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Unit 1

CHINAS CURRENCY

Amidst Asids 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 re-
cord with pride . But an articulate group of manufacturers and ac-
ademics inside Chinais arguing that big currency devaluations in
places like Thailand, Indonesia and the Philippines are threaten-
ing the competitiveness of Chinds exports . They are calling for a
devaluation of the yuan .

The prospect fills Asia with dread . To lower the yuan
would be to send Asids 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 re-
gion'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 Chinato devalue . Market
forces have been pushing the yuan higher rather than lower . For-
eign-investment flows, up 8% thisyear, and a big trade surpl us,

35 hillion for the first ten months, have left banks and enter-
prises flush with dollars and yen . Converting this inflow into
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yuan might have driven the currency up to 10—20% had the cen-
tral bank not been buying huge quantities of dollars to relieve
pressure on the foreign-exchange market . This has had unfortu-
nate 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 Chinas economy, but the region
'S too .

Despite exporter's complaints, the devaluations elsewhere
are not putting them under intolerable pain . Chinds 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 com-
pete, 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, particularly because the economic
slump in Japan and Korea will hurt demand for Chinese prod-
ucts . But after estimated growth of 15% this year, export
growth may merely halvein 1998 . Thisis 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 Kongs financia markets, and Chinas carefully won
reputation for keeping its hand off its new territory would be de-
stroyed overnight . Second, devaluation would widen China's
trade surplus with the United States, which is likely to exceed

30 hillion thisyear . American politicians already complain that
their country's bilateral trade deficit with China is intolerable,
and Chinas leaders know that atrade war with Americawould be
sure to destroy any economic benefit from devaluation .
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None of this may cam Asian worries over China's inten-
tions . But a misunderstanding of recent history may have caused
those worries to be overdone . Some commentators (including
The Economist) have contended that Chinds 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 ex-
change rates; while the officia rate was sharply devaued, 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 Chinds 1994 devaluation . By extension, 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 to worsen . If this happens, Chinese authorities
could, conceivably, allow the yuan to weaken a bit . But the mar-
ket is not demanding devaluation (and, with the yuan still far
from easily convertible, is unable to force it) . In addition, ur-
gent reforms to Chinds banking sector and its state-owned enter-
prises, 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 .



LANGUAGE HIGHLIGHTS

chacs n. utter confusion

aloof ad. away, apart

ar iculate a. (of a person) able to put thoughts and feelings
into clear speech)

devaluation n. reduction of value

peg n. a stabilized exchange rate

pillar n. apost supporting a structure

odds n. thechances of probability

flush with having plenty of, rich in (flush a.)

shot n. stimulus or encouragement

lo-end a.

higher-end a.

sl mp n. asharpor sudden declinein trade or business usual-
ly bringing widespread unemployment

halve v . to reduce by haf

knock the stuffing out of to make feeble or weak, to defeat

inexorably ad .

traumatic a.

oconceivably ad .

o vertible a. (of currency etc.) that may be converted into
another form, especially into gold or U .S . dollars

EXERCISES

I . nswer the following guided questions by writing down in the
blank the information you have got from the text:
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hy do some manufacturers and academics call for a devalua-
tion of the yuan ? (hints: competition in export trade)

hat are the main reasons why the yuan is not easily devalued
according to the author ? (hints: market forces, foreign in-
vestment, trade surplus, Hong Kong's financial markets,
Chinas reputation, widen)

hat are the advantages of China's exports according to the
text ? (hints: low-end products, wages)

hat conclusion can you draw from the text ?(hints: possi-
bility, peopl€s confidence in the yuan)

eading comprehension:
hat does the author say of the Hong Kong dollar ?
A .It's the money that doesn't deva ue .
B . tsfixed exchange rate to the U S . dollar plays an impor-
tant rolein Asids finance and economics .
C . It isclosely related to other currencies in Asia .
D .Itis stronger than the U .S . dollar .



he central bank of China has been forced to tighten the cred-
it excessively because
A . t wants to check the inflation and slow the economy at
home .
B . it wants to push the yuan up .
C .it doesn't want too much U S. money .
D .it hopes to boost Asids economy .
he author suggests that a trade war between China and A-
merica would
A . bring no good to China .
B . devaue the yuan .
C . educe Chinds trade surplus with America .
D . estroy the friendship between the Chinese people and the
A merican people.
hinas devauation of the yuan in 1994
A . ed to this year's traumatic devaluations in Asia .
B . nly involved the official exchange rate .
C . adlittle effect upon Chinas foreign trade because most of
it was conducted at rates barely changed at all .
D . bothB and C .
e can infer from the text that
A . devauation of the yuan may be good for China's econo-
my .
B . merican poaliticians want the yuan devalued .
C. t present, China's currency is stable and the public has
confidence in it .
D . the strong yuan is a sign of success .



I11 . rarslation from English into Chinese (words in italics need

1.

careful attention):

ut an articulate group of manufacturers and academics in-
side China is arguing that big currency devaluationsin places
like Thailand, Indonesia and the Philippines are threatening
the competitiveness of Chinas exports .

. t would also threaten the Hong Kong dollar, whose fixed

peg to the American dollar has been the region's one certain
pillar .

onverting this inflow into yuan might have driven the cur-
rency up to 10—20% had the central bank not been buying
huge quantities of dollars to relieve pressure on the foreign-
exchange market .

ertainly, China will feel some pain, particularly because the
economic slump in Japan and Korea will hurt demand for Chi-
nese products .

irst, a devaluation would knock the stuf fing out of Hong
Kong's financial markets, and China's carefully won reputa-
tion for keeping its hand of f its new territory would be de-
stroyed overnight .

IV . ranslation fraom Chinese into English with the given words or

phrases:
(aloof)
(halve)
, (slump)
(clams) : (knock the
stuffing out of)
(converti-
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Unit 2

U S .MICROCHIP MAKERS

With tens of billions of dollars on the line, U .S . chip mak-
ers like the look of the Chinese market .

Personal computer use is increasing exponentially . The
country is a leading purchaser of used semiconductor-manufac-
turing equipment, and its research institutions are turning out
very talented software developers .

A forecast by Dataquest Inc . of San Jose predicts that China
's semiconductor market will balloon some 266 percentto 5 5
billion in 1997 from 1 5 billion in 1993, compared with 46 per-
cent growth in North America and 29 percent in Japan during the
period .

Dewey Balantine says Chinawill be the worlds largest mar-
ket in 10 to 15 years .

“ Inthe long term, anybody who's not looking at the semi-
conductor industry in China has missed the boat,” said Neil M ¢
Glone, spokesman for Dallas-based Texas Instruments .

Still China consumes just a fraction of all chips produced
globally .

In 1994, the market totaled 109 4 billion, with the Unit-
ed States absorbing some 40 percent of all computer chips . At
the same time, North American manufacturers controlled 41 .1
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percent of the market, Japanese competitors held 40 .5 percent
and South Korean chip makers held 9 2 percent .

China meets roughly 20 percent of its own chip needs . The
figure represents chips used in low-end devices such as radios,
television sets, refrigerators and washing machines .

“ Virtually all sophisticated semiconductors needed by the
Chinese éectronics firms must be imported, a pattern that will
not significantly change over the short run,” said the Dewey Bal-
lantine report .

In targeting electronics, China has created severa preferred
business groups—which it calls nationa champions —by con-
solidating state enterprises and channeling investment funds on a
preferential basis .

It wants to create its own Silicon Valley and mobilize re-
search institutions toward specific, commercially oriented tasks .

“ China seeks to draw on the technology, capital and interna-
tional market channels of leading semiconductor firms to foster
the growth of its own industry,” the report said .

“ The Ministry of Electronics is developing a plan which is
likely to . . .provide the basis for the eventual displacement of for-
eign semiconductors in the Chinese market by domestically made
devices ”

V arian Associates, based in Palo Alto, signed an agreement
in 1993 with both the Changsha Research Institute of Equipment
for Semiconductor Technologies and the Nanguang Machinery
Factory, which made Varian the first non-Chinese semiconduc-
tor-equipment company to take part in manufacture of chip-fabri-
cation tools in China .

Last year, Advanced Micro Devices of Sunnyvale signhed a
memorandum of understanding to develop a 160-square-foot man-
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