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OPINION

By Eswar Prasad

T

he International Monetary
Fund will officially anoint
the yuan as an elite global
reserve currency this Saturday. It will join the select
basket of currencies (the dollar, euro,
yen and pound sterling) that constitute the IMF’s currency unit, the Special Drawing Rights. This is a symbolically momentous event, yet the
future of the yuan as a major international currency that intermediates
global trade and financial flows is far
from assured.

The currency has so far
been powered by China’s
economic growth, but
will ultimately be held back
by the failure of reforms.
According to the optimists, the
yuan is reshaping global finance.
With China’s economy now the second-largest in the world and gradually catching up to the U.S., the days
of the dollar’s dominance are surely
numbered. Rising levels of government debt and political dysfunction
in the U.S. will only speed up the dollar’s decline and the yuan’s rise.
Pessimists point out that the yuan
has had a rough ride over the past

year. For several months, capital outflows put downward pressure on the
currency, and the Chinese economy
looks shaky. The currencies of developing nations inevitably suffer periods of volatility, and this will make
the yuan unsuitable as a standard
unit of exchange until China becomes
wealthier.
As usual, the truth lies somewhere
in the middle. While the yuan’s internationalization is remarkable, the
hype about the currency’s inevitable
rise to dominance is vastly overblown. The outcome ultimately
hinges on how seriously the Chinese
government follows through on its
ostensible commitment to financialmarket liberalization as well as to
broader economic reforms.
The yuan has come a long way in a
short period. Just a few years since
China started easing restrictions on
inflows and outflows of financial capital, the currency has come to play a
significant role in the denomination
and settlement of cross-border trade
and financial transactions.
Remarkably, the yuan has also become a de facto reserve currency,
even though China has neither an
open capital account nor a flexible
exchange rate. Many central banks
around the world are gradually
acquiring modest amounts of yuan
assets for their foreign-exchange
reserve portfolios.
The key challenge China now faces
is the need for well-developed and
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The Limited Rise of the Yuan

better-regulated financial markets.
Foreign investors, both private and
official, need to be able to acquire
and hold high-quality financial assets
denominated in yuan.
Beijing is taking some of the necessary steps, trying to develop and
strengthen its corporate and government-bond markets, while also giving
foreign investors easier access to such
instruments. Foreign investors remain
unpersuaded. They remain skeptical
about whether the government is serious, for instance, when it says that foreign investors can now more easily sell
and repatriate their investments.
The only way to convince investors is to match words and commitments with actions on the ground,
and to avoid any stalling or back-

tracking of reforms. If China adopts
reforms that put its economy and financial markets on the right track,
the yuan could one day rival even
such reserve currencies as the pound
sterling and the yen.
Even with such reforms, however,
the yuan will soon reach its limits.
While the Chinese leadership is pursuing modest financial liberalization
and limited market-oriented economic reforms, it has unequivocally
repudiated political, legal and institutional reforms. President Xi Jinping’s
government has rolled back freedom
of expression, the rule of law and the
independence of key institutions
from government interference.
China might have rising economic
clout, but without these broader re-

forms it will never gain the trust of
foreign investors. While the yuan has
the potential to become a significant
reserve currency, it will not attain
“safe haven” status as a currency investors turn to for safekeeping during crises.
Still, the yuan’s rise to international
prominence will change international
finance, and even China itself, in many
ways. China has adopted a unique
playbook for promoting the yuan while
trying to only gradually free up capital
flows and the exchange rate.
This process has set in motion a
set of forces that will be difficult to
control. Trying to roll back or halt
these reforms could expose the Chinese economy to even greater risks.
For instance, the Chinese central
bank’s attempt in August 2015 to
modestly free up the exchange rate
only created more turmoil in currency markets.
Over the next few years, the yuan’s
rising importance in international finance could well serve as a catalyst
for domestic reforms and also help in
improving the stability of the international financial system. The yuan
will continue to rise in global finance,
but don’t expect it to rule.
Mr. Prasad is a professor in the
Dyson School at Cornell University
and a senior fellow at the Brookings
Institution. His new book is “Gaining
Currency: The Rise of the Renminbi”
(Oxford, 2016).

America’s Next Crisis Manager

By Tevi Troy

A

fter Hillary Clinton and Donald
Trump’s debate Monday night,
Americans should now consider
how each as president might handle
a disaster. Terrorism recently struck
New York, New Jersey and Minneapolis. Hurricanes and pandemics also
loom as unpredictable threats in the
presidential purview.
The campaign has been unusually
focused on exactly the characteristics
that are essential in a time of crisis:
honesty, calmness, resolve. Unfortunately, the two candidates are lacking
in important ways. Mrs. Clinton’s
email scandal and recent obfuscations about her health undermine her
credibility, which is the basis for effective leadership in a disaster. Without it, leaders cannot count on getting people to follow difficult directives during a crisis.
In 1976, President Gerald Ford embarked on an ambitious plan to vaccinate “every man, woman, and child in
the United States” against a worrisome strain of swine flu. Ford was
photographed receiving the vaccination himself, but most Americans
didn’t follow suit. Only about a quarter of the population went along with

By Alan S. Blinder

O

ne summer day in 1938, Douglas “Wrong Way” Corrigan
took off from Brooklyn, N.Y., on
a flight to Ireland—even though his
flight plan called for going to California. Corrigan claimed he flew east
rather than west by mistake—hence
his nickname. But he was a skilled pilot, and people argue to this day
whether he was a fool or a scoundrel
whose request to fly to Ireland had
been denied.
So it is with Donald Trump. He says
so many ridiculous things that it’s
hard to know when he’s displaying
abysmal ignorance and when he’s deliberately lying. This ambiguity holds
across the board, on virtually all issues
and even on basic facts, but I’ll restrict
myself to economic issues.
His signature policy remains building a wall between the U.S. and Mexico, for which America’s southern
neighbors will pay. But has anyone
told him that the net migration flow
across that long border has been
southbound for years now? Yes, more
people are crossing into Mexico than
into the U.S. Wrong way, Donald.

the presidential directive, which was
canceled a few months later when the
vaccine was linked to cases of Guillain-Barre syndrome.
Why did so many Americans buck
Ford’s inoculation program? One
reason may have been the loss of
presidential credibility following
Richard Nixon’s resignation, which
propelled Ford into the office. If a
more virulent pathogen requiring
mass vaccination were to emerge,
would Mrs. Clinton or Mr. Trump
have trouble persuading most Americans to follow instructions?
Another vital aspect of crisis
leadership is obtaining the facts
before speaking and choosing words
carefully—areas where Mr. Trump
struggles. Words that are insufficiently measured could cause panic
or confusion. During another swineflu outbreak in 2009, Vice President
Joe Biden said that he “would tell
members of my family, and I have, I
wouldn’t go anywhere in confined
places now.” It was a careless statement that threatened to drive people
away from air travel and public
transportation.
In the early stages of a crisis, the
wisest approach might be to say
nothing. Immediately after the 9/11

Mr. Trump insists that the U.S.
Treasury designate China a currency
manipulator—meaning that Beijing is
intervening in foreign-exchange markets to keep the yuan undervalued.
That was probably true a few years
ago, but it is pretty clear now that
the yuan would depreciate if the Chinese let it float—making China an
even fiercer competitor. Wrong way
again, Donald.
Mr. Trump once stunned the financial world by declaring that “I would
borrow, knowing that if the economy
crashed, you could make a deal.” A
deal? Does that mean a partial default on U.S. debt—a very bad move
for the world’s premier asset? And by
the way, Mr. Trump’s spending and
tax-cut proposals—which keep on
coming—would raise the deficit by
amounts that can only be called huge.
Wrong way, Donald.
Climate change used to be something to which only scientifically
minded policy wonks paid attention.
Now it’s so palpable that even China
has ratified the Paris agreement to
limit carbon emissions. Yet Mr.
Trump insists that climate change is
a hoax. A hoax? Perpetrated by thou-
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Leading a nation through
disaster calls for honesty,
calmness and resolve.
Trump and Clinton have
flaws, but also strengths.
confusion still reigned. Press Secretary Ari Fleischer held up a makeshift
sign for the president, not visible to
reporters, with the words “DON’T
SAY ANYTHING YET.”
Supporters of Mrs. Clinton and
Mr. Trump might might point out
the candidates’ strengths as well.
Mr. Trump’s trip to flood-ravaged
Louisiana in August showed that he
understands the importance of making common cause with those affected by a natural disaster. It was
reminiscent of his conduct during
Hurricane Sandy four years ago,
when he opened the atrium of
Trump Tower, serving coffee and

food to storm-weary New Yorkers.
Mr. Trump also has shown optimism in responding to disasters. After 9/11, he said “we have to rebuild
in some form that will be just as majestic as the World Trade Center.” In
2010, when the Deepwater Horizon oil
rig was still spewing into the Gulf of
Mexico, Mr. Trump called the White
House to offer assistance, according
to David Axelrod’s book, “Believer.”
He writes that Mr. Trump said: “That
admiral you have down there running
this leak operation seems like a nice
guy, but he doesn’t know what he’s
doing. I know how to run big projects.
Put me in charge of this thing, and I’ll
get that leak shut down and the damage repaired.”
What about Mrs. Clinton? As one
of New York’s senators during 9/11,
she took a tough stance after the attack, sounding somewhat like George
W. Bush. “Every nation has to be either with us or against us,” she told
Dan Rather. “Those who harbor terrorists, or who finance them, are going to pay a price.” She also helped
secure $11 billion in federal disaster
funds for New York.
In a 2008 campaign ad, she
coined what has become the shorthand cliché for disaster manage-

ment: “It’s 3 a.m., and your children are safe and asleep,” the
narrator said. “But there’s a phone
in the White House and it’s ringing. . . . Your vote will decide who
answers that call.” The ad went on
to say that Mrs. Clinton was tested,
that she already knew the world’s
leaders. It’s also true that she has
extensive knowledge of the federal
government from her time as first
lady, senator and secretary of
state. This experience might help
her navigate the bureaucracy in
times of trouble.
The perfect disaster manager
would have George Washington’s
trustworthiness, Franklin Roosevelt’s
or Ronald Reagan’s communication
skills and Abraham Lincoln’s steely
resolve. Americans are unlikely to
get those things after this election,
but their importance should not be
forgotten. After all, hurricanes and
pathogens don’t care which party occupies the White House.
Mr. Troy, a former deputy secretary of Health and Human Services,
is the author of “Shall We Wake the
President? Two Centuries of Disaster
Management from the Oval Office,”
out this month from Lyons Press.
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sands of conspiring scientists in dozens of countries? You’d think that any
sentient businessman would scoff at
such an idea. Yet Mr. Trump rants on,
trying to push the whole world the
wrong way.
Speaking of wrong directions, he
recently enunciated his energy policy
in one simple sentence: “A Trump Administration will lift restrictions on all
sources of American energy production.” All? How about mine safety?
How about restrictions on offshore
drilling—or onshore, for that matter?
How about limits on particulates, carbon and other emissions?
Then there’s the issue that is perhaps most central to the Trump campaign: how to cope with globalization. Yes, “cope” is the right verb,
because globalization isn’t an unmitigated good. While the U.S. as a whole
benefits greatly from globalization—
what country can match it in innovation, entrepreneurship, flexibility and
competition?—there are downsides.
Like rising inequality, like workers
who get left behind, like communities
that are devastated when a factory
shuts down.
The wrong way to deal with globali-

zation is the Trump way: close the borders, renege on trade agreements, erect
tariff barriers and try to get back to the
1950s—a time when U.S. manufacturing dominated a world still recovering

Globalization has its
challenges. But trying
to return the 1950s
is silly and impossible.
from World War II, when competition
could be ignored and information traveled at a fraction of today’s speeds.
Wrong way again, Donald.
The right way to cope with globalization is to minimize the downsides
while availing the economy of the upsides. That means reinforcing, not
weakening, the social-safety net—
starting with more and better tradeadjustment assistance for U.S. workers. It means leading the world
toward better trading rules that respect workers’ rights and the environment. It means providing more
apprenticeships, training and retrain-

ing as jobs change. It means modernizing America’s 20th-century education system to train more young
Americans for jobs that cannot be
done better by a computer or by a
smart Indian.
And it means realizing that decades of technological advances have
slashed the costs of transporting
goods, services, information and people. Everything today flows across
borders more easily than in the
1950s. There is no turning back. The
choice is clear: Get out front by using
the latest technologies to our
advantage (the American way since
the 1790s), or hunker down shouting
“America First” while other nations
grab the lead.
Slogans like “Back to the 1950s”
and “Make America Great Again” are
defeatist—and we haven’t even lost.
They are also recipes for failure going
forward. That, in the most profound
sense, is why Mr. Trump, like Corrigan, is flying the wrong way.
Mr. Blinder is a professor at Princeton, a visiting fellow at the Brookings
Institution and an informal adviser to
the Hillary Clinton campaign.

Notable & Quotable: Netanyahu at the U.N.

Israeli Prime Minister Benjamin
Netanyahu, speaking to the United
Nations General Assembly in New
York City on Thursday:

I want you to imagine a day in the
life of a 13-year-old Palestinian boy,
I’ll call him Ali. Ali wakes up before
school, he goes to practice with a
soccer team named after Dalal
Mughrabi, a Palestinian terrorist
responsible for the murder of a
busload of 37 Israelis. At school, Ali
attends an event sponsored by the
Palestinian Ministry of Education
honoring Baha Alyan, who last year
murdered three Israeli civilians. On
his walk home, Ali looks up at a
towering statue erected just a few
weeks ago by the Palestinian
Authority to honor Abu Sukar, who

detonated a bomb in the center of
Jerusalem, killing 15 Israelis.
When Ali gets home, he turns on
the TV and sees an interview with a
senior Palestinian official, Jibril
Rajoub, who says that if he had a nuclear bomb, he’d detonate it over Israel that very day. Ali then turns on
the radio and he hears President Abbas’s adviser, Sultan Abu al-Einein,
urging Palestinians, here’s a quote,
“to slit the throats of Israelis wherever you find them.” Ali checks his
Facebook and he sees a recent post
by President Abbas’s Fatah Party calling the massacre of 11 Israeli athletes
at the Munich Olympics a “heroic
act.” On YouTube, Ali watches a clip
of President Abbas himself saying,
“We welcome every drop of blood
spilled in Jerusalem.” Direct quote.

Over dinner, Ali asks his mother
what would happen if he killed a
Jew and went to an Israeli prison?
Here’s what she tells him. She tells
him he’d be paid thousands of dollars each month by the Palestinian
Authority. In fact, she tells him, the
more Jews he would kill, the more
money he’d get. Oh, and when he
gets out of prison, Ali would be
guaranteed a job with the Palestinian Authority . . .
This is child abuse.
Imagine your child undergoing
this brainwashing. Imagine what it
takes for a young boy or girl to break
free out of this culture of hate. Some
do but far too many don’t. How can
any of us expect young Palestinians
to support peace when their leaders
poison their minds against peace?

