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George Cook wrote:

Because the renminbi is (currently 'is' to a more limited extent since
2005) traded based on the USD, one question which | would like to know
the answer to is (given the size of both China's GDP (3/4 the size of

the US GDP) and foreign trade) whether renminbi trading distorts the
exchange rate of the USD against all other currencies.

Yes it does. China's huge balance of payments surplus counters the USA's huge balance of payments defic

When Wallmart buys from China, it doesn't really matter because the exchange rate is fixed.

When Europe buys from China, it matters because Europe helps the USD

by converting Euros to Yuans. Propping up the Yuan ends up propping up the USD. When two currencies a
pegged to each other, they become freely interchangeable by traders.

So when China exports it is as if the USA were exporting.

From a world currency point of view, China and the USA are one economy.

From a statistical point of view, the USA imports a hell of a lot from China and shows a huge deficit with it.
If China were to unpeg its currency from USD, then both would then trade on their own based on
supply/demand. China's huge exports to the world would no longer help prop up the USD. And more

importantly, when Wallmart buys from China, it would put downward pressure on USD against the Yuan.

Those $1 stores in the USA would quickly have to adapt to perhaps $2 stores because the cost of chinese
goods would rise significantly.

A lower USD would however greatly help USA exports to China and the rest of the world. Already, Boeing
has a significant advantage over Airbus because of the low USD and high EURO. Airbus has to lower its co:
in order to match the prices set by Boeing otherwise airlines would find the Boeing products priced in USD
far cheaper.

HOWEVER, because commodities such as oil and gold are currently valued against the USD, either those
prices will rise significantly as the USD drops, or they will decide to switch to a more stable currency such as
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the Euro.

And this is why the USA won't easily accept a full instant unpegging of the Yuan because in the end, it need
the help from china to maintain a stable USD.
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