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Reserve Accumulation:
an' Insurance Against Shocks




Macroeconomic Volatility in the World

(standard deviation of GDP growth, %)

Advanced economies Emerging and developing economies

m 1980-1989 = 1990-1999 m 2000-2008

Source: IMF
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International Reserves in the World

(2009Q1, International Reserves minus Gold, billions of US$)

Emerging Countries Industrial Countries

Source: IMF




Largest International Reserve Holders

(2009Q1, Intermational Reserves minus Gold, billions of US$)
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An Alternative to
Reserve Accumulation:

lLender of last resort

®Increased funding from existing IFIs

8 Swap agreements among central
banks

& Creation of an Emerging Market
Fund




Problems

No perfect\substitutes to reserves
Moral hazard

® Capitalization of’a large enough
fund ( Preventing fund depletion at
times of crisis)
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Large U.S. and Global

- Imbalances:
a Threat tothe Current

Internatironal-Monetary System
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USA: Eiscal Balance

(as % of GDP)

Source: IMF; Congressional Budget Office




USA: Public Debt

(as % of GDP)

Source: Office-of Management and Budget




Public Debt in-the G7, 2009 (p)

(% del PIB)

115.3
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Unidos

Fuente: Office-of Management and Budget, FMI




Big Current Account Deficits 2008

(billions of US$)

United Kingdom

Greece




USA: Composition of the
CurrentAccount.Deficit (2008)

Source: Bureau of Economic_Analysis




Big Current Account Surpluses 2008

(billions of US$)

Saudi Arabia, Kuwait, United
Arab Emirates and Qatar

Germany

Russia

Hong Kong, Singapore and
Taiwan




Two - Mechanisms

® /Growth Rebalancing

® Exchange Rate Realignments
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Yuan Appreciation Jun-05/Aug-08: 17,5%




Re_j_xzserve currenclesy’ the
Present and the Future




Reserve-Currencies

(international reserves composition)

71.1 71.5
|||| ‘%‘\

2000 2001 2002 2004

* data for first quarter m Dollar = Pounds = Euros m Other

Source: IMF




Alternative -Options for
Reserve Currency

® Euro?
®/Yen?
® Yuan?
® BRIC currencies?
® SDR?
Main candidate today: SDR




SDRIssues

® ~Advantage of\supra-national currency,
uncontaminated by a country.s local policies

' Expand and promote use of SDRs (financial
iInstruments, commodity pricing)

» Enlarge basket of currencies used to

| determine the value of the SDR

® Central IMF role requires change in IMF's
governance

® Ways to discipline both deficit and surplus
countries (A tax on chronic susrpluses?)




Conclusion

® Most likely: the US dollar will
remain as the main'reserve
currency, but...

® Growing competition from.other
currencies: SDRs, BRIC currencies

® the dollar will continue to loose
weight

® The process will be slow, gradual
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