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Can Japan and China Rescue the USA’s Economy?

Lim Hua Sing

In terms of Gross Domestic Product, the USA is the largest economy in the world. However, the
USA has long been suffering from the twin deficits - fiscal and international trade deficits. As a result
the USA is the largest debtor in the world.

Both Japan and China have benefitted from mternatmnal trade surpluses with the USA. With
their substantial amount of foreign currency reserves, Japan and China have been important buyers
of the USA’s national bonds and corporate shares. In that ‘sense, it can be argued that the USA’s™ ~
economy has been financed and supported by Japan and China.

The USA, together with Japan and Europe, have been putting pressure on China to allow its
currency to appreciate for the purpose of rectifying China’s trade imbalance with them. Evidence has
shown however, that the appreciation of the Chinese Renminbi has not contributed much to rectify
trade deficits suffered by Japan and the Western nations.

Besides, the recent subprime loans issue in the USA has caused serious stagflation in the country
and many banks, financial institutions and securities houses have gone bankrupt. Together with the
so-called oil-money from the Middle East, a few state-owned investment corporations of Singapore,
Russia and China have started pouring monies into the USA. The Chinese state-owned investment
companies are expected to play an increasingly important role in the USA. As for Japan, since she
does not have state-owned investment corporations, she is expected-to increase her speculative -
activities in the USA through private banking corporations and securities companies. For this
purpose, Japanese national financial assets amounting to 1,500 trillion yen will in one way or another,
be mobilized.

To a certain extent, the USA’s economy is financed and supported by Japan and China.
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1993 456,943 589,394 A132,451
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