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Introduction

The reform of the international monetary system has been a subject of constant
debate, reflecting widespread dissatisfaction with the dollar-based and US-controlled
arrangements that have prevailed since World War Il. The United States is very much
attachedtoits privileged and dominant position,and is unwilling to seriously contemplate
any changes to it. The rest of the world is increasingly uneasy with the way the US
handles its dominance. Heavy-handed weaponization of finance and, since 2025, of trade
policy have weakened confidence in the dollar and US Treasuries. Moreover, the weak
spots of the American economy, including severe fiscal and financial fragilities, sow
suspicion about the trustworthiness of dollar assets. There is, therefore, an undeniable
need for alternatives - a need that may become urgent if a new financial crisis erupts
in the United States. This is the background for the present paper.

Most of the alternatives to the dollar system that have been proposed often
seem unrealistic and impractical. This appears to be the case of proposals for a global
solution, normally SDR-based, and of regressive reforms that seek to establish gold
and/or other commodities as the anchor of a non-fiduciary monetary framework.
A global solution cannot be seen as feasible, given the current and probably long-
lasting geopolitical fragmentation of the world. And the assumed safety and neutrality
of Keynes’ “barbarous relic” provides at best, as it already does, a volatile international
reserve asset.

A different approach! is presented here, one that seems more consistent with
contemporary realities. Its main purpose is to provide a comprehensive explanation of a
how a new plurilateral BRICS-centric reserve currency could be constructed. This currency
would share some basic traits with contemporary currencies that are normally fiduciary,
floating, and managed by relatively autonomous monetary authorities.

The paper starts off with a survey of the current monetary landscape, and argues
that the lack of acceptable alternatives to the dollar opens the way for a new transnational
currency. The only other major alternative, the renminbi, appears not to be a feasible or

! This approach was first presented, in rough outline, in Nogueira Batista Jr., Paulo (2023).
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desirable alternative for reasons that will be set out in some detail. The case is then
made for a new reserve currency, restricted to international transactions and reserve
holdings and playing no domestic roles. The paper then addresses the main reasons
for and the distinctive features of such an initiative. Could the issuance and management
of a new currency be entrusted to an existing institution? Or would the creation of a new
one be required?

The approach envisaged here would begin with the creation of a new unit
of account by a group of BRICS (not necessarily all) and other Global South nations. At one
point, the unit of account would be converted into a new currency, preserving the same
weights. A set of rules would be defined to ensure confidence in this currency, including
an anchoring mechanism, limits on issuance, and stabilization criteria. The currency’s
anchor could not be gold and/or other commodities, given their price instability. In the
suggested framework, the issuing authority would issue not only currency but also bonds.
The currency would be convertible into bonds, and these in turn would be convertible
into a basket of bonds of the participating countries. The new currency would thus be
fiduciary, i.e., backstopped by the Treasuries of these countries. It would also float, in line
with the fluctuations of the currencies included in its basket.

The final part of the paper addresses the vulnerabilities of the proposed framework -
lack of confidence in the sponsoring countries, the challenges associated to China’s large
relative size, and the risk of a Western, US-led backlash. While relevant, these obstacles
can be overcome or at least mitigated. The paper concludes that the proposed initiative,
although a tall order, is feasible and can be implemented successfully by a coalition
of BRICS and other Global South nations.

This is a shortened version of a paper concluded in April.?

2 Nogueira Batista Jr., Paulo (2026). “Geopolitics and International Money—A Path to a New Reserve Currency”,
April. URL: https://www.nogueirabatista.com.br/2026/04/16/geopolitics-and-international-money/
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The monetary landscape -
the dollar’s reign
is no longer uncontested

The US dollar, while still dominant, is suffering a steady erosion in a
number of respects. This erosion can be attributed to two main causes that
have been at play over the past 15 to 20 years. First, the weakening trust
in the dollar that results from the severe financial and fiscal fragilities of the
US economy. Since these fragilities are structural in nature and measures
to correct them are not forthcoming, negative confidence effects are far from
negligible. Second, the systematic use, or rather misuse, of the dollar and the
Western financial system as weapons against countries that are seen as
hostile or non-cooperative by the US and its allies.?

Since Donald Trump took office in January 2025, weaponization
has acquired a new dimension - the indiscriminate use of import tariffs
to blackmail and intimidate other countries, including traditional allies.
To this unprecedented use of tariffs, the Trump administration added
other factors of instability, such as public threats to the Federal Reserve’s
autonomy, large tax cuts and the resulting impact on the fiscal deficit,
a number of new wars and military adventures, also with heavy fiscal
and financial implications. The war on Iran, in particular, has led to another
major challenge - the weakening of the so-called petrodollar system based
on the pricing, selling and buying of crude oil in US dollars. As a result,
periods of flight from the dollar have occurred time and again.

Weakened by its use as a geopolitical weapon and undermined by the
economic vulnerabilities of the US and, more recently, by the destabilizing
behavior of the Trump administration, the dollar will probably continue
to lose relevance as an international currency.

Who will take up the slack? Gold has emerged as a safer alternative,
leading to large-scale purchases by central banks and a sharp rise in its

> The broader geopolitical landscape is discussed in Ibid., p. 8-12.
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price. However, the volatility of gold prices makes it an imperfect asset
for reserve-holding purposes by central banks and other institutions or
investors.

Could other currencies of high-income countries replace the dollar?
This is happening to a limited extent, but most of them are too small to be
a full-fledged alternative. The exception to this is the euro, a currency that
when created a quarter of a century ago seemed to be a promising competitor
to the greenback. These expectations were largely dashed, however. The new
currency did become the second most important one, but never came close
to challenging the dollar’s preeminence, and has apparently ceased to gain
ground in recent years. The euro is hampered by the shortcomings of the
monetary union and macroeconomic weak spots of the main economies
of the bloc, often more serious than those of the US. Moreover, the euro has
been weaponized in the same manner as the dollar and applications in euros
are also no longer safe from seizure. When Russian dollar holdings were
frozen in the wake of the military operation in Ukraine, European authorities
followed suit and assets held in euros were also frozen.

Could we look to the renminbi instead? Although the international
role of the RMB is still modest, the Chinese alternative may seem more
viable,giventhe size and dynamism of the country’s economy.The renminbi
became one of the five currencies of the IMF’'s Special Drawing Rights
(SDR) basket in 2016, and experienced greater international acceptance
after that. The share of the renminbi in official foreign exchange reserves
is still small,as well as in global trade and finance, but its usage in China’s
cross-border transactions has grown at arapid pace, especially with Russia.
Furthermore, the extensive and actively used bilateral swap network
of the People’s Bank of China (PBOC) with more than 40 central banks is
overwhelmingly denominated in renminbi, expanding the currency’s role
in trade settlement and balance of payments support operations.

Nevertheless, China has reasons of its own to hesitate. Allowing
the renminbi to play a greater role abroad has attractions for China,
including lower borrowing costs and providing protection against Western
sanctions, as well as prestige considerations. But it also entails risks that
a middle-income country with the characteristics of China may not yet be
ready and willing to run.

There are a number of reasons for this hesitation.For one,the renminbi
is not fully convertible internationally, limiting its external use. China’s
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reluctance to allow full convertibility is understandable. At the current
stage of its development, convertibility will expose the exchange rate,
the balance of payments, interest rates, and domestic financial markets
to the vagaries of international capital markets. Their largely unpredictable
and often sharp upswings and downswings could undermine the stability
of the Chinese economy and of its financial system, as suggested by the
experience of many economies, including large ones.

Moreover, China’s economic dynamism might suffer from a large-
scale internationalization of the renminbi. Higher foreign demand
for the renminbi will entail an appreciation of the exchange rate, hurting
the competitiveness of China’s tradeable sector. Given the long-standing
dependence of economic growth on exports, the effect would be to lower
rates of economic expansion significantly, unless alternative source
of growth are forthcoming. Furthermore, since China has already been
experiencing deflation (in wholesale prices) and inflation close to zero
(in consumer prices), a sharp and sustained appreciation of the renminbi
might land the economy into a deflation trap with the associated risk
of recession.

Concerns about the economy’s stability and dynamism are,
therefore, likely to delay indefinitely a move to an extensive international
role for China’s currency. Indeed, why would the country endanger its
successful long-term performance? It will probably not take the risk, at
least not in the medium term. One particular circumstance needs to be
kept in mind: popular support for the Chinese political regime derives
in part from the economy’s long lasting strong performance. China can
thus be expected to follow in this area its habitual pragmatism, testing
the temperature of the waters by cautiously allowing a gradual increase
in the international presence of the renminbi. However, not to the extent
of challenging the dollar in a major way.

In sum, one can foresee that the dollar’s decline will not be matched
by a rise of the euro or other currencies of the West, and that the renminbi
will only be able to partly pick up the slack. Needless to say, none of the
other currencies of the Global South can play an international role.

Even more unrealistic is the hope for a grand agreement on a
global reserve currency, since the US and its allies are not remotely
willing to accept this anytime soon. Even if the Global South countries
or a majority of them could come together for this purpose, a tall order
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in itself, the West is still much too large to be left outside of anything
truly global in nature.*

Where does all this leave us? The current international monetary
scenario and especially the lack of convincing options pave the way for a
new plurilateral currency that could be sponsored mainly by a not too
numerous a group of large and medium-sized countries of the Global
South. For reasons that will be discussed in a moment, the new currency
would probably not be a BRICS currency, but might well be BRICS-centric
in the sense that most but not all BRICS members would join right way,
whereas some non-BRICS, Global South countries may be expected to do
so. Let us now turn to how this new currency could be established.

Is a new reserve
currency advisable?
Is it needed?

Could a BRICS-centered group of countries step up to provide a new
reserve currency capable of inspiring confidence, better serving the needs
of Global South countries, and helping to stabilize the international
monetary landscape? How would this currency be constructed? Is it truly
needed?

The BRICS members, as well as a number of non-BRICS countries
of the Global South, have taken some steps towards reducing their
dependence on the dollar, including by increasing bilateral transactions
in their national currencies and moving away from the dollar and US
Treasuries in the composition of official reserves. Could and should they
go beyond that and establish an alternative reserve currency, together
with an alternative cross-border payment and messaging system?

Discussions of these alternatives have not progressed much
within the BRICS as a group. Skepticism mixed with fear seems to have
prevailed so far. The dominant view can be summarized in two arguments:

4 For a brief discussion of why proposals aimed at global monetary reform are unrealistic, see Ibid., p. 15, 16.
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a) transactions in national currencies of the BRICS and other countries,
bypassing the dollar, are working well enough; so, b) why go to the
technically complex and politically confrontational step of creating
alternatives to the dollar. Indian officials, for instance, have sometimes
voiced these arguments, not only within BRICS but also publicly.®

The prevailing view is, however, only partly correct. It is true that
a new cross-border payment and messaging system and, especially, a new
reserve currency would be seen as confrontational by the US. The BRICS,
or some of them, will probably think twice before moving in this direction.
Only modest steps have been taken so far by the group. For instance,
the Russian proposal, made in 2024, of a BRICS Cross-Border Payment
Initiative (BCBPI), although endorsed as the basis for further work in the
BRICS Summit in Kazan,® made very little, if any, progress since then. There
is no question that an attempt to build an alternative such as the BCBPI
will encounter suspicion and resistance from the US and allies.’

A new reserve currency would face even more rejection. The US has
a long-standing aversion to anything that risks weakening the dollar’s
international status.

Donald Trump has made repeated threats and aggressive
statements on the topic, including the wild claim that, for the US, losing
the dollar’s international reserve status would be “like losing a world war”?
Resistance to any alternative to the dollar is unlikely to soften in future
Administrations, given the existing bipartisan consensus in the US on the
view that the dollar’s centrality is vital, economically and politically.

There is,hence,no doubt that taking steps to construct alternatives
to the dollar and the Western financial system will involve some
confrontation with the US, especially under Trump, but even beyond his
term.The BRICS might try to clothe any initiative in cautious and neutral
language, as they usually do, but Americans and Europeans are bound
to quickly see through that. It has been suggested,’® for instance, that we

> Smith, Yves (2024).

¢ BRICS Russia 2024 (2024b, paragraphs 65-67).
7 Nogueira Batista Jr., Paulo (2025b, p. 8-12).

8 Business Today (2025).

® Mozhin, Aleksei (2025, p. 33).
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start off by defining a basket of BRICS currencies, a simple and harmless
step that would supposedly not generate controversy. This argument
has failed to persuade and for good reason. The creation of such
a basket would immediately spark the question: what purpose does
it serve other than to function as a transitional mechanism to a new
reserve currency?

It is useless to beat about the bush. If alternatives are to be seriously
considered, political will and courage are indispensable requirements.
Whether this is available in the BRICS or in other parts of the Global South
is another matter. The record so far may not be encouraging. Nevertheless,
the glaring and increasing deficiencies of the Western system can be
expected, sooner or later, to force the BRICS, together with some other
countries, to brace themselves and come forward with alternatives.

The more so that the second argument of the currently prevailing
view is fundamentally flawed. This point must be stressed once again since
misunderstandings abound. The truth of the matter is that transactions
in national currencies work well to a certain extent but have severe
limitations.

To fully understand this point, one needs to go back to first principles.
Why do economic agents require a common monetary standard? Or, put more
starkly, why has money always existed in recorded economic history? First,
because it is impossible to match in time, quality and quantity the desired
buying and selling decisions.The needs of a buyer of a certain good, service or
asset will not coincide with the seller’s supply. In other words, except in rare
circumstances, the demands of economic agents will not exactly correspond
the availably of suppliers. Second, in the absence of direct exchanges
of products, a commonly accepted means of payment is always necessary. At
the same time, even for barter, economic agents need a general equivalent
of value, i.e., a unit of account in which all products can be expressed so as
to make trade possible. Third, economic agents that have a surplus of sales
over spending need to have an instrument to park these surpluses in. Without
this, economic agents will not be able to register persistent trade imbalances
over time, forcing them to seek to balance each and every one of their bilateral
exchanges. Reductio ad absurdum.
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In short, barter or barter-like arrangements do not work. There is
no such thing as a moneyless economy. A common currency is required
to serve as a means of payment, unit of account, and reserve asset. Given
that transactions in national currencies do not go very far, an alternative
is required.

One example may further clarify the matter. Take the case of Russia
and India. Transactions are mostly in rubles and rupees. Russia runs
a bilateral surplus with India and has therefore been accumulating
excess balances in rupees. These balances are undesired by Russia since
the Indian currency is not convertible and is subject to depreciation risks.
The rupee, like all other BRICS currencies (with the partial exception
of the renminbi), is not an international reserve currency.

What options does Russia have? For obvious reasons, the dollar
and the euro are out of the question. One possibility would be to use
the rupee balances for additional purchases from India or to acquire assets
in the country. This route will not yield significant results. If profitable
opportunities existed for additional imports from or investment in India,
they would already have been exploited. Another possibility, somewhat
more promising, is to search for countries that have a need for Indian
currency. Middle Eastern countries, for instance, that host large number
of Indian workers will require rupees to effect transfers to the home
country. The central banks of Middle Eastern countries could be interested
in acquiring rupees from Russia, probably with a discount, and sell them
to their migrant workers for remittance to India. This possibility mitigates
but does not solve the problem. Even if Russia is willing to sell rupees
at a discount, there is no guarantee that demand for rupees from third
countries would be readily available at all times in the desired quantities.
Russia will be mired in a system akin to barter.

For the many reasons given above, it seems advisable to search
for a way to construct a new reserve currency.

But it should be stressed, once again,that the goal is not to establish
a unified common currency issued by a common central bank, as is often
claimed. Nothing like the euro is being envisaged since the BRICS or any

11
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BRICS-centric group are very far from minimally fulfilling the stringent
criteria for a common monetary area. The constant repetition of this false
claim is a sort of straw man, attributable less to ignorance of monetary
economics than to bad faith, i.e., an attempt to paralyze the discussion
by offering a non-viable alternative to the status quo.!® This distracting
maneuver has worked, to some extent,if one is to judge from the frequency
with which the straw man appears in BRICS discussions.

The non-viability of a unified currency seems clear.The BRICS or any
other conceivable group of relevant Global South countries do not fulfill
any of the preconditions that have to be met for monetary unification,
such as strong trade and financial integration, reasonably synchronized
business cycles,laborand capital mobility,fiscalrisk-sharing and budgetary
coordination, convergent inflation,and macroeconomic alignment.'* None
of these conditions are met or can be met in the foreseeable future by the
BRICS or another group of Global South nations. And, to my knowledge,
none of the economists that take partinthis discussion have ever envisaged
a unified currency, euro-like currency. Even the euro area, a region of the
world that stands out for its level of economic integration, has struggled
to guarantee the smooth functioning, sometimes even the survival of its
unified currency.

What could be constructed is something fundamentally different
from the European experience: a new standard for external transactions
andinternationalreserveholding.lfcreated,itwillnotreplacethecurrencies
of the participating countries. Their currencies and central banks would
continue to exist as before. National currencies would continue to be
the only ones enjoying legal tenure status within the territories of the
countries concerned. The new currency would circulate in parallel to the
national ones and not alter the conduct of national monetary policies or
other typical central bank functions. It would be digital and could draw
on the experience of some countries in constructing central bank digital
currencies (CBDCGs).

10 Although often repeated in the debate on international monetary alternatives, this straw-man is rarely
presented for what it is. For my own previous discussion of this, see Nogueira Batista Jr., Paulo (20253, p. 20, 21).

11 The classical work on this topic was done by Mundell, Robert (1961).
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A new unit of account
as a transitional mechanism

The path to a new reserve currency may involve, in a first stage,
the creation of a new unit of account as a transitional arrangement. This
new unit of account, we could call it NUA, can take the form of a basket
of the currencies of the sponsoring countries, an SDR-like construct.!?
The NUA would be a weighted average of the exchange rates of the
currencies of the participating countries,a group of perhaps 15 to 20 Global
South nations.!®* The shares in the basket could be equivalent to shares
of the countries in the group’s GDP PPP, betters suited for international
comparisons than nominal GDP based on market exchange rates.'*

Initially, the NUA would stand on its own. In this transition, it could
become known and increasingly used as a measure of value. There are at
least two ways of ensuring this. First of all, the NUA could piggyback on the
dollar’s unit of account function. For this, it would suffice to construct
the basket in such a manner as to make it begin at a one-to-one parity
with the US dollar. Parity would only be a starting point: the dollar/NUA
exchange rate would fluctuate over time, in line with the average weighted
fluctuations of the exchange rates of its constituent currencies with respect
to the dollar, but can be expected not to depart too much from the initial
parity, a point to be explained subsequently. As we will presently see,
a certain stability arises from endogenous features of the NUA and could be
enhanced by including some specific stabilizing criteria in its calculation.

In the second place, participating countries could actively
encourage the use of the NUA to prepare for the subsequent transition
to a new reserve currency. The NDB and the CRA, for example, could use

12 This possibility has been discussed by Russian economists since 2018. See, for instance, Lissovolik, Yaroslav
(2023, p. 2) and Mozhin, Aleksei (2025, p. 32-34).

3 For an example of how the new institution’s membership could look like, see Nogueira Batista Jr. (2026, p. 23, 24).
* Callen, Tim (2007).
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the NUA in its accounts in lieu of the dollar or, alternatively, combine
both units of accounts, as the IMF does by publishing accounts and other
financial information in dollars and SDRs. And governments could
consider denominating their own balance of payments accounts not
only in dollars but also in NUA.

At one point, the NUA would be converted into the new reserve
currency, maintaining the exact same distribution of weights.

A simple conversion of the NUA into a new currency is, of course,
far from enough. For a currency to be successfully launched, a number
of requirements need to be met. Let us now turn to this.

Would we need
a new institution?
A Global South Bank (GSB)?

First, a credible institution needs to be in charge of the issuance.
Could it be a preexisting institution or should a new one be created?

It is possible, in theory, to charge an existing financial institution
with the issuance and management of the new currency. However, none
of the institutions in place could efficiently take on the task under their
current rules and legal frameworks. The New Development Bank (NDB),
established by the BRICS in Shanghai, is often mentioned as a possibility.
However, by its Articles of Agreement, the bank’s mandate is limited
to financing infrastructure and sustainable development in emerging
market and developing countries.’ It is a multilateral development bank,
established according to the general model inaugurated by the World Bank.
The Articles would therefore have to be amended extensively to establish
a completely different mandate. Moreover, the NDB is a relatively new
institution that began operating in 2016, and is still struggling to become
an effective global lender. Adding new and totally different tasks to the
NDB’s mandate is not a promising route.

15 New Development Bank (2014, Article 1).
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Similar difficulties appear with other institutions. For instance,
the BRICS Contingent Reserve Arrangement (CRA), the other institution
created by the group, is even less suited. It is, by treaty, a virtual reserve
pool designed to provide support to member countries in case of balance
of paymentsdifficulties.Taskingthe CRAwiththeissuanceand management
of a new reserve currency also requires extensive amendments to the
Treaty signed in 2014 and ratified in 2015.% Furthermore, the CRA’s track
record is much weaker than that of the NDB. It remains largely frozen
and non-operational, having conducted no operations, only test runs.?

Could any non-Western central bank take up the task? Highly
unlikely. It is true that nearly all central banks are entrusted with currency
issuance, among other functions. However, currencies issued by non-
Western central banks are almost always national,’® and their legal
mandates would also have to be amended in a major and unprecedented
way to allow any of them to issue an international currency. A central
bank that is national, in origin and essence, would struggle to fulfill this
entirely new function.

It follows that a new institution has to be established. Let us call it
the Global South Bank (GSB). Who would establish the GSB? As previously
indicated, it would be a plurilateral undertaking of a group of emerging
market and developing countries. Would it be a BRICS initiative? Not
necessarily. Not all of the 10 full members of the BRICS would be willing
and prepared to join right away. India, for instance, although capable
of participating, may not desire to do so immediately. Some non-BRICS
nations, however, might be suitable candidates for participation in the GSB.

For these reasons, the GSB should not carry the BRICS acronym in its
name, and the new currency would not be a “BRICS currency”. We could call
it, for instance, New Reserve Currency (NRC). The GSB and the NRC would,
inany case,be BRICS-centricsince one could not bring together a meaningful
group of sponsoring countries without the participation of most of the
BRICS. Given China’s size and financial strength, its participation may be
seen as indispensable, the same not holding for the other BRICS.

16 BRICS Contingent Reserve Arrangement (2014).
7 Fernandes, Marco (2024); Vasconcelos, Jonnas & Acioly, Luciana (2025).

8 The exceptions are the currencies of small regional or subregional monetary unions in the Caribbean
and Africa, as well as a number of bilateral or plurilateral monetary arrangements in other areas of the Global
South.
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The GSB should be open to the accession of other BRICS and non-
BRICS at a later date. Could it be open to the West? Why not? Needless
to say, it is not advisable to have Western countries participate in the
actual creation of the GSB since this could open the risk of distortions
and undue interference in the budding institution.

Be as it may, very few, if any, Western countries can be expected
to join. Their ingrained arrogance would probably impede them from
taking part in an initiative originating in emerging market and developing
countries. Also, many Global South nations would not be able or willing
to join. The NRC could therefore not be conceived as a global currency.
If it proves successful, it will be one reserve currency in a multipolar
and multicurrency world, alongside the dollar, the euro, the renminbi,
the yen and a few other currencies.

How to build confidence
in the new reserve currency (NRC)?
How would it be backed?

There is more than one wayto build confidence in the new currency.
For instance, in order to establish a contrast with the dollar and the
euro, a clear commitment could be included in the legal structure of the
GSB ruling out any weaponization of the NRC. Property rights and free
flows in and out of the NRC and NRBs would be explicitly ensured under
the new system. One could also specify a limit to the issuance of NRCs
expressed in nominal terms and adopt rules that preserve the stability
of its value.

But such guarantees are probably not sufficient. Confidence in a
currency arises from what is often referred to as “backing” or “anchoring”.
How could backing work in practice? It cannot be some monetary trick or
symbolic assurance. In monetary theory and practice, to back a currency
means, strictly speaking, to ensure its convertibility at a fixed rate into
something valuable that can be trusted.

What are the alternatives for the GSB? To resort to convertibility
in dollars or euros would of course defeat the whole purpose of the
exercise.And other currencies (with the partial exception of the renminbi)
could hardly do the job, as explained previously.
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Could the new currency be backed by gold? That means going back
to the long deceased gold-exchange standard. This regression to past
practices, even if feasible, would not be advisable. One should keep in mind
that a currency must maintain a stable relation to the asset that backs it.
Now, gold is highly unstable in price, making the new currency as unstable
as gold. The same holds for any other commodity or basket of commodities
that might be considered as backing for the currency since price volatility is
a feature of all commodities without exception. The countries participating
in the initiative would, moreover, not be in a position to, even jointly,
stabilize international commodity prices.

Thus, the NRC could not be a commodity currency. It would
probably have to be a fiduciary currency, as is the case of the currencies
of almost all countries.As is well known, not all fiduciary currencies enjoy
fiducia,only those that are backed by sound monetary and fiscal policies
in the issuing country. Confidence in the NRC would depend basically
on the policies of the sponsoring countries. Given the reasonable
macroeconomic track record of many BRICS and non-BRICS countries
that might be part of the initiative, this precondition could be largely
met, provided of course that the GSB’s institutional design be well
thought through.

How would the backing of the NRC be operationalized in the
model envisaged in this paper? A first approximation to this issue can
be formulated as follows. The new reserve currency could be backed,
in the first instance, by bonds issued by the GSB, let us call them New
Reserve Bonds (NRBs). NRBs would be short-term, with maturities of up
to six months, and automatically renewable unless the holder demands
redemption. They would take the form of a basket of bonds of sponsoring
countries with weights assigned according to GDP PPP shares, as in the
NUA and NRC baskets. NRC balances would be fully and immediately
convertible into NRBs at a fixed price. They would in turn be convertible
into the bonds issued by the Treasuries of the participating countries.
More precisely, NRBs would be convertible into a basket of bonds of the
sponsoring countries, with the same composition and weights as the NUA
and the NRC.

In other words, the NRC would have two backstops: the bonds
of the GSB and the basket of bonds provided by member countries (BoB).
This mechanism would be the main vehicle through which the GSB
receives support from the sponsoring countries. The solidity of the new
monetary arrangement will therefore ultimately depend on the solidity
of the finances of these countries, a point to which we will need to come
back later.
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As NRCs and NRBs enter into circulation, the proceeds from
these sales, obtained in the form of currencies readily traded in foreign
exchange markets, have to be entirely converted into a basket of bonds
of the participating countries. The total amount of bonds and currency
issued by the GSB will therefore always be 100% backed by the BoB.

The creation of a new currency would not in itself require sponsoring
countries to pay-in capital. Countries would supply capital to the GSB
for the sole purpose of constituting an initial precautionary reserve
by transferring to the bank a certain amount of bonds issued by them.
In this approach, the demands on the budgets of the countries would
be limited, much lighter than the ones implied by participation in the
construction of a multilateral lending bank such as the NDB or the Asian
Infrastructure Investment Bank (AlIB).

The asset side of the GSB’s balance of sheet would therefore be
constituted mainly by bonds of the participating governments and the
bank’s precautionary reserve invested in safe and liquid assets. On the
debit side, there would be the NRCs and NRBs held by the public and the
bank’s capital.

The interestrates on NRBs would be slightly lower than the weighted
average of the interest rates on the bonds of the participating countries,
allowing the GSB to have a net financial profit to cover operational costs.
The spread would be very low, given that the GSB could and should
be a lean institution. It would be fixed at a certain level and reviewed
periodically.

Any excess of financial gains over operational and other costs
would become a profit either to be shared with the sponsoring countries
or, alternatively, retained to expand the precautionary reserve. Countries
backing the GSB might well earn a profit, although profit earning would
not be a goal or a major consideration for them. The objective of the GSB
would be to maximize issuance, subject to pre-established constraints,
and not to maximize profits.?

% For a fuller discussion of the technical aspects of the NRC, including network effects and the issuing bank’s
balance sheet and profit and loss statement, see Nogueira Batista Jr., Paulo (2026, p. 28-36).
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Rules versus discretion.

What types of rules are needed?

The GSB should be constrained, to the extent possible, by clearly
specified rules such as the ones described in the preceding section.
In the design of the bank one needs to deal with the traditional dilemma
between credibility and flexibility by taking a middle ground between
rigid rules and pure discretion. This is normally the way this issue is
addressed in the design of institutions and macroeconomic policies. Some
intermediary point is always chosen since pure discretion and inflexible
rules are problematic in practice.

Given the paramount objective of generating confidence in the
currency, the GSB’s institutional design should rely more on rules than
discretion. The bank could work in a nearly automatic fashion with hardly
anydiscretionary power,while at the same time retaining enough flexibility
to allow for short-term operational requirements and unforeseeable
events.

What rules should be included in the GSB’s Articles of Agreement
to ensure that the bank and its currency remain trustworthy? At least
three major types of rules can be considered: i) those that safeguard
the currency’s convertibility into the chosen anchor, already explained
in general terms in the foregoing section; ii) those that guard against
excessive creation of money; and iii) those that ensure stability in the
NRC’s value.Afurther confidence-building rule could be to grant a measure
of autonomy to the GSB’s Administration by establishing fixed mandates
for the President and Vice Presidents, another feature that the NRC
and GSB could share with contemporary currencies and central banks, as
well as with most multilateral financial organizations.

Excess issuance could be avoided by establishing an upper limit
to the supply of the currency, i.e., a ceiling for the total amount of NRCs
and NRBs circulated by the bank expressed in nominal terms. Predefining
a maximum issue helps to generate confidence in the currency. The NRC
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would have something that the US dollar and other currencies lack: a brake
on issuance. The presently dominant currencies are created without any
formal restraint, reflecting the priorities of the governments and central
banks of the issuing countries.

The ceiling on issuance is of secondary importance, however.
The main anchor of the currency would be the previously mentioned
fiduciary backing of the currency,namely the rules that ensure full backing
of the NRCs and NRBs by the predefined basket of bonds. Let us discuss
these backstopping rules in a little more detail.

The proceeds from each sale of NRCs or NRBs would have to be, as
indicated, fully converted into the BoB. Thus, for each amount of liabilities
in the form of currency or bonds the GSB would have on the asset side
of its balance sheet the exact same amount of bonds of the participating
nations. This ensures that the bank is capable of fully redeeming its
liabilities in NRC or NRB on a one-to-one basis.

Under these rules, the size of the outstanding balances of NRCs
and NRBs would be driven by demand, and not by decisions of the GSB.
In other words, supply of the currency would be passive. |f economic agents
respond to a need for international currency by buying NRCs or NRBs,
the GSB would supply automatically the assets demanded while using
the proceeds to buy bonds. The sponsoring countries would be obligated
in turn to readily supply the required amounts of bonds to the GSB, in line
with the composition of the BoB.

The exact opposite happens, of course, if NRB and NRC holders
demand redemption. In this case, they immediately receive, as explained
earlier, a basket of bonds of the participating countries, at a fixed price
and in amounts strictly corresponding to the weights of the basket.
The digital records of the formerly outstanding NRBs or NRCs would
be simply deleted on redemption. The balance sheet of the GSB would
shrink: a reduction in NRBs or NRCs in the hands of the public on the
liability side would be matched by corresponding reduction of the BoB
in the hands of the GSB on the asset side. The remaining balances of NRCs
in circulation and the outstanding NRBs would still be fully covered by the
backstop in the form of a BoB, at a lower level. The exiting investors would
be free to use the bonds as desired. Massive redemptions would of course
signal a failure of the institution, given that its purpose is to maximize
the amount of NRCs and NRBs held by the public.
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One fundamental point needs to be highlighted: like all issuing
banks the GSB would create currency “out of thin air” - a part of what
Friedman in his later years called “the mystery of money”.?° This is why
capital budget resources are not be needed for anchoring purposes.
The cost of creating the NRC, digital credits for its holders and digital
debits for the GSB, would be modest and limited to the indirect cost
incurred in building and maintaining the new monetary system.

Actual holdings of currency by the public would be small compared
to holdings of bonds, given that NRBs would be short-term and carry
moderate, but still attractive interest rates,?? slightly lower than
the average rates on the basket of bonds of the sponsoring countries.

The outstanding balances of NRCs and NRBs at face value would
be equal to the face value of the amount of bonds that constitute
the monetary anchor, as indicated above. However, since the value of the
bonds would fluctuate in secondary markets, the ratio of NRCs plus NRBs
to the basket of bonds would rise or fall on a mark-to-market basis,
with effective interest rates fluctuating accordingly. At secondary market
values, the sum of NRCs and NRBs could thus conceivably rise above
the value of the basket of bonds. This does not run counter to the GSB’s
commitment, which is to be able redeem fully the short-term NBRs at face
value on maturity. Gains and losses would be for those operating in the
secondary markets, not for the GSB.

What is the operational role of sponsoring countries? While not
called upon to supply capital for anchoring purposes, they need to commit
to stand ready to provide their bonds to the GSB at the required maturities,
with market-based interest rates. All these features should be spelled out
unambiguously in the operational rules of the bank.

Countries would also be required, as mentioned, to provide a limited
amount of capital in the form of bonds, at least in the initial phase of the GSB,
in order to constitute a precautionary reserve. Later, as the bank generates
and retains profits, this initial capital could be returned to the sponsoring
countries. The GSB’s reserve can be expected be small, given that its only
purpose would be to compensate for cost overruns, i.e., for losses arising
from an excess of operational and other expenditures over net interest

20 Friedman, Milton (1992, p. 8-50).

21 There would of course be a range of interest rates on NRBs, with rates rising slightly for higher maturities.
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income. This is because, by design, the GSB would not be exposed to capital
losses (nor benefit from capital gains), and its net interest income, also
by design, would always be positive. To begin with, the precautionary
reserve could therefore be simply defined as a fraction of operational costs.
In a lean institution such as the GSB, operational costs would be small
and easy to predict. Reserves would be drawn upon when the bank’s net
financial income should fall short of operational and other expenses.

Stability of the NRC

Equally important is to guard against the instability in the value
of the new currency. Since it would not be a currency for domestic
transactions, but only an alternative currency for international purposes,
it makes little sense to speak of inflation in NRCs. The relevant measure
of instability would be the fluctuation of the currency’s exchange rate.
Variations with respect to other currencies would reflect the weighted
average exchange rate changes of its constituent currencies. The NRC
would be a fluctuating fiduciary currency, like all major currencies since
the last decades of the 20*" century.

The question is whether there would be an excessive fluctuation that
could undermine the NRC’s credibility as a reserve asset and usefulness as
a unit of account. There are reasons to downplay this concern. Some are
endogenous. First of all, China’s large weight in the basket of the NUA and the
NRC has by itself a sizeable stabilizing influence, given the sustained stability
of the renminbi. Moreover, some of the currencies and bonds included
in the NRC and the NRB are of commodity exporting countries, others
of commodity importers. In the example provided above, Brazil, Russia, South
Africa and others are commodity exporters. China and India, with the largest
weights in the basket, are commodity importing countries, at the opposite
side of the commodity price cycle. In times of rising prices, the currencies
of Brazil, Russia, South Africa and other countries tend to appreciate, while
those of China and India tend to depreciate. In times of falling prices,
conversely, the currencies of the first group would fall, and those of the
second group would rise.?2 These movements partly cancel each other out,
favoring the stability of the NRC and the NRB.

22 |issovolik, Yaroslav (2022, p. 2).
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If these endogenous stabilizing factors are not sufficient, as may
be the case, one could generate additional stability by construction, i.e.,
by specifying exogenous stabilizing factors. To this end, the currencies
experiencing excess volatility, i.e., depreciation or appreciation beyond
certain predefined limits, could be temporarily excluded from the NRC.
The relevant average would therefore be a symmetrical trimmed
average. It might be preferable to specify this trimmed average
as a geometric average, providing an additional factor of stability,
since the variance of geometric averages is typically lower than that
of arithmetic ones.

These factors taken together seem sufficient to ensure the required
measure of stability.In any case, no specific nominal level for the exchange
rate should be targeted for the NRC. Its value relative to that of other
currencies would be automatically determined by the application of the
formula. In other words, the GSB would not be running an exchange rate
policy. Note, by the way, that the same stabilizing factors, endogenous
and exogenous,would have already been incorporated into the calculation
of the NUA, making it reasonably stable and thereby paving the way
for some measure of stability for the NRC.??

Weak spots of the proposed
monetary architecture
and how to address them

What are the weak spots of the proposed monetary architecture?
How could they be addressed and minimized?

There are basically three partly intertwined weak points: i) lack
of confidence in the sponsoring countries; ii) China’s relative size and a
resulting imbalance in governance; iii) the risk of Western backlash
(sanctions and/or speculative attacks against the GSB). Let us consider
these three points in turn, highlighting the links between them.

23 The discussion of how to stabilize the NRC is presented in greater detail in Nogueira Batista Jr., Paulo (2026,
p. 28-31).
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Lack of confidence
in the sponsoring countries

Even with 100% coverage of the liabilities of the GSB, some lack
of confidence in the quality of the backstop provided by bonds of the
sponsoring countries is to be expected. These countries are all middle-
income nations with less than perfect fundamentals, a fact reflected
in their sovereign credit ratings and in the premiums that their bonds
carry over US Treasuries and Chinese bonds.

Nevertheless, this weakness could be addressed and compensated
for in more than one way.?* The most important one would be to rely
on China’s large share in the currency, the bonds, the backstop and the
capital of the bank. With China inevitably accounting for the dominant
share, confidence in the new currency would be strong, given the dynamism,
stability and solid fundamentals of the Chinese economy. From this angle,
the country’s size is an advantage. Having China play a large role is, however,
a double-edged sword.

China’s size and a possible
imbalance in the governance
of the GSB

One unavoidable problem is China’s disproportionate size compared
to that of all conceivable members of the GSB. If we take relative size
measured by GDP, no matter whether in PPP terms or in market rates,
China accounts for 40% or more of any possible group of sponsors of the
GSB. A high share for China, while undoubtedly generating confidence
in the backstop and stabiluity for the NRC, harms the internal governance
of the bank. The GSB would become a China-dominated institution, with
the other countries playing a largely figurative role. Thus, it is crucial
to resort to specific mechanisms to restrain China’s share of votes
and influence in decision-making, including basic votes and double
majorities.?> The goal is to keep China large in the provision of bonds
and capital, while at the same time limiting somewhat its voting power
and influence.

2 For a more complete discussion of this point see Ibid., p. 45

2 For an explanation of how this could be done, see Ibid., p. 40-43.
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In any case, the GSB would be not only BRICS-centric, but also
inevitably China-centric, given the country’s overwhelming size. No matter
how you may play with the numbers, in the end China will have by far
the largest share. The upside of this is, again, the effect of China’s weight
on confidence. The downside - the overwhelming influence of the country
in decision-making - can be dealt with, by establishing a different set
of weights for voting power compared to the set of weights in the other
baskets of the GSB, and complementing this difference by decision rules
specifically designed to avoid conferring to China or a few large countries
the ability to take decisions on their own, ignoring the views of the rest
of the membership.

In this manner we could, counter-proverbially, have our cake and eat
it too. China’s share of voting power and influence in decision-making
would be kept lower than its share in the formation of the NRC’s anchor.
Whether China will be inclined to accept this approach is a question to be
considered in @ moment.

Risk of Western backlash

If the second weak spot - the risk of a non-inclusive, undemocratic
governance - is addressed in such a fashion, this helps address the third -
the risk of a US or Western backlash. This backlash can be expected to be
all the more vigorous if the GSB were to be perceived as a mere facade
behind which China, seen as the main rival by the United States, would be
hiding. If the GSB has a more balanced governance, the risks of a backlash
could be somewhat reduced.

Not eliminated, mind you. Far from it.Judging from the intransigent
and aggressive behavior of the United States, the risks of reprisals would
remain elevated, even beyond the term of the current US administration.
The West can do a lot of damage, as we know from bitter experience.
The construction of an alternative monetary framework requires initiative
and considerable courage from the sponsoring countries.

They would be well advised to foster this courage. Under present
trends,even if we were to remain silent and passive,nothing but instability,
resentment and intimidation can be expected from the United States.
We might as well rise up to the challenge and not fear bringing forth
ambitious and well thought out initiatives.
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Could the West attack the GSB and the sponsoring countries?
A coordinated attack to undermine the credibility and circulation of the
NRC is certainly possible. This might include a speculative market
attack plus sanctions. Sanctions could be applied in full knowledge
that this would stimulate market players to exit from the countries
targeted by the sanctions. Prominent among these market players are
some gigantic Western-based hedge funds, Blackrock and the like, that
dominate international capital markets. These market movements could
be orchestrated by governments and large investors.

The sponsoring countries would need to prepare, well in advance,
a strong response to any sanctions and punishments, inspired perhaps
by the effective defensive measures employed by China against the US
in 2025.This means hitting back at the sanctioning countries and financial
institutions in areas where theyare more vulnerable.One can think of many
such countermeasures, but we will leave this topic aside since an attempt
to address it more carefully would lead us far from the purpose of this
paper. Suffice to retain that the West, although still powerful, is no longer
in a position to dictate. It is not only vulnerable in some respects, but
would also be at pains to explain why an open and democratic monetary
arrangement should be met with violent reprisals.

What stance could China
be expected to take on
the GSB’s governance?

A crucial question is the stance that China would take on such
proposals. Would it take advantage of its size and reject a more balanced
governance, despite the drawbacks that arise for other countries and even
China itself?

Since the beginning of its rapid development in 1979, China has
preferred to keep a low profile instead of taking the lead in international
issues. It often encourages and inspires other countries to come forward
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as leaders of mutually convenient innovations. The explanation is
straightforward. The Chinese have always been fully aware of the fact
that spearheading initiatives will provoke resistance to proposals that
interest them.While this may change,or may have changed already, China’s
preference for a relatively low-profile behavior still seems to be there.
Applied to the discussion at hand, a BRICS-centric new reserve currency,
with a balanced governance, may be a better route to de-dollarization
than large-scale renminbi internationalization or an overwhelming role
of the country in the GSB.

One difficulty is political in nature. How could Beijing explain
domestically the acceptance of a share in voting power that is significantly
lower than its capital contribution and its share of the basket of bonds
in the new bank? To put this question in perspective, a few considerations
are in order.The GSB would be, for reasons explained earlier,an institution
working in a largely automatic manner. Thus, voting would be less
important than in institutions based more on discretion than rules, such as
the IMF, the World Bank, and the New Development Bank. Moreover, given
the bank’s mode of operation, also explained above, capital requirements
would be modest and equally modest the corresponding capital budget
expenditures for China and other members. Capital would be requested
for the purpose of building a small initial precautionary reserve, and could
be paid back gradually as the GSB generates and distributes profits. And,
furthermore, if the bank were to be located in China, this would help
the Chinese authorities make the case at home.

If China does not accept these arguments, it might try to impose
an unbalanced governance on the other potential members. Conscious
of the complexities of plurilateral negotiations and perhaps still
unhappy about a lack of recognition of its special role, Chinese
authorities could conceivably prefer to go alone, promoting aggressively
the internationalization of its currency. On balance, however, this route
does not seem attractive to China since it undermines some basic pillars
of the country’s successful economic model, as discussed above. China
may realize upon careful reflection that the new currency could function
as a shield, deflecting external demand from the RMB and thus containing
appreciation pressures and/or the need to accumulate additional
undesired balances in dollars and euros, as well as exempting the country
from the problematic step of further opening up its capital account.
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Can we do it?

Despite this author’s attempts to keep the proposed monetary
architecture? as straightforward as possible, one might still go away with
the impression that creating it will be rather demanding after all and could
prove too tall an order for BRICS and other Global South countries, even
for the larger and most developed ones.

However,thatthisistoo pessimisticanassessmentof our capabilities.
After all, many of our countries have efficiently run financial institutions
that are much more complex than the envisaged issuing bank. Many of the
central banks of developing nations, for example, are highly sophisticated
organizations that have been mostly successful in achieving their goals
and fulfilling their mandates.

In case the NRC is created and becomes a relevant player, we would
have an entirely novel situation — for the first time in history, one major
international currency would be a transnational currency, not a national
or regional one. The system would not be run according to the priorities
and criteria of a dominant or a few dominant powers, but to rules negotiated
and defined by a plurality of countries from different regions of the world.

The dollar system may be at a tipping point. It is doubtful that it
could withstand unscathed another financial crisis of great proportions.
In 2008/2009, during the worst financial crisis since the 1930s, the dollar
was paradoxically a safe haven, despite the fact that the crisis originated
within the US financial system itself. This paradox will probably not hold
anymore, at least not to the same degree. Nowadays, given the preexisting
loss of confidence in the United States and the dollar, if another severe
crisis does occur, as many economists and market analysts fear, investors,
(including central banks), will probably accelerate their flight from
the dollar to safer havens - gold, other commodities, the renminbi,
and other Western currencies. Prices of commodities, especially gold,
would rise even more, constituting perhaps yet another financial bubble.
China’s economy would face a sizeable inflow of volatile portfolio capital,
leaving the Chinese authorities with no good options, forced as they
would be to choose from an undesired appreciation of the currency,
foreign exchange intervention, the accumulation of additional unwanted
reserves in the form of dollars and euros, or further accumulation of gold

26 The intellectual and historical backgrounds of this proposal are presented in Ibid., p. 50-54.
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reserves at very high prices. Alternatively, the PBOC could impose barriers
to the entry of capital, probably the least costly route, but paying the price
of distancing the renminbi even more from full convertibility.

As professor Radhika Desai notes,” if a crash of the system were
to happen, everyone would be scrambling for alternatives. This a good
reason for putting ideas on the table, as we have attempted to do in this
paper. Proposals perceived now as overly demanding, may look quite
different if push comes to shove.

The approach suggested here drives at something new in the
history of international monetary arrangements, while at the same
time remaining grounded on the realities and practicalities of current
international monetary arrangements. Hitherto,as mentioned,we have had
national currencies (or a regional one, the euro) playing an international
role on top of their domestic roles. But what we need is an international
currency that plays no domestic role. That’s precisely what the NRC can be.

We are in a special moment in world history. The West is becoming
less and less dependable. The United States and Europe seem to have
lost their capacity to innovate and have fallen back into the business
of stonewalling new initiatives, especially those that threaten, even
remotely, their privileges and dominance. It will fall on us, countries of the
Global South, particularly the larger and more developed ones, such as
China, Russia, India, and Brazil to provide fair and inclusive solutions
to the world’s problems.

If the West prefers to stay in the 20* century and remain attached
to the institutions and practices of the past, this is truly regrettable. But
let them stay there. We can move into the 21t century regardless.

Taking a very long view, the NRC could perhaps become the embryo
of a new global currency, a step towards an all-inclusive international
monetary and financial system. The current geopolitical splits, wars
and rivalries make this a pipe dream for the time being. But who knows
what can happen, say, in 30 or 40 years? A harmonization of geopolitical
conditions, a meeting of minds from all corners of the world may allow
serious practical consideration of a universal system that all countries
of the world could take part in, a system to which the NRC might be
a precursor. Thus, more than 100 years later, Keynes’ dream of a global
reserve currency will have finally been realized.

77 Valdai Club (2025).
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Acronyms

AlIB - Asian Infrastructure Investment Bank
BCBPI - BRICS Cross-Border Payment Initiative
BoB - GSB’s basket of bonds

BRICS - Brazil, Russia, India, China, and South Africa
CBDC - Central Bank Digital Currency

CRA - BRICS Contingent Reserve Arrangement
GSB - Global South Bank

IMF - International Monetary Fund

NDB - New Development Bank

NRC - New Reserve Currency

NRB - New Reserve Bond

NUA - New Unit of Account

PBOC - People’s Bank of China

PPP - Purchasing Power Parity

RMB - Chinese Renminbi
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