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The Tri-Polar International Monetary System under China-US Trade Disputes
Ju Jiandong and Xia Guangtao
PBC School of Finance Tsinghua University

Summary: Under the circumstances of China—US trade disputes, the structure of international production, trade and
finance is undergoing new complex and profound changes. Meanwhile, the evolution path of the international monetary
system seems to be more and more ambiguous, due to the rising volatility and uncertainty in the global financial market.
This paper aims at predicting the potential patterns of the international monetary system in the short term, medium term
and long term.

Based on the historical experience and current situation of the international monetary system, this paper characterizes the
multi-dimensional attributes of the international monetary system in terms of foreign exchange turnover, currency decomposition
of international debts and loans, official foreign exchange reserves, and global payment system, and then traces its dynamic
changes from 1975 to 2017. Through reviewing the existing classic literature both theoretically and empirically, such as
Matsuyama et al. 1993 | Rey 2001 , Fratzscher & Mehl 2014 and Eichengreen et al. 2018 , this paper also
explores the multiple equilibria of the international monetary system under different conditions, which helps to provide a useful
framework to analyze different scenarios of the system from several aspects of the fundamentals, trigger conditions, mechanism
and potential impacts.

This paper argues that the US dollar as an invoicing, issuance, anchor and reserve currency still occupies its dominant
position in the international monetary system in the short term, and its hegemony could even be intensified when other alter—
native international currencies suffer from a variety of internal or external shocks. However, the risks of the sovereign default
and dollar crisis tends to rise continuously in the medium term, which may induce the collapse of the current international
monetary system in some extreme cases. Eventually, a new tri—polar international monetary system comprising of US dollar,
Euro and RMB is bound to show up in the long run, and the stability and efficiency of global financial market would be
enhanced.
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