


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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