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Can A New World Currency Displace The Dollar?

by Tom Gjelten

All Things Considered, March 24, 2009 - For years, U.S. Treasury notes have
been a safe place for world governments to park their foreign currency
holdings. But all of a sudden, the U.S-is running-up tritlion-dollar deficits.

Now, China is raising concerns about the U.S. dollar's dominant position in the world economy. The head of
China’s central bank this week said the world should consider creating a new international reserve currency.
Russia this month took a similar position; so did a United Nations panel.

Kenneth Rogoff, former chief economist at the International Monetary Fund, says it's no coincidence that China,
Russia and other countries are getting nervous.

"They realize that these Treasury bills they have might not be worth so much five or 10 years from now. There
might be inflation," Rogoff says. "And so | think countries like China and Russia are starting to rethink whether
there should be an international reserve currency run by some organization like the International Monetary
Fund."

China earns massive reserves each year with its exports, and it has effectively tied its own currency to the U.S.
dollar. If the U.S. dollar were to be displaced as the international currency, Chinese export earnings could suffer.

But Brad Setser of the Council on Foreign Relations says China is a big enough player now that it has to balance
worries about its export sector with concerns about the security of its reserves.

"China is now a creditor, a major creditor, and it will start to think about its interests globally more as a creditor
and less as just an exporter," Setser says.

Other countries have other reasons for backing the idea of a new international currency. They've noticed that as
long as the dollar is the major safe haven, the United States can borrow hundreds of billions from the rest of the
world at low interest rates. That's a big advantage for the U.S.

The United Nations Commission of Experts on International Finance Reform this week issued a report calling
for a new monetary unit based on an assortment of national currencies.

Avinash Persaud, a member of the U.N. panel, says such a unit would give small countries more access to the
money now being spent on U.S. Treasuries.

"It could help to distribute savings from one part of the world to other parts of the world where they could be
better utilized," he says.

Right now, governments buy U.S. dollar assets because they seem like the best investment. And some
economists point out that just because the world creates an international reserve currency doesn't mean
governments would actually use it — unless they're compelled to.

Rogoff, now at Harvard, says one option would be to create a currency that countries could invest in as an
alternative to the dollar if they so choose.
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"l wouldn't be surprised if the Group of 20, at least over the longer term, seriously takes up an issue like this,"
Rogoff says. "I do think, into the foreseeable future, an international reserve currency would just take a margin
of the U.S.'s business. It would not supplant the dollar overnight by any means."





