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@ Board of Governors of the Federal Reserve System, “Federal Reserve System Monthly Report on Credit and Liquidity
Programs and the Balance Sheet” , June 2009.
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Abstract ; This paper analyzes the evolution of the international monetary system after the financial crisis. We
first provide a quick review of three fundamental features of the world economy before the international financial
crisis, including rapid growth of emerging market economies, impressive pace of globalization, and rapid finan-
cial deepening and cross-border capital flow. These features of the world economy gave rise to an ever-increas-
ing international demand for international reserve currencies such as the US dollar. Consequently, the current
international monetary system which was shaped before the financial crisis has three main noteworthy character-
istics: (1) the US dollar is the most important reserve currency relied heavily by central banks worldwide; (2)
the Euro has been emerging rapidly competing with the US dollar; (3) monetary policies and monetary condi-
tions of the United States have tremendous influence in the world economy. We argue that after the financial cri-
sis, the credit foundation of the US dollar has been shaken significantly and therefore the current international
monetary system is not sustainable in the long-run. Based on these analyses, we show that there are two alterna-
tive cases of the evolution of the international monetary system in the post-financial crisis era. The first case is
that countries in the world cooperate to establish a globally accepted reserve currency, which beyond the control
of any sovereign state. The other alternative is that the world’s sovereign currencies compete in international
transactions and gradually a multi-currency anchored international monetary system will emerge. The most likely
anchor currencies are the US Dollar, the Euro, and the Chinese RMB. We believe that by far, the multi~cur-
rency anchored system is the more likely case. We therefore suggest that while China should participate in the
international monetary system reform as well as the IMF reform to push for the first possibility in order to show-
case her commitment to international cooperation, howevér, China also needs to prepare for the second possibil-
ity. We thus conclude that pushing for the internationalization of the Chinese RMB is the most practical and ef-
fective policy the Chinese government for years to come.

Key Words:international monetary system reform, RMB’s internationalization
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