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China-US Exchange Rate
Average Yuan/100 USD

Thedollar has declined by about
14.5% against the yuan since June
2005 — I sit enough?
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12-month average % change

Inflation in China has accelerated
sincethe beginning of last year.
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Chinese Money Growth

Percent

Therisein Chineseinflation has been
accompanied by amarked risein
monetary growth.
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Chinese Sterilization of Reserve Flows

Trillions of renminbi
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= Four-quarter change in foreign exchange reserves
3 Four-guarter change in monetary base
— Sterilization: Percent of reserve flow not reflected in the increase of the monetary base
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So ...

Exchange rate policy begets
money growth.

Money growth begets inflation.

Exchange rate policy
begets inflation.




The options:

--- Accept the inflation.

--- Let the currency “float.”

--- Find an “administrative”
solution.
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