I have taken a number of calls regarding China’s announcement that they would allow the Yuan to appreciate against the US Dollar and what impact that may have on interest rates.  China’s currency has been kept  artificially weak so that Chinese goods are more affordable to global consumers giving Chinese manufacturers an edge over the competition.  This surplus is what China has been using to buy U.S. Bonds helping keep interest rates dramatically lower in the U.S. and thus the U.S. response somewhat tempered.  

Now that the complaints about unfair trading practices by China start to rise as more countries have troubled economies, the Chinese decided once again to preempt the world by announcing that they will allow the Yuan to float.  Coincidentally, the G-20 meeting of the worlds industralized nations is set to begin this week and China is on the hot seat for their currency and trade policy.  
The downside of the currency appreciation is that the Chinese will have fewer dollars to buy our bonds, which may put upward pressure on interest rates in the long run.  The big question is when and how far will the Chinese allow the currency to increase? 
Just as in 2006 when I published a column titled “When will the bubble burst?” referring to the real estate market, I have been saying for several months now that there is a very high likelihood that interest rates will rise significantly.  The big question is when and by how much?  While it’s impossible to determine the exact timing of these types of events, the macro picture is pretty clear.  

Interestingly, Alan Greenspan had an opinion piece in the Wall Street Journal called the “U.S. Debt and the Greece Analogy” wherein he talks about the increased likelihood of higher interest rates.  “Don’t be fooled by today’s low interest rates.  The Government could very quickly discover the limits of its borrowing capacity.” 

While I’m not Alan Greenspan, I did predict a real estate bubble which he claims he could not have seen coming so I am confident that higher interest rates are a real possibility in the mid to long term as we continue to push our debt levels higher.
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