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Diamond. Why this question of global imbalances in current accounts now? 

Williamson. Well, the immediate impetus was the forthcoming International Monetary Fund meetings [April 14th and 15th in Washington DC].  We thought this would be a good time to raise these issues so our view was on the table, that the IMF should lead the way on multilateral discussions of these issues. Our big complaint is the world is far too complacent about this issue.

Diamond. What do you think should be done to fix the current accounts problem? 

Williamson.  Politicians look to answer balance of payment problems by looking at trade policy. That’s misguided. You need action both to improve the competitiveness of U.S. producers, either through trade policy or exchange rates, and you also need action to slow down demand in the U.S. 

Diamond.  What’s the worst-case scenario outlined at the conference you helped organize?

Williamson.  The worst case scenario is the one where the private markets cease to be willing to finance the U.S. deficit, and because of that one has a big and fast dollar depreciation accompanied by a loss of confidence, and it generates a recession.  

The other really worrying thing is the potential for trade being cut off, if countries blame each other for problems. Something akin to the Smoot-Hawley Tariff Act in 1930, and a cascading reaction on world trade. 

Diamond.  The conference presenters argued that Asian currencies needed the most adjustment. What would you like to see with the renminbi? 

Williamson.  It’s important to recognize that in the case of China we agree with the position advanced by Yu Yongding [Director and senior fellow, Institute of World Economics and Politics, Chinese Academy of Social Sciences] at the conference, that an adjustment in the renminbi needs to be accompanied by expansion of internal demand in China. We’re not proposing to slow down China’s growth, but to redirect it. Accompanying that would be an appreciation of the renminbi, of something like 10 percent upfront against the dollar to indicate that China is serious, and probably another 20 percent over the course of time. Bearing in mind that one wants a lot of the other Asian currencies to appreciate as well. 

Diamond. Would that make the U.S. current account deficit go away?


Williamson.  Nobody thinks it will be cured by China. But an appreciation in the renminbi is key to getting the rest of Asia to go along.  Japanese adjustments are needed to support this as well, as are adjustments for Taiwan, Hong Kong, Singapore, Malaysia and some of the South East Asian nations, except probably Korea. 

Diamond.  What about in Europe? 

Williamson. Europe should be willing to accept a stronger exchange rate against the dollar. If things aren’t to go into reverse it would be necessary for the euro to appreciate further against the dollar.

Diamond.  If these adjustments take place, how long will it take to for the U.S. to even out its balance of payments?

Williamson.  I don’t think any of us expect to see U.S. balance of payments deficit balanced in the next three or four years. If we began a series of adjustment programs now, maybe it would be realistic to think of halving the U.S. deficit over that course of time. Halving the Japanese surplus as well, something on that order of magnitude. China could probably adjust faster. There are still a lot of very poor people in China that feel their priority is to save against the eventuality of a rainy day. Some sort of government welfare programs that gave assurances of the safe provisions of pensions in people’s old age, and a program against unemployment, might help them spend more.

Diamond.  Will we see the end of the dollar as the world currency peg?

Williamson. Most currencies already float. It’s really only the renminbi and one or two others in Asia that don’t. So the idea of the dollar as a peg is fairly dated already. If Asian countries want to peg, they’d be better off pegging to a basket of currencies rather than the dollar. 

 Diamond.  What kind of reaction have you received to your balance of payments ideas? 

Williamson. People tend to break down into two types, those who say we’ve called it as it is and wish the official world would start doing something about it, and others who say we’ve heard you calling wolf before, and nothing’s happened. And that of course is true (laughs).  But it doesn’t mean there isn’t a real problem there just because disaster hasn’t happened yet. I get reminded of people during the Cold War who said ‘why worry about nuclear war, it hasn’t happened yet.’

