Past, Presemt amt Future of
the [Imtenmetimmes] Mdoetdayy

System

Moscow
June 231d-24t 2011




Introduction

Bretton - woods monetary system
Kingston monetary system

Reserve Currency

SDR as a Reserve Currency

Future of International Monetary System

= Conclusion




Historical Timeline of Dominant
International Currencies (1)

AHICLIS gulden real de a ocho or

(Rome) (Netherlands) Spanish dollar (Spain)
15t ¢. (BCE)

17t —18% c. 18t — 19t ¢,

dollar (United

solidus fiorino pound (British
States)

(Byzantium) (Florence) Empire)

19th — 20t ¢,

Source: World Bank




Historical Tinmeéhee of Cldommaant
International GOureanmss (2)

1860-1914 >

2o I , 27 z2 7 = 2250 22>

B 200030000 —— B 200030000 | : A | cB20003000D
B2 : : B2 : B2

® [+ ) |

£B20003000D s Sk £B20003000D 3 £B200030000
Aabue smap - Aobue ==gp ' a7 Aiabu. ==gp

Source: World Bank




Bretton-waommt$s

Monetary System




Bretton-womads Systtam

of USD and monetary gold
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Parity
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Factors dednmal tihe Cobdapse of
the B System

USA - current account deficit — 1950’s
Unsustainability of gold prices

Creation of Gold Pool - 1961

Introduction of SDR — 1967

Shutdown of Gold Pool — 1968

Different prices for monetary gold — 1968
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Floating — ssnuee 1973

Currently, tihe fdiddlawigg eggbhagge redte regimes exstt:

= Floating
* Free
 Managed

* Fixed peg
e Currency board
« Dolarization
* Monetary union

* Fixed intermediate exchange rates
e Currency basket
e Crawling peg
* Fixed nominal central parita
» Target zones — based for equilibrium exchange rates
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SDR as a Resernve
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SDR — Currency HBzesdlatt




Zhou Xieocnuam’ ssHr opossal( ()

Zhou proposed the following steps to broaden the
SDR's use can fully satisfy member countries'
demand for a reserve currency:

= Set up a settlement system between the SDR and othe r
currencies so it can be widely accepted in global t rade
and financial transactions

Currently, the SDR is largely an artificial unitus  ed by
governments and international institutions

= Actively promote the use of the SDR in trade,
commodities pricing, investment and corporate
bookkeeping




Zhou Xieochnuam’ssHY opussdl ()

Create financial assets denominated in SDRsS to
Increase its appeal

The introduction of SDR-denominated securities

Further improve the valuation and allocation of the SDR

The basket of currencies forming the basis for SDR
valuation should be expanded to include currencies of
all major economies

IMF, with its universal membership and mandate to
maintain monetary and financial stability, had a na
advantage to act as the manager of its members
countries' reserves in the form of the SDR.




Some Open Issues wiith DR

Giving a greater role to the SDR would  require
significant investments by governments over an
extended period

= governments need to create a liquid market in
SDRs (for example, by issuing SDR -denominated
bonds) —

governments need to create an SDR-based foreign
exchange market (for example, by enabling the IMF
to act as a market maker)

the IMF would have to be able to iIssue additional
SDRs in periods of shortage




Future International

Monetary System




Foreign Exchange Reserves —
2009

m BRICS
m Euro Zone

m Group 7
m OPEC
m NICs




BRICS Foreign Exchange

Reserves — April/N&ay 2011
(in loilliom ULEED))

$51

B China

H Brazil
B India
B South Aheca




Use of the FRsmmnidi im T eabbe Sxbtibenearit

Cross border trade settlements in rememmdinbi

billion renminbi percent
350 6.0

5.1 percent

300 -5.0

250 B Imports
percent - 4.0
200 of total

trade 3.0
150

- 2.0
100

50 - 1.0

0 0.0
2009 Q3-Q4 2010 Q1 2010 Q2 2010 Q3 2010 Q4

China’s total exports 2010: $1.75 trillion

China’s total imports 2010: $1.52 trillion
Source: World Bank




When willl Cinimeaa oventtizke the USSR?

60

2020 - 2025
Source: Economist




Features of Alternative International
Monetary and Reserve Systems

Stability: Efficient adjustment mechanisms
at international level (e.g “n-1" problem)

Fairness: Capital flows from
poor to rich

Fairness : Exorbitant
priviledge

Ease of implementation

Respects political choice

— Status Quo

., Stability: Intertemporal stability

2 Stability: Exchange rate
7 volatility

Efficiency: Scale economies
(network effects)

Efficiency: Efficient and effective insurance
(or pooling) arrangements for reserves

—SDR —=Bancor
Source: IMF




Multipolar Mboiethayy Systtam
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Future of the International
Monetary System

* The long-run goal is a

= As Paul Volcker (1987) puts it, the global
economy needs a global currency

= The problem Is to devise a way to
achieve It




Global Sy Resame

currency




Richard Coopesr 198D

‘ ‘ National level monetary system
Insufficient in an age of globalization of
communication, transport, technology,
trade, corporate strategy, banking and

Investment.




Mundell 2002

‘ ‘ The benefits from a world currency would be
enormous. Prices all over the world would be
dominated in the same unit and would be kept equal

In different parts of the world to the extent that the law
of one price was allowed to work itself out. Apart from
tariffs and controls, trade between countries would be

as easy as it is between the states of the United
States. It would lead to an enormous increase inth e
gains from trade and real incomes of all countries
Including the United States.

29




Mundell’ s FR oo

A single unit for quoting prices
A common unit for denominating debts

A common rate of inflation for participating
countries

A common Interest rate on risk-free assets
A global business cycle




Stiglitz 20006

66

Adoption of SDRs as a reserve currency
by the national central banks could pave
the way for the eventual creation of a

29




Conclusion

USD will continue to serve as a global reserve
currency

Most likely euro will increase its role as a
reserve currency

National currencies of EM countries will play a
critical role in the future international monetary
system

Creation of multiple currencies system will be
needed

Final goal Is a single global currency
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