America would be sure to destroy any economic benefit from devaluation .

None of this may calm Asian worries over China’s intentions. But a
2



misunderstanding of recent history may have caused those worries to be
overdone. Some commentators (including The Economist) have contended
that China’ s last devaluation, in 1994, hurt its neighbours’ exports,
which inexorably led to this year’ s traumatic devaluations. This
analysis, however, ignores the fact that China’ s devaluation, an
impressive 50% on paper, amounted to less in fact. Prior to 1994 China
operated two exchange rates; while the official rate was sharply devalued,
the rate at which four-fifths of China’s foreign trade was conducted barely
changed at all. So South-East Asia’ s 1996 export slump cannot be
*blamed on® China’s 1994 devaluation. By exiension, a modest decline
of the yuan back to its original peg of 8.7 to the dollar should not have
huge effects on the region’s trade.

Some of the upward pressure will *come off® the yuan next year.
Foreign-investment inflows are slowing, and slower export growth will
shrink the trade surplus. As a result, the balance of payments is set o
worsen. If this happens, Chinese authorities could, comceivably, allow
the yuan to weaken a bit. But the market is not demanding devaluation
(and, with the yuan still far from easily convertible, is unable to force
it). In addition, urgent reforms to China’s banking sector and its state-
owned enterprises, both priorities of Zhu Rongji, the deputy prime
minister, will be far easier if the public has confidence in the yuan. The
government may well decide to portray a strong currency as a sign of

success, not an unwelcome burden.

New Words 4 1id

1. aloof adv. ¥ BT 4 (out of involvement)



