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The International Monetary System: 

• The Bretton Woods institutions were founded on a double proposition to 
ensure mutual prosperity (and peace)

• ‘Free’ trade under WTO rules, and current account convertibility;
• IMF’s safety net to help manage temporary external imbalances (BoP)

• Followed by an explosion, first in global trade, then in cross-border financial 
transactions.

• Along the way, the nature of the IMS changed (end of Bretton Woods, floating 
exchange rates….) but the general architecture remained unchanged.

• In this lecture, I want to ask how the system has changed (or not) and what 
challenges lie ahead.



Trade Openness, 1870-2021
(sum of exports and imports, percent of GDP)
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Sources: Aiyar et al (2023), Geoeconomic Fragmentation and the Future of Multilateralism, Staff Discussion Note, 2023/001



Role of Major Currencies in the International Monetary System

3Sources: Aiyar et al (2023), Geoeconomic Fragmentation and the Future of Multilateralism, Staff Discussion Note, 2023/001



Non Financial Company dollar debt and dollar reserves

4Sources: Das et al (2023)



Evolution of the Global Financial Safety Net, 1995-2021
(percent of Global GDP)

5Sources: Aiyar et al (2023), Geoeconomic Fragmentation and the Future of Multilateralism, Staff Discussion Note, 2023/001
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Well-known issues with the structure of the International Monetary System
• Uneven and limited access to global liquidity: only IMF resources are available 

to all.

• Reliance on reserves (self-insurance) as a substitute for contingent liquidity is 
costly (quasi fiscal cost) and inefficient:

• Global precautionary externality (at the Zero Lower Bound) (Fornaro and 
Romei, 2019): Paradox of Global Thrift.

• Global borrowing externality: reserve accumulation encourages NFC to 
increase dollar borrowing (mismatch). Original Sin redux. (Das et al, 2023)

• Growing asymmetry between safe asset providers (US) and the ROW. 



Unstable system or world banker? An old debate
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Robert Triffin Charlie Kindleberger



The Kindleberger View: Exorbitant Privilege (Gourinchas & Rey)

8Source: Bertaut, Curcuru, Faia and Gourinchas (2023)



9Source: Bertaut, Curcuru, Faia and Gourinchas (2023)

The Kindleberger View: Exorbitant Privilege (Gourinchas & Rey)



The end of Privilege? Cumulative equity valuation effects

10Source: Bertaut, Curcuru, Faia and Gourinchas (2023)



Allocative Effects of Cross-Border Capital Flows

11Source: Bertaut, Curcuru, Faia and Gourinchas (2023)



Allocative Effects of Cross-Border Capital Flows

12Source: Bertaut, Curcuru, Faia and Gourinchas (2023)



What about the Triffin view?

13Source: IMF World Economic Outlook, Gross Domestic Product Current Prices (USD). October 2023 vintage



What about the Triffin view?

14Source: IMF, World Economic Outlook

Convergence is projected to slow
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What about the Triffin view?

15Source: IMF World Economic Outlook, Gross Domestic Product Current Prices (USD). October 2023 vintage
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New Challenges:

1. How to manage capital flows ?

2. Living in an era of high public debt

3. Geoeconomic Fragmentation



Managing Capital Flows
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• How to manage capital flow movements? New tools and new frameworks

• IMF’s Institutional View recognizes that FX interventions (FXI) and capital flow 
management measures (CFM) have a role to play, ‘under the right 
circumstances.’

• Integrated Policy Framework articulates situations where these tools could be 
usefully deployed when:

• Shallow FX markets
• Maturity mismatches that threaten financial stability
• Depreciations de-anchor inflation expectations



How to Manage Capital Flows? Basis Control (Gourinchas 2022)
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How to Manage Capital Flows? Basis Control (Dao & Gourinchas 2023)
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• Dao & Gourinchas (2023):



How to Manage Capital Flows? Basis Control (Dao & Gourinchas 2023)
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How to Manage Capital Flows? Basis Control (Dao & Gourinchas 2023)
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How to Manage Capital Flows? Basis Control (Dao & Gourinchas 2023)
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USD Hedging Demand and the CIP Basis: Advanced Economies
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USD Hedging Demand and the CIP Basis: Emerging Economies
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‘Purified’ CIP Basis using Supra National Bond Issuance
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Brazil Türkiye



USD Hedging Demand and the purified CIP Basis: Emerging Economies
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USD Hedging Demand and the purified CIP Basis: Emerging Economies
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Impact of Policies on purified CIP Basis: Emerging Economies

33



FX Interventions and CIP Basis (Dao, Gourinchas, Mano and Yago, 2023)
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Living in an era of high public debt
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• Increasing issuances have to be absorbed by the market (at increasing duration 
as QE becomes QT). 

• ‘Plumbing stress’: March 2020 dash for cash. 
• Marginal buyer increasingly inelastic
• Increased risk of a ‘credit event’, especially if budgetary process is 

dysfunctional. 

• Increase in 10year mostly an increase in the term premium.
• But not associated with increased risk metric on other markets.
• Quantity of risk vs price of risk?

• One ‘good’ consequence: moving away from ZLB. But adverse effect on debt-
dynamics. 



Treasury liquidity is low, volatility is high: is the safe asset still safe?

36Source: Bloomberg, 11/05/2023

Treasury Liquidity Deteriorating…
(Bloomberg US Government Debt Liquidity Index)

…As Volatility Increases
(ICE BofA Move Index)



Triffin moment depends on debt as much as growth

37Source: CBO June 2023



Rising Geoeconomic Fragmentation
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• Rising signs of geoeconomic fragmentation
• Trade sanctions and restrictions, esp. commodity trade
• Direct investment
• Official reserves

• Yet the system remains profoundly integrated and –so far- supply chains 
become ‘elongated’ rather than severed.

• Still less efficient, hence costly
• May not improve resilience

• Over-arching message: elasticities are low but not zero: systems adapt. 



Commodity Fragmentation

39Source: WEO October 2023 chapter 3



Geo-economic fragmentation is under way…

40Source: WEO October 2023 chapter 3



Direct Investment: Geopolitical Distance

41Source: WEO April 2023 chapter 4



Elongation of Supply Chains, Volatility

42Source: IMF
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The ‘blocs’ still recycle each other’s surplus/deficits
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Capital Flows: China, Russia, and Saudi Arabia
(USD bn; 4 quarter trailing sums) 
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Central banks are purchasing gold

44Source: World Gold Countil, 

Central Banks net gold purchases/sales



Sanctions on Iran, Nov 15, 1979
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Conclusion
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• The International Monetary System has been resilient so far, but will be tested 
further

• Reliance on self-insurance is inefficient
• Better implementation of capital flow policies (IPF, basis control)
• New ‘shocks’ are likely:

• Elevated debt levels with low growth and high interest rates
• ‘Plumbing of the Treasury market’ remains fragile
• Geoeconomic fragmentation: careful about weaponized interdependence
• Closer to a Triffin moment

• The system needs to adapt to these new challenges:
• Should not assume that the system can continue to function as is
• IMF role is central. Needs to be equipped with resources and governance


	Slide Number 1
	The International Monetary System: Current and Future Challenges
	Trade Openness, 1870-2021�(sum of exports and imports, percent of GDP)
	Role of Major Currencies in the International Monetary System
	Non Financial Company dollar debt and dollar reserves
	Evolution of the Global Financial Safety Net, 1995-2021�(percent of Global GDP)
	The International Monetary System: Current and Future Challenges
	Unstable system or world banker? An old debate
	The Kindleberger View: Exorbitant Privilege (Gourinchas & Rey)
	The Kindleberger View: Exorbitant Privilege (Gourinchas & Rey)
	The end of Privilege? Cumulative equity valuation effects
	Allocative Effects of Cross-Border Capital Flows
	Allocative Effects of Cross-Border Capital Flows
	What about the Triffin view?
	What about the Triffin view?
	What about the Triffin view?
	The International Monetary System: New Challenges
	Managing Capital Flows
	How to Manage Capital Flows? Basis Control (Gourinchas 2022)
	How to Manage Capital Flows? Basis Control (Gourinchas 2022)
	How to Manage Capital Flows? Basis Control (Gourinchas 2022)
	How to Manage Capital Flows? Basis Control (Gourinchas 2022)
	How to Manage Capital Flows? Basis Control (Gourinchas 2022)
	How to Manage Capital Flows? Basis Control (Dao & Gourinchas 2023)
	How to Manage Capital Flows? Basis Control (Dao & Gourinchas 2023)
	How to Manage Capital Flows? Basis Control (Dao & Gourinchas 2023)
	How to Manage Capital Flows? Basis Control (Dao & Gourinchas 2023)
	How to Manage Capital Flows? Basis Control (Dao & Gourinchas 2023)
	USD Hedging Demand and the CIP Basis: Advanced Economies
	USD Hedging Demand and the CIP Basis: Emerging Economies
	‘Purified’ CIP Basis using Supra National Bond Issuance
	USD Hedging Demand and the purified CIP Basis: Emerging Economies
	USD Hedging Demand and the purified CIP Basis: Emerging Economies
	Impact of Policies on purified CIP Basis: Emerging Economies
	FX Interventions and CIP Basis (Dao, Gourinchas, Mano and Yago, 2023)
	Living in an era of high public debt
	Treasury liquidity is low, volatility is high: is the safe asset still safe?
	Triffin moment depends on debt as much as growth
	Rising Geoeconomic Fragmentation
	Commodity Fragmentation
	Geo-economic fragmentation is under way…
	Direct Investment: Geopolitical Distance
	Elongation of Supply Chains, Volatility
	The ‘blocs’ still recycle each other’s surplus/deficits
	Central banks are purchasing gold
	Sanctions on Iran, Nov 15, 1979
	Conclusion



