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Chi na PBOC Renews Calls For Super-Soverei gn Reserve Currency

BEI JING (MNI') - The Chinese central bank reiterated Friday its cal
for the creation of a "super-sovereign" currency to anchor the gl oba
nonetary systemarguing that there are "serious defects" with the
current system

Its argunents which were contained in its 2009 Financial Stability
Report closely follow the recormendati ons contained in a paper by
Peopl e s Bank of China Governor Zhou Xi aochuan published in March.

But the PBOC al so said Friday that the International Mnetary Fund
shoul d be allowed to nanage sone part of the foreign exchange reserve
hol di ngs of its nenbers "in order to enhance its ability to maintain a
stabl e international nonetary and financial system"

That recommendati on was not included in Zhou s original paper

Li ke Zhou the PBOC did not directly nanme the dollar as the culprit
for global nonetary instability but said that the "inherent defects"” in
the current system need to be repaired.

"We need to create an international reserve currency that isn't
connected with any sovereign country and can maintain |ong-term
stability" the bank said.

It said that the M s Special Drawi ng Right should be allowed to
play this role with the supervisory and managenment powers of the
mul tilateral institution enhanced to carry this out.

The PBOC al so said that the I M- should step up its supervision of
t he econonic and financial policies of major reserve currency-issuing
countries echoi ng | ong-standi ng reconmendati ons by senior Chinese
gover nent | eaders.

Quantitative easing policies pursued by "sone countries" risk
stoking medium to long-terminflationary pressures the PBOC warned
even as it noted that the uncertainties surrounding the health of the
gl obal economny are on the increase.

However donestic short-termdeflationary pressure is also
i ncreasi ng because of industrial overcapacity in China the bank said.

It said that the danpening effects the gl obal econonic sl owdown has
had on Chinese exports is creating risks in the donmestic banki ng system
as companies fail but also noted that the on-going "adjustnment™ in the
Chi nese property is contributing to pressures on donestic |enders.

Zhou s paper on the need for super-sovereign currency has been
di smissed in sone quarters as a largely academ c contribution to a
gl obal debate about the future of the world nonetary system

However the PBOC s inclusion of discussion of a replacenment for



the U S. dollar suggests a continuing high | evel of Chinese
di ssatisfaction with the instability caused by the post-Bretton Wods
system

Earlier this week Li Lianzhong a senior economist within the
Chi nese Communi st Party said that China shoul d abandon Treasury
purchases in favor of gold or even U S. land arguing that Washington is
debasing the currency through its reflationary policies.

Esti mates of the size of China's dollar hol dings exceed 80%of its
existing $1.95 trillion in foreign exchange reserves once third-party
purchases are included with a sizeable chunk of that held in U S
Treasury securities of various maturities.

Despite the public airing of concerns about the safety of its U S

dol I ar hol di ngs Chinese officials -- including State Adm nistration of
Forei gn Exchange Director Hu Xi aol i an whose agency manages the bul k of
China s forex reserves -- have defended their dollar purchases calling

the Treasury markets anong the safest and nmost liquid in the world.
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