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investors in natural resource deposits and other overseas assets, and the rising cost of 
energy and other imported commodities. 
 

 

 

Table 7 

 
Source: People’s Bank of China-Statistics  

http://www.pbc.gov.cn/diaochatongji/tongjishuju 

 
 
Obviously, the trade imbalance does not fully account for this strong surge in reserves.  
Adding in China’s continued strong inflow of foreign direct investment  (FDI) -- $75 
billion in 2007 -- does not fully explain it, either.  Thus, by subtraction, some observers 
deduce that “hot money,” speculative international flows, is the most destabilizing factor. 
By one estimate published in the Financial Times on July 14, 2008, the trade surplus, FDI 
and interest on reserves account for only 39 percent of the increase in China’s reserves 
from January through May of this year.  The Economist estimated on June 26 that hot 
money accounted for $170 billion in new reserves in the first five months of 2008.  This 
means that speculators are betting that China’s inflation and the threat of financial 
instability will force a much greater appreciation sooner rather than later.    
 
Whatever the full explanation, the plain fact is that China’s reserves are spiraling upward 
at a time when a substantial appreciation ought to be moderating their growth and 
eventually reducing them (see Table 8).  Mainland China now holds $1.8 trillion dollars 
worth of reserves, more than double the pre-revaluation level.  In other words, over the 
35 months from July 2005 through May 2008, China’s reserves increased in net terms by 
more than a billion dollars a day or about $35 billion per month. 
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Table 8 

Top 16 Foreign Exchange Reserves Holders 
Billions of USD 

 Q2,05  Q4,05  Q2,06  Q4,06 Q2,07  Q4,07  Q1,08 April,08 May,08 

China 838.7 949.8 1075.6 1208.7 1480.1 1694.2 1857.3 1931.0 1970.5 

Mainland  711.0 818.9 941.1 1066.3 1332.6 1528.2 1682.2 1756.6 1797.0 

Hong Kong  122.0 124.3 126.6 133.2 136.3 152.7 160.8 159.9 159.0 

Macau  5.7 6.7 7.9 9.1 11.1 13.2 14.3 14.5 14.5 

Japan 843.5 846.9 864.9 895.3 913.6 973.4 1015.6 1003.8 997.0 

Russia 151.6 182.2 250.6 303.7 405.8 476.4 507.0 534.4 547.4 

India 138.4 142.8 162.9 177.3 213.4 275.3 309.7 314.2 316.2 

Taiwan 253.6 253.3 260.4 266.1 266.1 270.3 289.4 289.4 290.1 

South Korea 205.0 210.4 224.4 239.0 250.7 262.2 264.2 260.5 258.2 

Brazil 59.9 53.8 62.7 85.8 147.1 180.3 195.2 195.8 197.9 

Singapore 114.9 116.2 128.3 136.3 144.1 163.0 177.5 175.8 175.8 

Germany 95.2 101.7 109.2 111.6 114.6 136.2 150.4 144.0 143.3 

Algeria NA  NA  NA  NA  NA  NA  126.9  NA  NA 

France 73.4 74.4 86.0 98.3 98.7 115.7 127.1 120.4  NA 

Malaysia  74.8 70.2 78.8 82.5 98.4 101.3 120.3 124.1 125.2 

Thailand 48.4 52.1 58.1 67.0 73.0 87.5 110.0 109.8 110.1 

Italy 60.5 66.0 74.2 75.8 80.8 94.3 103.1 100.8  NA 

U.K. 80.2 79.2 79.4 85.6 95.5 97.3 100.0 94.4 89.2 

Mexico 65.6 74.1 84.9 76.3 77.9 87.2 91.1 92.8  NA 

TOTAL
1
 3103.6 3273.0 3600.2 3909.3 4459.7 5014.6 5417.7 5491.1  NA 
 

1.Algeria is excluded from the total for all periods. 

 
Source:!

IMF Special Data Dissemination Standard 

http://dsbb.imf.org/Applications/web/reservestemplate/ 

(IMF DSBB-SDDS with links to countries’ websites containing data on international reserves)  

People’s Bank of China-Statistics  

http://www.pbc.gov.cn/diaochatongji/tongjishuju!

Monetary Authority of Macao-Statistics !

http://www.amcm.gov.mo/economic_statistics/economic.htm 

Central Bank of Taiwan  

http://www.cbc.gov.tw/EngHome/eeconomic/statistics/monthly.asp 

 

The actual situation is made worse when the reserves held by Hong Kong and Macau are 
included.  They bring China’s effective reserves to $1.97 trillion in May; by now, 
China’s collective reserves almost surely have passed two trillion dollars. 
 
Finally, unlike some other countries, China does not include in its official reserves the 
financial assets held by sovereign wealth funds.  That means that, without the creation 
of the China Investment Corporation in September 2007, China’s official reserves would 
have been $200 billion higher than reported.  Some observers believe that other Chinese 
institutions are also accumulating reserves that don’t appear in the official statistics.  
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Matters are made far worse by the fact that China is just one of a number of leading 

countries that are amassing reserves at breath-taking rates.  Table 8 shows that the 

leading 16 holders of foreign exchange reserves have experienced a combined growth in 

excess of 70 percent since July 2005.  The combined additional reserves in their hands 

now amount to 2.4 trillion dollars more than when China was first persuaded to revalue.  

That substantial and growing overhang of dollars is a sure sign, and in part a cause, of the 

growing instability in the world economy. 

 

Conclusion 

 

These data depict an alarming situation that in many ways is worsening rapidly.  It is 

undoubtedly true that, absent the real appreciation that has taken place since July 2005, 

things would be that much worse.  Nonetheless, it seems incontrovertible that the initial 

revaluation and the subsequent appreciation of the renminbi over the past 36 months have 

been grossly inadequate.  The “intended consequences” of a revaluation – more 

consumption-led growth, lower inflation, reduced trade imbalances – have not yet 

materialized. The unbridled growth in reserves, in particular, poses a threat to the IMF’s 

objective of “continuing development of the orderly underlying conditions that are 

necessary for financial and economic stability.”  

  

Not just the value of the renminbi, but that of all managed currencies, needs to be 

adjusted promptly and effectively.  Once that is accomplished, the market would ensure 

an adjustment in freely floating currencies.  Given the magnitude of the imbalances, 

there may not be much time left to avoid a hard landing for the world economy. 
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