Dollar's Decline Tests the Nerve of Asia's Bankers
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(TOKYO) As Americans embark on another season of debt-supported holiday
spending, they might want to give thanks that Masatsugu Asakawa is still buying in
America, too.
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Mr. Asakawa, 46, is the top official at the Finance Ministry here responsible for
managing the largest portfolio of United States government securities in the world,
worth a staggering $720 billion. As the dollar has slumped this fall, many investors
have started to worry that Mr. Asakawa and his counterparts elsewhere in Asia will be
tempted to pare their holdings, perhaps causing the currency to plunge much further
and setting off a round of interest rate increases in the United States that could send
the global economy into a tailspin.
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But Mr. Asakawa, at least for now, says that he intends to keep right on adding
American holdings to Tokyo's portfolio.
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"We've heard the rumors in the last few days that the Chinese guys, the Indian guys,
the South African guys are diverting from dollars," Mr. Asakawa said. "We have no
plan at all to divert from our dollar-denominated assets."
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Still, Mr. Asakawa admits that he has not been sleeping so well lately.
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"

; it 1s terrible," Mr. Asakawa said as he toyed with a blue



plastic portable currency monitor. After regular business hours, the wireless device
beeps by his bedside whenever the dollar strays beyond a set range. "Fortunately," he
said, "my wife is very understanding."
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Asa
result, Asians have accumulated huge quantities of foreign exchange, which they have
used mostly to buy American government securities.
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By doing so, they helped keep interest rates in the United States low and the dollar
relatively strong. That allowed Americans to borrow cheaply and fill their shopping
bags with yet another load of well-priced goods imported from Asia. Low interest
rates also enabled Washington to readily finance the federal government's gaping
budget deficit.
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But as borrowing by the United States from abroad has soared this year to $620
billion, a record 5.7 percent of overall economic activity, many foreigners have
become reluctant to keep accumulating dollars at the same pace. That has left officials
like Mr. Asakawa and others at central banks elsewhere in Asia holding America's
purse strings.
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Japan's total stockpile of foreign currency, at $817 billion, is still the largest in the
world, but China, which now owns about $600 billion, is catching up fast.
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Among countries that are accumulating dollars -- especially China -- grumbling is on
the rise that Washington should do more to protect the value of their investments by
cutting the budget deficit and adopting other policies to slow or reverse the dollar's
decline.
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"Shouldn't the relevant authorities be doing something about this?" asked Prime
Minister Wen Jiabao of China at a conference in Laos last Sunday.
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As in Japan and China, small groups of civil servants in Taiwan and South Korea are
struggling to invest sizable foreign currency reserves of $235 billion and $193 billion,
respectively. For years, all four countries have held the bulk of their reserves in the
Treasury bills, notes, and bonds that finance the federal budget deficit.
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Together, these Asian institutions are responsible for holding roughly 40 percent of
the American government's public debt.
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In contrast to Japan, China's money managers, while selling little of their existing
Treasury holding, have not been buying much more. China's foreign currency reserves
rose by $111.3 billion in the first three quarters of the year, according to official
Chinese data. But its Treasury holdings, American security filings show, climbed by
only $16.4 billion.

EAAMEBRZT  PEOHBE QAR HRFFIBRES R HEE
ORI REFPEETNAT TR FPRNIEFRSFHA=FHEPT 12—
T—E—T= %7 AMEBEFAT BB 7 BERA 0 & B B E R R
MY —EATHEEET -

16 =

Instead, officials at the State Administration of Foreign Exchange in Beijing have
been seeking higher yields by plowing billions of dollars a month into bonds backed
by mortgages on houses across the United States, according to bankers who help
Beijing manage the money. By helping keep mortgage rates from rising, China has



come to play an enormous but discreet role in sustaining the American housing boom
for the last four years.
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The proportion of China's hoard in Treasury securities has dropped to about 35
percent, they say, compared with the roughly 90 percent of Japan's foreign currency
reserves still parked in Treasury securities.
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The problem for Japan is that it is in so deep that to a large degree it is chained to its
American debtor.
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"Imagine that tomorrow people hear, 'Hey, Japan has decided to divert from U.S.
dollars to euros," Mr. Asakawa said. "That would create a hugely undesirable impact
on the U.S. Treasury market, and we have no intention at all to make an unfortunate
impact on the U.S. Treasury market."
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Any selling move by Japan would move the entire market -- and cut further into the
value of Japan's own portfolio.
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Richard Koo, chief economist for the Nomura Research Institute, says anything Japan
might do to slow its dollar purchases would only create a self-inflicted wound.
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"If they could move it all out of dollars in one day, I am sure they would do it in an



instant,”" Mr. Koo said. "But if they move 10 percent, and the dollar goes down 20
percent, they are stuck with 90 percent of the portfolio worth 20 percent less."
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Others in Japan are not happy about how much the dollar has already weakened.
Toyota, Japan's largest company and its biggest exporter, complains that for every
I-yen gain against the dollar, the company's annual profit falls by 20 billion yen,
currently $195 million. With Japan's economic recovery still lagging, its dollar buying
serves to help keep its exports more competitive.
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Japan and China hold too much American debt to be able to diversify discreetly.
Instead, they are urging the Bush administration, in public and private, to get the
American budget into better balance and to improve American saving rates.
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"What China and Japan are trying to do is say, 'Please get back on track with fiscal
reform," said Robert A. Feldman, chief economist for Morgan Stanley Japan.
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Still, Mr. Asakawa admits that he has not been sleeping so well lately.
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1. Officials at the State Administration of Foreign Exchange have been
seeking higher yields by plowing billions of dollars a month into bonds
backed by mortgages on houses across the United States.
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2. By helping keep mortgage rates from rising, China has come to play an

enormous but discreet role in sustaining the American housing boom for
the last four years.
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3. You can only learn to speak a foreign language well by practicing it all
the time.
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[ 158, “Dream up the future” (E'“F I S SEE
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