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pressure in China: Increasing prices of grain and other commodities, rapid growth of wages and
extremely loose monetary policy conditions. They will combine to make inflation China’ s biggest
macroeconomic risk in 2011. To control inflation, the PBOC should comprehensively tighten monetary
policies, including interest rate hikes and currency appreciation.

The Sustained Quantitative Easing of the US and its Sovereign Debt Plight
Zhong Wei & Xie Ting 40

Population ageing and public debt crisis have prevented the developed economies from achieving a
solid recovery. The US QE2 and possible new quantitative easing have led to the problem of global
competitive issuing of debt. Against the backdrop of continued QE, inflation expectations have become
ever strong while developed economies are yet to find real solutions to joblessness and slow growth.
Sustained recovery of the real economy requires relative contraction of the virtual economy and
emergence of major technological breakthroughs. Given the disorderly global economic landscape,
China should play an active role in pushing forward RMB internationalization, regional currency and
financial cooperation and reform of the global monetary regime.

QE2 Shocks and China’s Policy Response
Zhang Liqing 50

This article analyzes the background and causes of the US Fed’ s QE2 policy as well as its economic
consequences and challenges China is to face. It holds that if the liquidity increase following the QE2
can be absorbed within the US, explosive inflation and asset bubbles in the country would repeat the
“boom, bubble and bust” cycle of the 2002—07 period; if the liquidity produced by the QE2 flows into
the emerging markets, those economies would possibly suffer from financial turbulence similar to that
in the latter half of the 1990s. While uncertainties remain, the dollar is set to depreciate thanks to the
QE2 policy. As policy responses to QE2, China should allow faster appreciation of the yuan, adopt
prudent or even tight monetary policy, strengthen control of capital, continue to adopt the pro—active
fiscal policy, enhance financial regulation and actively push reform of the international monetary
regime.

Sluggish Growth and Growing Import Restrictions——Outlook of U.S.
Macro—economy and Policies in 2011
Zhang Ming & He Rui 57

The U.S. economy will maintain a sluggish growth in the coming years, because none of the following
factors

private consumption, fixed—asset investment, inventory investment and net exports——
could provide a strong boost for its economic growth. Seen from macroeconomic policies, the U.S.
government will continue to pursue a relatively loose fiscal policy, but the space for another huge
stimulus package is very limited. The Fed will continue to adopt the quantitative easing policy.
However, QE may fail to significantly improve the credit crunch, stimulate private consumption and
fixed—asset investment growth. Moreover, QE will sow the seed of inflation and US dollar depreciation
in the mid—term. Both the fundamentals and the QE will drive down the dollar and there is a strong
incentive for the U.S. government to maintain a weak dollar to increase exports and reduce its debt
burden. If the U.S. government could not achieve the goal of increasing exports through dollar
depreciation, they would impose harsher import restrictions. The slow growth of the U.S. economy
mixed with its policy choices would have a series of negative impacts on the Chinese economy and the
Chinese government should make active and timely policy adjustment to mitigate the impact of U.S.
policies.



