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REVIEWS AND COMMENTS

“Your book deals with a very interesting topic with a long his-
tory that has attracted numerous distinguished minds, includ-
ing those of Gasparo Scaruffi, John Stuart Mill, John Maynard
Keynes, James Meade, Milton Friedman, and Robert Mundell,
among others. While some have been in favor of a single cur-
rency, others against, all agree that there are costs as well as ben-
efits associated with a single global currency, although they
disagree as to their relative magnitudes.

“Interesting as the debate is, this is not an area where the
World Bank Group is likely to take a strong position. The Inter-
national Monetary Fund has been designated as the lead agency
in monetary issues and we customarily defer to them on issues
that, like this, fall within the realm of their comparative advan-
tage....”

Frangois Bourguignon
Senior Vice President & Chief Economist
World Bank, 8 June 2006, letter to the author

“At Brown, Volcker discusses U.N. probe—As part of gradua-
tion weekend activities, the former Fed chairman talks about
the investigation he headed into the oil-for-food program in
pre-war Iraq.

“...The lecture, titled ‘Is the U.N. Up to Its Job?” was among
the commencement weekend activities. Brown also is awarding
Volcker a doctorate of humane letters....

“At the end of his lecture, Volcker received a standing ova-
tion and a request by a graduating senior for his autograph.

“Then he picked up his paperback copy of Morrison
Bonpasse’s The Single Global Currency, Common Cents for the



World, put on his straw hat and prepared to walk.”
From the Providence Journal
Lynn Arditi, Providence Journal Staff Writer ,
Providence, Rhode Island, U.S., Sunday, 28 May
2006, at http://www.projo.com/cgi-bin/bi

print.cgi

“...aremarkable new book advocating a single global currency.”
James W. Dean, Professor Emeritus, Simon Fraser
University, 13 October 2006 in a speech in Kyev,
Ukraine, at http://www.carleton.ca/economics/
cep/cep06-07.pdf

“..In The Single Global Currency: Common Cents for the World,
Morrison Bonpasse, the founder and president of the Single
Global Currency Association, presents a convincing case that it
is a moral imperative for the world’s 191 nations to join together
in a global monetary union and collectively save those
economies trillions of dollars by adopting one common cur-
rency. Offering readers a comprehensive, but accessible journey
through this multi-layered issue, Bonpasse calls for the world to
set a goal of making the transition to a single currency by 2024...

“Bonpasse has a conversational style that brings the eco-
nomic principles and numbers he uses to life. His stated narra-
tive goal for the book is to ‘bring simplicity to a complex issue,’
and he is able to do this admirably throughout the course of
300-plus pages....

“Compared to the costs involved in creating and running
this new system, the benefits he lists are impressive. He predicts
that the primary benefit of the ‘euro-like’ single currency will be
to promote international financial stability. Besides eliminating
$400 billion in annual transaction costs, a single currency
would, among other things, remove balance of payment prob-




lems between countries, dispense with the high cost of main-
taining foreign exchange reserves, reduce worldwide inflation,
and vastly increase the value of the world’s assets.

“Single Global Currency is an ambitious book—part history,
part economics, part crusade for fairness—and the author does
not hesitate to tell us why this issue should matter to every-
body: ‘Money is made by human beings and used by all of them
and should, therefore, be understood by everyone.” The book
also includes nearly a hundred pages of chapter endnotes, sup-
porting references, appendices, web links, and bibliographic
material about the issue.

“Bonpasse is an ardent and unabashed champion of his
cause, saying, ‘you may be reading the most important book
you have ever read, because the topic will save the world—
trillions.” Although there are varying perspectives about the
most critical challenges facing us on the planet today, this book
makes an important contribution to understanding still more
about the enormous benefits that would come from greater
global cooperation.”

Tatiana Brailovskaya
Lincoln County Weekly, Maine, U.S., 26 April 2006

“...A single global currency would, according to Bonpasse, ben-
efit the world’s economies by trillions of dollars since it would
end transaction costs for currency trading and eliminate the
need for and cost of maintaining foreign currency reserves
while creating a dramatic one-time increase in global asset val-
ues by removing risks of currency fluctuation.

“Modeled on the Euro (the currency of the EMU, the Euro-
pean Monetary Union) which it would replace along with all
other currencies including the U.S. dollar, the new global cur-
rency Bonpasse advocates ideally would eventually, if things
were to go according to plan, become the single unifying unit of




exchange, store of value, and unit of account for the entire
world....

“Bonpasse’s book does a very good job explaining the costs
and inconveniences of the current system of (mostly) national
currencies and fluctuations in exchange rates among them. It
offers reasonably plausible observations, largely based upon
what success there has been so far in the development and use
of the Euro, of how we might get there. It does not, however, dig
very deep into the foundations of fiat money or how the mod-
ern monetary system actually works and so does not engage
very much the considerable obstacles on the way to the single
global currency that Bonpasse promotes.

“Control (or not) over its monetary system is a key element
of the relative prestige and power of a nation. Monetary policies
and options are intimately linked to economic, political, and
military capabilities and so to national interest. Nations, espe-
cially powerful nations, are no more likely to be willing to cede
monetary control to an international organization than they are
to cede political or military control. Absent a single global gov-
ernment, no single global currency is likely to develop success-
fully.

“Nevertheless, at the very least, Bonpasse’s book poses
interesting and provocative questions about the current world
monetary order and the possibilities of its future direction. He
may well be remembered, in some future world order, as an
insightful and prophetic voice who, though perhaps well ahead
of his time, foresaw with remarkable accuracy at least the gen-
eral direction that such matters actually would take in the
end....”

Will Zachmann, Duxbury Clipper, Massachusetts,
U.S., 17 May 2006
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LET US SUPPOSE THAT ALL COUNTRIES had the same currency,
as in the progress of political improvement they one day
will have....

So much of barbarism still remains in the transactions of the
most civilized nations that almost all independent countries
choose to assert their nationality by having, to their own incon-
venience and that of their neighbours, a peculiar currency of
their own. —John Stuart Mill, Principles of Political Economy with
Some of Their Applications to Social Philosophy, 1848
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PREFACE, 2007 EDITION

WHAT IS IN THIS 2007 EDITION? As promised in the original 2006
edition (hereinafter called the “06 Edition”), the Single Global
Currency Assn. will publish annual updates of this book until
2024, or until the goal of a Single Global Currency is achieved.

This first annual update preserves the entire text and pagi-
nation of the original, including a few minor corrections, and
adds a 2007 Addendum at the end. Thus, a reference here to “06
Edition, page 24" is to page 24 of this volume, as well as to page
24 in the 06 Edition.

The 06 Edition is now posted on the website of the Single
Global Currency Association at “SGC Book” on the left of each
page of the Association’s website, http://www.singleglobal-
currency.org/book ecopy.html It's also available at the Munich
Personal RePEc (Research Papers in Economics) Archive at http:
//mpra.ub.uni-muenchen.de/1175/

The Addendum of the 2008 annual edition will combine the
2007 Addendum’s updates with the changes arising in 2007.

Sometimes, the Addendum will include articles or books which
were available during a previous edition, but were not noticed
nor noted. The Addendum is organized with the same structure
as the original text.

As some point, these Addenda will include the author’s
responses to challenges to the major points of the book. So far,
not one article nor book has challenged the central benefits of
the Single Global Currency as are presented on the back cover.
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For example, no one has challenged the potential annual sav-
ings of $400 billion in foregone transaction costs, and no one has
challenged the view that the Single Global Currency will elimi-
nate all Balance of Payments/global imbalance problems. No one.

This book remains the only book in print, and on CDs, in the
world entirely about the Single Global Currency.

PRICING OF THE 2007 EDITION: The 2007 Addendum includes the
2007 price list which compares the 2007 prices in 143 currencies
with the original price list (06 Edition, page 404) in 147 curren-
cies. The most notable change for USA purchasers is the
increase in the price of the book from $19.00 to $21.00. That’s
because the book remains priced at 16 euros, and the value of a
euro has risen since the 6 January 2006 setting of the original
prices for this book, when the U.S. dollar price was rounded
down from its $19.36 foreign exchange equivalent. The euro
price has stayed at €16.00, which is now worth $20.50, a 5.14
percent increase, and which is rounded to the two most signifi-
cant digits, or $21.00. (The rounding, down in 2006 and up for
the 2007 edition, resulted in a 10.5 percent actual price increase.)
In some currencies, the price of this book declined because the
value of those currencies increased relative to the euro, but for
most, the price has increased.

Most of the purchases of the original edition were made in
U.S. dollars. Even for purchases from Turkey and Taiwan, for
example, payment was made by some purchasers with U.S.
cash bills. Only a few purchasers paid with their own currency
and sent it via mail. Perhaps some believe such a transaction to
be illegal, as it is for citizens of some countries, such as Tanza-
nia. Most purchasers, however, simply view the U.S.
dollar as the best available currency and assume that the
Single Global Currency Assn. prefers U.S. dollars to their local
currency.
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PREFACE, 2006 EDITION

How 1O READ THIS BOOK: The book should be complete and
useful for everyone who wishes to read it through, without ref-
erence to the chapter endnotes. The endnotes are also posted on
the Single Global Currency Association website, www.single-
globalcurrency.org, along with web links to the referenced
information, to assist readers in finding sources. For readers
seeking to explore all the endnotes and references, the best way
to read the book might be to print the endnotes and references
from the Single Global Currency Association website and have
them nearby when reading, or have the website available online
while reading. Note: Typesetting programs often insert a
hyphen in a URL at a line break (as in the example above).
Beware. (The correct address is www.singleglobalcurrency.org)

CAPITALIZATION: The terms “Global Central Bank (GCB)” and
“Global Monetary Union (GMU)” are capitalized, as are Euro-
pean Central Bank (ECB) and European Monetary Union
(EMU). However, while the names of currencies such as the
euro, dollar, yen, and yuan are not capitalized, the term “Single
Global Currency (SGC)” is capitalized here. It does not yet have
a name, such as mundo or eartha, which would not be capital-
ized, but it IS the subject of the book, and capitalization tends to
communicate a sense of importance.

xii



WORK OF THE AUTHOR: This book is published by the Single
Global Currency Association which fully supports the key
message of this book: that the world needs to plan now for the
implementation of a Single Global Currency, managed by a
Global Central Bank, within a Global Monetary Union. How-
ever, the author, and not the association, is responsible for the
accuracy and writing of this book.

How IMPORTANT Is THIS BOOK? You may be reading the most
important book you have ever read, because the topic will save
the world—trillions.

Preface, 2006 xiii



INTRODUCTION

Perhaps the sentiments contained in the following
pages, are not yet sufficiently fashionable to pro-
cure them general favor; a long habit of not think-
ing a thing wrong gives it a superficial appearance
of being right and raises at first a formidable out-
cry in defence of custom. But the tumult soon sub-
sides. Time makes more converts than reason.
—Thomas Paine in Common Sense.'

HE SIZE AND ENDURANCE of the world’s multicurrency foreign
Texchange system gives it the superficial appearance of
being “right,” but it’s more obsolete than “wrong” and will
increasingly be subjected to the “reasons” for replacing it with
a Single Global Currency. The major questions are the timing
and stability of the implementation.

The wordplay in “Common Cents” in the second part of the
title, “Common Cents for the World”, arose from an email
exchange with Michael Federle, group publisher of Fortune
magazine. In his response to an email, Mike wrote on 27 April
2005, that a Single Global Currency “makes all the sense in the
world.” Seeing the opportunity for a pun, I responded, “Indeed
it does. Makes all the cents in the world, too.” After that, I used
the punned form of “cents” a few times and then coined the slo-
gan, “Common Cents.” (Of course, as with most ideas, this was
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not the first such use of the punned phrase. Google reported
115,000 “results” for “Common Cents” of which only two came
from the Single Global Currency Association website: Result
#459 and 551.) Thomas Paine, author of the original Common
Sense perhaps would be pleased with the pun and with the
common sense used here, and in the common sense goal of a
Single Global Currency—with common cents. It made no sense
for the American colonies to be governed by England, and it
makes no cents for the world not to have a Single Global Cur-
rency—soon.

“Cents” are actually closer to a Single Global Currency as a
word, as that is the term which denominates the coins of fifteen
currencies, including those of the European Monetary Union,
Singapore/Brunei and the United States.> Thus “cents” are
already denominated in countries whose GDP totals comprise
about 50 percent of the world’s total.

THE 2,500-YEAR SOLUTION
Approximately in the sixth century B.C. people began foreign
exchange trading of the increasingly standardized coins of the
Western, Indian, and Chinese civilizations. Foreign exchange
became the fifth wheel of human transactions, accompanying
the first four of labor, raw materials, money and energy. For
most of those 2,500 years, the multicurrency foreign exchange
system seemed to be more of a solution than a problem, and we
became accustomed to it.

Two central problems arose in foreign exchange trading:

e What is the value of one coin/currency compared to
another; and

*What makes the value of one currency rise or fall com-
pared to the others?

Over the next two-plus centuries, the value of traditional
foreign exchange trading has grown to $2.5 trillion per day, and
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traders and economists continue to struggle with those two
basic questions. The answers remain elusive. There are thou-
sands of academic articles, and hundreds of books, written by
economists, but none solves either question. None has pulled
the sword from the economics Rosetta Stone.” Through all the
analysis, we know a lot more about many aspects and implica-
tions of the multicurrency foreign exchange system, but no one
consistently knows the values of currencies nor can predict
those ups and downs.

Like DDT, the multicurrency foreign exchange trading sys-
tem was developed to solve a problem—people wanting to
trade goods and services which were valued using two differ-
ent currencies. Like the makers of DDT who responded to the
need to kill inconvenient insects, the traders of foreign
exchange improved the service so as to efficiently enable the
vast increase in convenient trading; but the two questions were
never solved. Instead, like DDT, the larger and better foreign
exchange trading system has become more hazardous and can
bring down large economies as values of currencies go up and
down with large, unpredictable variations. The most recent
example of such movements is the see-saw relationship of the
US dollar and the euro, the currencies of the two largest, most
stable economies in the world. After being introduced on 1 Jan-
uary 1999 at the value of $1.17 ($1.16692),* the euro descended
to its $.83 low against the dollar in October 2000. Then, it
increased in value a full 64 percent to its high of $1.36 in Decem-
ber 2004. After such volatility, the value of the euro returned to
$1.17 in November 2005, and has remained in that range ever
since.

The multicurrency foreign exchange trading system will
never solve the two problems of valuation and value fluctua-
tions and, like DDT, it must be replaced; and the Single Global
Currency is the only reasonable solution.
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This book is intended for worldwide readership by people
who understand that the world uses multiple currencies, and
that the valuations of those currencies, and the relationships
among them, cause recurring problems. It’s for those who have
observed recurring currency crises and see the risk of more to
come. It’s for those who see continuing problems with global
imbalances of payments and no reasonable solution in sight. It’s
for those who would say and ask, like Robert F. Kennedy, “I
dream things that never were and say, why not.”

This book could have been titled Single Global Currency for
Dummies to be consistent with the tongue-in-cheek book series
which brings simplicity to complex issues. Aside from the
potential trademark or copyright violation issues, such a title
would have been misleading to many, as this book is for ALL
the people of the world, including “dummies,” with common
cents, and economists, too.® More appropriately, if the title had
not already been used by Benjamin Friedman'’s The Moral Con-
sequences of Economic Growth, it might have been titled The Moral
Consequences of the Multicurrency Foreign Exchange System,
because further delay in implementing the Single Global Cur-
rency, in the face of evidence of its benefits for the world,
becomes a moral issue.

There IS a moral solution to the problems of the multicur-
rency foreign exchange system, and it’s the Single Global Cur-
rency within a Global Monetary Union, and managed by a
Global Central Bank (termed henceforth from time to time as
the “3-Gs””). This book will enable readers to understand that
solution and to learn why it is not yet on the international radar
screen with an implementation date; and what it will take to get
it there. For some, it hopefully will move their understanding
from “Why?” to “Why Not?”

Others will ask, “What does this mean to me?” The short
answer is that the life of almost every human being on the earth

Introduction xvii



will be improved by the implementation of the Single Global
Currency, just as those lives are currently diminished by the
unpredictable, risky multicurrency foreign exchange system.
Interest rates will decline and there will be no currency transac-
tion charges for international purchases and sales, for an annual
saving of $400 billion. The removal of such charges, if passed on
to consumers, will lead to a reduction in the price of interna-
tionally traded goods and services.

Dwarfing that benefit will be the opportunity to achieve a
one-time increase in the value of financial and other assets
worldwide of $36 trillion through the lowering in interest rates
and the elimination of worldwide currency risk. That increase
of asset values will contribute an additional $9 trillion in world
GDP, which will, in turn, become the foundation for future
annual GDP increases. Assuming annual overall increases of 3
percent, that would mean approximately a $270 billion annual
increase. When added to the $400 billion in transaction cost sav-
ings, that brings the annual benefit to $670 billion, an average of
$100 for every human being, every year. Even with the expecta-
tion that those benefits will be spread unequally, they still will
benefit everyone on the earth at some level. And even if meas-
urable cash does not flow into everyone’s hands, everyone will
benefit from the elimination of currency crises and from
reduced inflation.

On the other hand, a failure to implement a Single Global
Currency may lead to the worst ever currency crisis and the loss
of $ trillions.

The book begins with an explanation of the current multi-
currency foreign exchange world and its dangers. Chapter 4
introduces monetary unions and Chapter 5 begins the explana-
tion of the Single Global Currency. There are no economics for-
mulas within and the only graph is a simple comparison of the
fluctuating prices of US dollars and euros relative to each other.
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Even the two chapters specifically dedicated to the views of
economists, Chapter 3 on the existing situation, and Chapter 6
on the Single Global Currency, are written for lay readers.

The superpower race to the moon began with US President
John F. Kennedy’s September 1962 proclamation at Rice Uni-
versity in Texas that it was to be the goal of the United States to
land a human being on the moon before the end of that decade.
At the time of the setting of that goal, only seven years and
three months away, the United States had launched only two
people into orbit around the earth, beginning with John Glenn
in January and Scott Carpenter in May, and neither flight lasted
longer than five hours.

We are now much further down the trip to the Single Global
Currency than humans were to the moon in 1962. We now
know how to implement the 3-Gs: a Single Global Currency
(SGC) in a Global Monetary Union (GMU), with a Global Cen-
tral Bank (GCB). We have considerable experience with mone-
tary unions, crowned most recently with the euro, which took
nine years, eleven months to implement from the February 1992
signing of the Maastricht Treaty to the 1 January 2002 distribu-
tion of the new currency among the people of the European
Eurozone.®* On the other hand, one could argue that the process
took only five years and two months from the 1 November 1993
adoption of the Treaty to the 1 January 1999 implementation of
the euro on financial ledgers, but with the new cash not yet in
circulation.

The size of the Single Global Currency project should not be
daunting, as the Gross Domestic Product or GDP, of the Euro-
zone economy in 2002 was greater than the GDP of the
entire world in the mid-twentieth century, even when adjusted
for inflation. The administrative costs of implementation will
be far less than those incurred by the United States when send-
ing an astronaut to the moon, estimated to be equivalent to
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$131 billion in 2004 US dollars.’

By the time the world reaches the “3-G” goals, the multicur-
rency foreign exchange trading system will have had a run of
2,500 years and it will have outlived its usefulness. The book
will now explore the history, operations and problems of the
multicurrency foreign exchange system, and then why and how
it must be replaced.

ENDNOTES
(These endnotes also appear on the website of the Single Global Currency
Association at www.singleglobalcurrency.org with active links to refer-
enced works.)

1. Thomas Paine, Common Sense, Rights of Man, and other essential writings
of Thomas Paine. New York: New American Library, New York, 2003,
Introduction, p. 3.

2. The fifteen currencies belong to: Argentina, Australia, Canada, Eastern
Caribbean Monetary Union, Eritrea, European Monetary Union, Gambia,
Guyana, Malta, New Zealand, Singapore, South Africa, Sri Lanka, United
States and Zimbabwe. Sources: http:/ /en.wikipedia.org /wiki/Cents and
www.google.com for cents—coins—currency. The legitimacy of
Wikipedia as a source is confirmed by Thomas L. Friedman in The World
is Flat (New York: Farrar Straus and Giroux, 2005), who said at p. 94 that
he used this source regularly. On the other hand, this source is not always
reliable. The current Wikipedia entry for “Global Currency”, as of 15 Feb-
ruary 2006, is an example of how public awareness of the Single Global
Currency needs to be changed. The entry reads: “A global currency, in the
form of a modern currency produced and supported by a central bank,
like euro and dollar, will never be made. There are many fundamental
problems that simply cannot be fixed. Both political problems and eco-
nomicy|[sic]-theoretical problems.” At http://en.wikipedia.org/wiki/
Global currency As Wikipedia is the peoples’ “free encyclopedia,” which
can be edited by its viewers, it will be interesting to see how long it takes
for that entry to be improved.

3. The Rosetta Stone was discovered in 1799 in El Rashid (Rosetta), Egypt
by soldiers in Napoleon’s army while digging to construct an addition to
a fort. Written approximately in 19 B.C., it contains a decree to priests in
three languages: Egyptian hieroglyphs, a local script called demotic, and
Greek. This discovery enabled the first translations of the heretofore
undecipherable hieroglyphs. The Stone was donated to the British
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Museum by King George III, whose common sense in this regard would
likely have impressed even Thomas Paine. See http://www.thebritish
museum.ac.uk/compass/ixbin/goto?id=0OBJ67

4. The value of the euro was established in Spring 1998 as equivalent to a
precise quantity of each of the currencies of the twelve participating
countries, e.g., equal to 40.3399 Belgian francs. See list of currencies and
their values at http://www.ecb.int/bc/intro/html/index.en.html. On
the first trading day of the euro, Friday, 2 January 1999, those 40.3399
Belgian francs, and 1.95582 German deutschmarks, etc., were all equal to
1.16692 US dollars, hence the value of the euro. From that point forward,
all foreign exchange trading with the twelve legacy currencies stopped
and trading began with the euro. On Sunday afternoon (GMT), 4 January,
with tradiging beginning in New Zealand on Monday morning local
time, 5 January, the euro dropped to 1.1760. See FX Converter at http://
www.oanda.com/convert/classic

5. The original quote was in George Bernard Shaw’s play, Back to Methuse-
lah, Act 1, Selected Plays with Prefaces, Vol. 2, p. 7 (1949). The serpent says
to Eve, “You see things; and you say ‘Why?’ But I dream things that never
were; and I say ‘Why not?””

President John F. Kennedy quoted these words in his address to the
Irish Parliament, Dublin, 28 June 1963 (Public Papers of the Presidents of the
United States: John F. Kennedy, 1963, p. 537).

Senator Robert F. Kennedy used a similar quotation as a theme of his
1968 campaign for the presidential nomination: “Some men see things as
they are and say, why; I dream things that never were and say, why not.”
Senator Edward M. Kennedy quoted these words of Robert Kennedy’s in
his eulogy for his brother in 1968. (New York Times, 9 June 1968, p. 56;
source: www.bartleby.com Respectfully Quoted: A Dictionary of Quotations,
1989.)

6. Astonishingly, the 2005, 362-page, first edition of Economics for Dummies
does not mention “balance of payments,” nor “Bretton Woods” nor the
euro, and makes only one mention of “exchange rates” on page 330 with
the note that countries can manipulate the exchange rate of their coun-
tries to make their exports cheaper, which is true. Sean Masaki Flynn. Eco-
nomics for Dummies. Hoboken, NJ: wiley Publishing, 2005.

7. The abbreviation “3-G” here will save space and perhaps conjure an
image of humankind accelerating into a new economic world, freed of
the dynamics previously thought to be as permanent as gravity. Inciden-
tally, three Gs (as in: three times the force of gravity) are within the
boundaries of space flight where astronauts endure gravitational pres-
sures of approximately 3 Gs, or the force of gravity, at launch, but face
approximately 6 Gs upon re-entry.

8. The term “Eurozone” is used in this book as shorthand for the coun-
tries of the European Monetary Union, which includes all of the Euro-
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pean Union countries except Denmark, Sweden and the United Kingdom
of Britain and Northern Ireland.

9. The estimated cost of the Apollo moon voyages in the 1960s was
reportedly $25.4 billion in 1960s US dollars. See BBC’s “Apollo Missions:
The Conclusion,” at http://www.bbc.co.uk/dna/h2g2/A830774. The
Economic History Association’s website EH.net has an excellent utility to
determine the value of US dollars between any two years between 1704
and 2004. Calculations can be made using the Consumer Price Index
(CPI) or GDP per capita or other indices. Using the CPI, the $25.4 billion
(arbitrarily using the year 1969), was equivalent to $131.0 billion in 2004.
Using the GDP per capita index, it would have been equivalent to $208.9

billion. See http://www.eh.net/hmit/compare/
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Part I

THE PAST TO THE PRESENT




THE EXPENSIVE, COMPLEX, AND
HAZARDOUS MULTICURRENCY
FOREIGN EXCHANGE WORLD!

THE WORLD HAS ALMOST 6.5 BILLION PEOPLE. Most of them live
in the 191 member nations of the United Nations and
exchange their goods and services using the 147 currencies
listed at the end of this book.? Most of that commerce is within
countries or monetary unions which use the same currency
(also called a “currency area”),” but an increasing amount is
international and that requires the translation of value from one
currency into another.

By the end of 2005, those transactions added up to the daily
exchange of the equivalent of approximately $2.5 trillion in
what is called “traditional” foreign exchange trading,* which
works out to $385 for every human being on the earth on every
working day. (These numbers do not include the increasingly
popular trading in “non-traditional” or “derivative” instru-
ments which totals another $230 billion daily.®)

Imagine every human trading currency worth $385 every
working day. Note that people with an annual income of
$100,000 make $385 per working day. For perspective, 40 per-
cent of the world’s population lives on less than $2.00 a day.®

For further perspective, let’s explore the size of a trillion by
looking at time. There are 31.5 million seconds in a year, so a
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lucky person with a Japanese life expectancy of 79 years might
live for 2.5 billion seconds.” There have been only 76 billion sec-
onds since 221 B.C. when China was unified by Qin Shi
Huangdi, and converted to one currency. One would have to
look back to the year 29,792 B.C., toward the end of the Pale-
olithic Age, when humans were developing languages, to go
back 1 trillion seconds. Thus, a trillion is a large number. A very
large number.

The annual gross domestic product of all the 6.5 billion
human beings on the earth in 2005 was approximately $42.2 tril-
lion.® Thus, the dollar equivalent of the world’s entire annual
gross domestic product is traded as currency, or contracts for
currency, every seventeen days.

The currency trading industry calls currency trading the
“world’s largest market,” including all the major centers of
trading, such as London, New York, and Singapore and all the
non-public exchange trading. By comparison, the New York
Stock Exchange’s 2005 daily dollar volume through November
was $56 billion,” which means that the worldwide foreign
exchange market is equivalent in value to 44.6 New York Stock
Exchanges. Even the North American foreign exchange
(Canada, Mexico, and the United States) market trades 7.8 times
the volume of the NYSE, with its $440 billion in daily trading in
October 2005."

Another way to look at these volumes of money is to visu-
alize how much money, in US $1 bills, might fit into a standard
box of photocopier paper and the answer is $72,000. A stack of
single $1 bills worth $1 billion would be 101.6 kilometers high,
and a stack worth $2.5 trillion would be 253,000 kilometers
high, or more than halfway to the moon." If the $1 bills totaling
$5.0 trillion for two days currency trading could be stacked in
two days, the top of the heap would arrive at the moon faster
than an Apollo spacecraft, which took three days."
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WHAT IS MONEY, ANYWAY?
The standard answer from economists is that money is a
medium of exchange, a store of value, and a unit of account.

Medium of Exchange Money moves value from one person to
another, unless the other person uses a different currency, in
which case the money is essentially bartered in the foreign
exchange markets.” As the value of money across borders fluc-
tuates, its effectiveness as a medium of exchange is impaired.
Store of Value People should be able to leave foreign money on a
bureau and it should retain that value over time. However, such
value can be diminished or enhanced by fluctuating exchange
rates, or if the money is involved in a currency crisis.

Unit of Account Money enables the value of an object or service
to be measured and then perhaps compared with something
else. This function, too, is subject to fluctuations by foreign
exchange rates.

Thus, in our multicurrency foreign exchange world, money
fails in all three of its primary functions due to fluctuations in
exchange rates. This book seeks to restore money soundly to its
true use and definition.™

TRADE IN GOODS AND SERVICES

According to the World Trade Organization, total world trade in
2004 was $9 trillion,” or 22 percent of the total value of the
world’s $40.8 trillion GDP for that year.” That trade consists of
buying and selling by individuals, corporations, and govern-
ments. In short, by almost everyone.

At the individual level, I drove to Montreal in September
2005 for a presentation at a Currency Conference and purchased
gas on the way home. While at the conference, I paid for the
parking with Canadian dollars that I had purchased the previ-
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ous summer on a vacation trip to Nova Scotia. In October 2005,
I purchased the book, Le Chateau de Sable, from a Montreal book-
seller and paid with a credit card. In November, I purchased a
copy of Paul De Grauwe’s Economics of Monetary Union from
Amazon.co.uk in the United Kingdom. Around the world mil-
lions of such transactions occur daily, with most of them being
far larger. All of these transactions required foreign exchange
trading at some point.

CHANGING VALUES OF CURRENCIES
The values of currencies to each other vary, and despite all
efforts of thousands of economists and speculators, they vary
with unpredictable timing and to an unpredictable degree. The
title of Dominick Salvatore’s article, “The Euro-Dollar Exchange
Rate Defies Prediction,” presents the problem.” Economists
often use the term “puzzle” for such intractable problems."
Why do currencies rise and fall in value relative to each
other? The short answer is the classic law of economics: Supply
and Demand. If the demand for a currency rises, for such rea-
sons as the need to purchase a good or service priced in that
currency, its value will rise. The worldwide foreign exchange
market is a very special market because of the uniformity of the
goods for sale. A euro is a euro is a euro around the world. For
an increasing number of buyers and sellers of currency, the
concern is whether that currency will rise or fall in value, so
sales and purchases can become part of a self-fulfilling
prophecy. If the US government continues to run a large fiscal
deficit or if its economy loses steam, confidence in the dollar
may decline and holders may wish to sell their dollars or con-
tracts for dollars. Another major factor in currency purchases is
interest rates, the foundations for which are set by central
banks. When interest rates rise for a currency, foreigners are
more likely to purchase that currency and earn those higher
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interest rates; and the currency value will rise.

Note the contrast with other systems of measurement. If a
country’s factories receive orders, i.e., demand, for 100,000
meters of wire, and the actual production, i.e., supply, was
125,000, the appropriate response would not be to shorten the
length of a meter to .8 of its former value, in order to bring
supply into equilibrium with demand. Such a change would
transform the orders for 100,000 meters (pre-adjustment) into
orders for 125,000 meters, simply by changing the value of the
measurement. Of course, such adjustments of the metric system
would make the system useless.

Similarly, changing the value of a currency as a response to
changes in supply and demand or economic conditions is not
an appropriate response. To satisfy the definition that money is
a measurable unit of account, the value of that money must be
stable.

If the price of this book had been stated only as €16, without
doing any currency conversions, the purchasers using other
currencies would have needed to convert their local currencies
into euros at the time of purchase, and might have had to pay
more or less due to currency fluctuations than the prices set
with exchange rates as of 3 January 2006 and stated on the
inside back cover.

For those who send the local currency cash to the Single
Global Currency Association by mail, there will be no change in
price, and the Association will absorb the loss or gain due to
currency fluctuation and also pay the currency conversion
transaction costs if converted into US dollars. Or we might wait,
and speculate on the future fluctuations of each currency, right
up until their conversion to the Single Global Currency.

In some countries, bookstores may decline to carry the book
if the stated local currency price on the inside back cover
declines sufficiently relative to other currencies to make such
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sales unprofitable. Later editions of the book will reveal what
happened, and readers can consult their favorite exchange rate
information sources, such as www.oanda.com, to see whether

they gained or lost by our fixing the local currency price as of 3
January 2006, as compared to having the local currency conver-
sion done at the time of purchase. (Preferably, the calculations
will include the reader’s actual purchase of this book.) Over
time, as subsequent editions of this book are published, its pric-
ing in the remaining currencies will serve as a Big-Mac-like cur-
rency fluctuation index, as is discussed in Chapter 3, and an
indicator of the progress toward the 3-G world.

PLASTIC MONEY AND THE APPEARANCE OF A GLOBAL CURRENCY
Despite the continued existence of 147 currencies among the
191 U.N. members, it is now possible to travel the world and
engage in small-scale trade with plastic money, such as a Visa
card, Maestro card, MasterCard, smartcard, or other card. Trav-
elers can either pay for goods and services with their cards or
they can go to an automated teller machine (ATM) and with-
draw cash in the local currency. It's so easy that it’s rarely
noticed that there is always a small percentage charge for the
foreign exchange transaction—and those charges add up.

The irony is that by making such foreign exchange transac-
tions much easier, the public pressure on the central bankers
and governments of the world to move to a Single Global Cur-
rency may be decreased. Indeed, as one Visa executive stated,
“When Visa was founded twenty-five years ago, the founders
saw the world as needing a Single Global Currency for
exchange. Everything we’ve done from a global perspective has
been about trying to put one piece in place after another to ful-
fill that global vision.”"
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THE WORLD OF CURRENCY TRADING AND THE TOOLS OF THE
TRADE

The $2.5 trillion daily trading is conducted mostly at the major
exchanges of the world, from East to West: Sydney, Tokyo,
Hong Kong, Singapore, Frankfurt, Zurich, Paris, London, and
New York.

The Foreign Exchange Committee in New York reports that
North American average daily foreign exchange trading in
October 2005 totaled $440 Billion, approximately 18 percent of
the world’s total. North America had 113,400 daily trades with
an average currency trade of about $3.8 million.”” With similar
sized trades around the world, that would mean approximately
644,000 trades per day, worldwide.

The size of the average trade varies by type. The average
size of spot transactions, was $2.4 million, while the average
foreign exchange swap was for $36 million.”

The British Foreign Exchange Joint Standing Committee,
associated with the Bank of England, reports $789 billion in
daily trading of traditional products in London, or 31 percent of
the worldwide total.”

The foreign exchange worldwide extended market opens on
Monday mornings in Sydney, Australia, which is actually Sun-
day evening, Greenwich Mean Time (GMT), until afternoon on
Friday, New York time, which is mid evening, GMT. During
that period, the market can be said to be open twenty-four
hours a day, as trading centers move with the sun from East to
West. The sun never sets on the foreign exchange trading
empire.

In 1992, there were approximately 200,000 active foreign
exchange traders, worldwide.”

WHAT’S ACTUALLY TRADED
The table below shows the breakdown of the daily $440 billion

8 The Single Global Currency



in “traditional foreign exchange” in North America, during
October, 2005.

Volume Transaction
Type of Trades Number Value Avg.
Spot Transactions ~ $211.8 billion 89,629 $2.44 million
Foreign Exchange
Swaps $155.1 billion 4,259 $36.4 million
Outright forwards ~ $73.2 billion 19,482 $3.8 million

These products are defined by the New York Foreign Exchange
Committee:*

Spot Transactions are single outright transactions that involve
the exchange of two currencies at a rate agreed to on the date of
the contract for value or delivery within two business days,
including US dollar-Canadian dollar (USD-CAD) transactions
delivered within one day.

Foreign Exchange Swaps involve the exchange of two currencies
on a specific date at a rate agreed to at the time of the conclu-
sion of the contract, and a reverse exchange of the same two
currencies at a date further in the future at a rate agreed to at the
time of the contract. For measurement purposes, only the long
leg of the swap is reported so that each transaction is recorded
only once.

Outright Forwards involving the exchange of two currencies at a
rate agreed to on the date of the contract for value or delivery at
some time in the future (more than one business day for USD-
CAD transactions or more than two business days for all other
transactions). This category also includes forward foreign
exchange agreement transactions (FXA), non-deliverable for-
wards, and other forward contracts for differences.

Currency Options are over-the-counter contracts that give the
right or the obligation—depending upon if the reporter is the
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purchaser or the writer—to buy or sell a currency with another
currency at a specified exchange rate during a specified time
period. This category also includes exotic foreign exchange
options such as average rate options and barrier options. Not
included in totals of “traditional” foreign exchange trading,
these instruments are also called “derivatives,” and they were
traded at the daily rate in North America of $36.7 billion per
trading day.

Most of the currency trading is with a few “pairs” of inter-
national currencies: Euro/US Dollar (EUR/USD), British
Pound/US Dollar (GBP/USD), Canadian Dollar/US Dollar
(CAD/USD) and Yen/US Dollar (JPY/USD).

THE LANGUAGE OF CURRENCY EXCHANGE

Every discipline has its special words and special meanings. For
a glossary of the terms and phrases in the international eco-
nomics and foreign exchange world, see Alan Deardorff’s
online “Glossary of International Economics.”*

A typical headline about foreign currency trading might say;,
“Dollar Rises Past 120 Yen in Tokyo.”” However, as this makes
US exports more expensive, this “rising” is not good news for
the United States and its struggle to conquer its balance of pay-
ments problem, but “rises past” sounds positive. In a New York
Times article, entitled “Yen at 32-Month Low as Japan’s Small
Investors Look Abroad,” the second paragraph states:

“In Tokyo, the yen traded as low as 121.39 yen to the dollar,
its weakest point since March 2003. It has fallen 16 percent this
year, from a high of 101.68 yen to the dollar on Jan. 17. Against
the euro, the yen touched a record low of 141.98. In New York,
the yen weakened further to lows of 121.40 to the dollar, recov-
ering to settle at 120.79.”* Thus, the yen drops in value as the
number of yen required to purchase a dollar increases.
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When quoting currency prices, one has to be careful to state
what is quoted as buying what. When the price of the euro goes
from $1.26 to $1.25, it is said to “drop” or “lose,” but if the same
change in values of the two currencies to each other is quoted
as a change for the price of a dollar from €.7937 to €.8000 then
the price of a dollar is rising.

Such a change would have many effects which are easiest to
see with respect to importers and exporters. When a newspaper
headline says, “Euro May Gain on Speculation that ECB is
Closer to Raising Rates,” it means that the price of the euro rel-
ative to other currencies is likely to increase. Where a euro yes-
terday might cost $1.200, it might be predicted to cost $1.212
tomorrow, an increase of 1 percent. If the entire currency price
change is passed on to buyers and sellers at every level, then
Eurozone exporters would be hurt because their goods would
become more expensive to holders of dollars and importers
would benefit because they could buy dollar-denominated
goods more cheaply.

The linguistic trick for trading a buy/sell currency pair is
that when you are buying one currency you are selling the
other. For example, in a euro/US Dollar pair (EUR/USD), the
euro is the “base” currency and the dollar the “counter” or
“quote” currency. This pairing sequence reflects the US dollar’s
primary role in the international financial system. If the price of
a EUR/USD pair is 1.1815, that means that it costs $1.1815 to
purchase a euro.” To avoid confusion, the trading of euros and
dollars is not quoted in reverse, i.e., a USD/EUR pair. In typical
retail pricing, we might say that a cup of coffee costs €1.25 and
it’s clear what is buying what. We never hear that 8/10 of a cup
of coffee will purchase a euro.
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FOrRex FIRMS AND THE GET RICH QUICK/GAMBLING SIDE OF
FOREIGN EXCHANGE TRADING

Most of the world’s currency trading is done by banks and large
financial institutions with each other. This is called “interbank”
trading. In addition, an increasing amount of foreign exchange
trading, called “FX” or “Forex,” is done by retail firms and their
customers. These firms use software platforms, such as is
offered by Reuters, which enable their customers to see nearly
as much about the worldwide foreign exchange markets as do
the traders among the major financial institutions.

Currency traders are a special breed.”” One wrote of his over-
sized role in the international monetary system: “What created
this market? How did the nations of the world conclude that
international currency exchange should be determined by
profit-oriented traders sitting in front of computer screens with
telephones glued to their ears?”

The retail firms have websites which offer free “practice”*
or “virtual trading”* accounts. One firm has 55,000 individual
accounts with an average account balance between $5,000-
$10,000.** Invites one, “Ready to try currency trading? Open an
account with as little as $250. Experience the benefits of
FOREX.com.”* In another advertisement, “Why are successful
equity and futures traders now trading currencies? Consider all
the advantages of the world’s largest financial market:.. Supe-
rior liquidity—at $1.9 trillion per day, the sheer volume of forex
facilitates tighter spreads, with no slippage. Profit in both rising
and falling markets....”*

Some companies are developing artificial intelligence soft-
ware to assist traders, but market themselves like snake 0il.”

A search on www.amazon.com for books with “forex” in the

title brings up twenty-eight books, sorted by sales rank, begin-
ning with:
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1. Getting Started in Currency Trading: winning in Today’s Hottest
Marketplace by Michael Arther and Jim Bickford;

2. ForeX Trading for Maximum Profit: The Best Kept Secret Off Wall
Street by Raghee Horner

3. Forex Made Easy : 6 Ways to Trade the Dollar by James Dicks

4. Forex Revolution : An Insider’s Guide to the Real World of Foreign
Exchange Trading by Peter Rosenstreich, and

5. Forex for Small Speculators by Noble DraKoln.

Most have the flavor of a Gold Rush, rather than the taste of
a system of dealing with real money that real people have strug-
gled to earn and save, and of a market on which the financial
stability of the world depends. Perhaps showing the disconnect
between the real world and the currency world, a well-known
index of fifty currency traders reported that they lost money in
2005,* despite a healthy overall growth in the world GDP of
approximately 4 percent.”

To reduce risk, some currency traders, and mainstream
mutual funds have established “currency funds” for investing
in currencies or securities denominated in another currency.
The Hong Kong office of Fidelity Investments has five such
funds, e.g., the “Australian Currency Fund.” The others are
invested in the euro, Swiss franc, US dollar and the UK pound.”
A US bank offers certificates of deposit and savings accounts
which can be invested in several currencies.* In short, there are
many ways to invest in order to profit, or hedge against loss,
from the multicurrency foreign exchange system.

While the prospects for gain are appealing, it must be
remembered that almost every profit in the foreign exchange
markets is balanced by another’s loss, and may be considered to
be a “zero sum” game.*

REGULATION OF CURRENCY TRADING
In the United States, the Commodities Futures Trading Com-
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mission was authorized to regulate trading of currency futures
contracts upon its creation in 1974, and pursuant to the “Trea-
sury Amendment” of the same year.” Such regulation seeks to
protect the general public, and it excludes those transactions
conducted among banks and other informed institutions.*

The Federal Trade Commission ensures that advertising for
currency trading conforms to legal standards of truthfulness.

Much of the protection of the system comes from internal
rules of the particular regional market or professional associa-
tions and committees. In New York, the Foreign Exchange Com-
mittee of the Federal Reserve Bank of New York has
approximately twenty-five members from the major banks, and
other financial services companies in the United States. The
Committee’s Guidelines for Foreign Exchange Trading Activities®
function as a handbook for ethical currency trading. Within the
banks and other firms, currency trading is guided by internal
audit rules and the prospects for regular outside audits.

The New York Foreign Exchange Committee Chair, Mark
Snyder, recently spoke of his concern that “retail aggregators”
are pulling people into the foreign exchange market who maybe
shouldn’t be there. He expressed concern for the “reputational
risk” to the foreign exchange markets due to negative public
opinion about “products or activities.”

He said, “...there have been media reports and lawsuits alleging
that unscrupulous retail foreign exchange aggregators have
defrauded their clients.”*

Indeed, there have been. For example, in 2003, the FBI
arrested forty-eight currency traders in the New York City area
after an 18-month investigation of fraudulent trading where
investors lost tens of millions of dollars.”

ROGUE TRADERS
From time to time, large cracks develop in the system, as was

14 The Single Global Currency



the case of John Rusnak of Allfirst Bank in Maryland, US, who
had lost $691 million of his employer’s money over five years.
According to an analysis by Sharon Burke of Villanova Univer-
sity,* Rusnak was hired in 1993 as a currency trader and pur-
sued a profit-seeking currency trading strategy based on the
belief that the Japanese yen was going to increase in value
against the dollar. Previously, the bank conservatively traded
currencies primarily for customers who wished to protect them-
selves against currency fluctuations during the period of a busi-
ness deal.

For example, if a customer agreed in January to purchase
Japanese machinery for 1,000,000 yen on 1 March, and the
exchange rate was 125 yen to the dollar, the customer would
want to ensure that s/he would have to pay the same $8,000
equivalent in March as was negotiated in January. Such protec-
tion is called hedging. If the exchange rate changed to 100 yen
to the dollar during that period, making the yen 20 percent
more expensive, the machinery would cost $10,000, if no cur-
rency insurance or hedging were purchased. The hedging could
be in the form of an option to purchase 1,000,000 yen on March
1 for $8,000 plus fees plus a risk premium for the risk the seller
will take that the currency will, indeed, increase in value by
1 March. Such currency insurance might cost an Allfirst cus-
tomer approximately $500, thus bringing the cost of the machin-
ery to $8,500, but avoiding the risk that it might cost $10,000.

Pursuing the more aggressive strategy from 1993 until 1997,
Rusnak’s foreign exchange trades seemed to generate income
for the bank and for its customers. However, in 1997 he lost
$29.1 million and thereafter desperately tried to reverse the tide
while concealing his efforts. He continued to lose money until
the deception was uncovered in early 2002. Caught and con-
victed, he is now in prison serving a seven and one-half year
sentence. Upon his release, he will make token repayment
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installments at the rate of $1,000 per month for five years.

In January 2005, the National Australia Bank discovered a
360 million Australian dollar loss due to unauthorized currency
trading by four traders. The losses led to a management
shakeup and criminal charges.”

In January 2006, a long-term J. P. Morgan Chase employee,
Terrence Gumbs, was fired and later arrested for making an
unauthorized order to sell €385 million on a certain date. He
placed the order in an effort to achieve sufficient profits to make
up for earlier losses of $300,000. Instead, his foreign exchange
contract cost the bank approximately $6 million.”

SPECULATION PLAYS LARGE AND DANGEROUS ROLE

Who are the speculators? They are everyone who buys or sells
currency for reasons unrelated to the actual need for currency
for financial or trading transactions.

George Soros is probably the most famous currency specu-
lator in the world. He was born in Hungary and now lives in
New York, where he runs several financial funds and has
become an active political philanthropist. His most famous cur-
rency gamble was his bet that the British pound was overval-
ued in September 1992, and he profited by as much as £500
million. At the time, the Bank of England tried to hold the value
of the pound within the range agreed upon as part of the Euro-
pean Rate Mechanism (ERM), roughly at 2.95 deutschmarks.
The economic fundamentals in the United Kingdom were
weak, and Soros sold pounds short and purchased
deutschemarks, meaning that he contracted to sell pounds at a
later date, when they would be worth less than at the time of the
currency contract. The Bank of England attempted to intervene
in the markets by purchasing billions of pounds, but it failed
and on 17 September 1992, the British Chancellor of the Exche-
quer declared defeat and took the pound out of the ERM and let
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it float on the markets as it has done since then.”

Probably the world’s most successful investor is Warren
Buffett, with an entirely self-made personal worth of approxi-
mately $44 billion.” He announced in 2002 that he was so pes-
simistic about the value of the dollar, in view of the large trade
and federal government deficits, that his company, Berkshire
Hathaway, was going to speculate in the currency markets
against the dollar.” In June 2005, the B-H bet was at the $21 bil-
lion level, out of a total investment portfolio of $137 billion. By
November it had been trimmed by $6 billion,* possibly because
his gamble has thus far failed, since the dollar has not declined
in the international markets as predicted. We will likely never
know the true results of his currency gambles. If that $6 billion
had been used to purchase euros at an average price of $.86 in
2002, and he had sold those roughly €7 billion in 2005 for $1.20,
he would have made a profit of $.34 on each euro, or 40 percent
in three years, or 13 percent a year. However, such timing is
unlikely, and in the foreign exchange markets, like all markets,
timing can be “everything.” Mr. Buffett perhaps foresaw such
difficulties when he wrote in the 2003 Berkshire Hathaway
Annual Report that “the cemetery for seers has a huge section
set aside for macro forecasters.”*

On 29 January 2005, Bloomberg.com reported that Bill
Gates, the world’s richest person, “is betting against the dol-
lar.”” He was quoted as saying “I'm short the dollar.” Without
knowing the details of his transactions, he could have gone
“short” using different types of transactions. Let’s suppose that
on Monday, 10 January, he purchased $100 million in euros
from a currency dealer in Chicago and promised to pay that
person back $100 million in dollars on 10 November 2005. That
is, he could have purchased a contract, committing him to
deliver $100 million on 10 November. On 10 January 2005, with
the exchange rate of $1.3108/euro he could have purchased
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€76,289,289. By 10 November, with the exchange rate of
$1.1740/euro he could have sold the €76,289,289, but would
have been able to purchase only $89,563,626 and thus would
have been short $10,436,374, i.e., a loss of that amount. Thus, to
perform his contract to deliver $100 million, he would have
needed to dip into other assets for the $10,436,374 and cover his
loss. The timing of Mr. Gates’s forward contracts is not known,
and the final results of his splash into the foreign exchange mar-
kets will likely never be fully revealed.

Another speculator to mention is the lesser-known Henryk
de Kwiatkowski. For his own personal account, he traded a
large volume of currency futures over five months, beginning in
late in 1994. In the first few trading weeks, he netted over $200
million but then suffered successive daily losses of $112 million,
$98 million, and $70 million. In 2000, he sued his brokerage
firm, Bear Stearns, in New York District Court for his losses. He
was awarded $164.5 million, on the theory that his broker
should have kept him informed about factors affecting market
prices. In September 2001, the Appeals Court for the Second
Circuit reversed the verdict and found that Mr. de Kwiatkowski
was responsible for his losses and was not an unsuspecting vic-
tim. The court noted his “trading experience, his business
sophistication, and his gluttonous appetite for risk.”**

Related to speculators is the unofficial “black market” for
currencies which exists when government seeks to over-control
the foreign exchange trading sought by citizens. Typically, the
black market in currencies thrives when countries fix the value
of their currencies at an unrealistic value. Indeed, the black mar-
ket currency values are said to be more accurate reflections of
currency values than the nominal values.”

One friend recalls that he was in Egypt on a monthly US
dollar allowance which he calculated was not sufficient to sus-
tain him if he used those dollars to purchase Egyptian pounds
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at the official rate. So he took his dollars to the black market and
traded them for Egyptian pounds at the higher unofficial
exchange rate. He recalls never being so scared in his life, as he
watched a dealer take his money and then disappear behind a
curtain; and not return for several minutes. The rules in the
black market are different from those at Egyptian banks.
Another friend, who is now an economics professor, recalls
making money as a young boy when his grandmother would
send him deutschmarks as birthday presents and he would
trade them for local currency on the black market rather than at
an official bank. A far more serious use of the currency black
market is the trading of drug and weapons-market money, as
the black market does not keep official records of transactions.

TRANSACTION COSTS

Willem Buiter, a supporter of the euro, wrote that “The transac-
tion cost saving advantages of a common currency are famil-
iar.... The usefulness to me of a medium of exchange is
increasing in the number of other economic agents likely to
accept it in exchange for goods, services and securities. By elim-
inating the need for the exchange of one currency for another,
monetary union saves real resources.”® Although the concept of
the savings from elimination of transaction costs is commonly
understood, there are few studies of such savings, and none,
worldwide.

What are transaction costs? They are the salaries of the
traders and all the corporate infrastructures which support
them, and the purchases and maintenance of the computers and
all the associated costs of buying and selling currencies and
contracts for currencies. They are often invisible and have to be
calculated.

When purchasing Le Chateau de Sable, the quoted price in
Canadian dollars was $28.00 CAD* plus $5.00 CAD for ship-

The Expensive...Foreign Exchange World 19



ping. When the bank statement arrived with the charge of
$28.93 USD, it utilized the exchange rate of $.851212, which was
almost identical to the Bank of Canada quoted rate for that day.
In addition, there was included a $1 CAD “exchange rate adjust-
ment,” which works out to be a 3.57 percent transaction charge.
When I called the bookseller about the charge, the sales person
said she was not aware of the charge and would contact her
bank and give me more of an explanation, which never came.

When purchasing Paul De Grauwe’s Economics of Monetary
Union from Amazon.co.uk, the quoted price was £29.99 plus a
delivery charge of £6.98 for a total of £36.97. Amazon.co.uk then
used the exchange rate of $1.77360 to the Pound, which was
very close for the Bank of Canada rate for the day, and my Visa
card was billed $65.61. Thus, Amazon.com bundled its foreign
exchange transaction charges into its pricing for the book or for
delivery and it was invisible to me.

Transaction costs are often unbundled or invisible. In her
refreshing look at global trade, The Travels of a T-Shirt,” Pietra
Rivoli traces the life of an American T-shirt beginning in the cot-
ton fields of Texas and ending in a second-hand clothing store
in Tanzania. The first currency transaction comes when the
Texas cotton is sold to China and the second is when the T-shirts
are sold back to the United States as finished clothing. The final
transaction is when the used T-shirt is sold in bulk to used
clothing dealers in Tanzania. However, as an illustration of how
the huge world of foreign exchange and currency transactions
can be invisible to some, including economists, the book does
not mention the issue in any way.”® Each transaction is like a
particle of DDT which is undetectable to individual taste, but it
adds up and large concentrations can be expensive.

For people purchasing currency online through such com-
panies as American Express, Oanda, and Wells Fargo, the per-
centage charges are typically between 4-7 percent, when
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purchasing less than 1,000 dollars worth of foreign currency, in
cash.”* When placing a hypothetical order for $1,000 worth of
euros, the Wells Fargo utility used an exchange rate of $1.2370
and determined that I could purchase €805, for $995.79 plus
$8.00 in shipping. On that day, the Bank of Canada quoted rate®
was $1.1784, a rate which meant that Wells Fargo was charging
me $.0585, or 5 percent more than its cost when purchasing
euros in large $1 million-plus blocks.

Also to be included in the transaction cost of my micro-
transaction would be the value of my time to shop for the best
deal and then to complete the online form, and the charge from
my credit card company, invisible to me though it may be.

Wells Fargo’s utility has a “Frequently Asked Questions”
section and the obvious question is asked and answered: “Why
are rates quoted on the site different from those in the newspa-
per? Answer: Rates quoted in newspapers aren’t available to
the public. These rates are usually wholesale rates available on
amounts of $1 million or more, transferred electronically
between banks.”*

In general, credit card companies charge one percent for
consumer foreign exchange transactions and many banks add
another one percent.” PayPal, now a division of E-Bay, “adds a
2.5 percent spread above” the Interbank rate, and it also charges
one percent “cross-border fees” which may include foreign
exchange charges.”

As most of the $2.5 trillion daily currency trading is in larger
sized trades than my hypothetical Wells-Fargo $995.79 purchase
of currency or my $28.93 purchase of Le Chateau de Sable, or
$65.57 purchase of Economics of Monetary Union, the percentage
cost of such trading is substantially lower for all trades on aver-
age. In fact, my currency trades were not even recorded in the
foreign exchange markets as they were included in the vastly
larger transactions by Wells-Fargo, the Montreal bookseller’s
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bank, and Amazon.co.uk.

The European Council’s 1990 pre-euro study, One Market,
One Money, cited a 1988 Belgian experiment which involved a
hypothetical person traveling through 10 European Commu-
nity countries and converting all his/her cash at each border.
Beginning with 40,000 Belgian francs, the traveler ended the
hypothetical journey with 21,300 Belgian francs, showing a cost
of 47 percent, for an average of 4.7 percent cost for each trans-
action.” If a similar traveler had traveled in 2006 from Belgium
with €40,000 to all of the 146 other currency areas, with each
charging 4.7 percent for currency exchanges on average, his or
her funds would have diminished to less than €1,000 by the
78th currency, and dropped to €35.45 by the 146th. These high
transaction cost hypotheticals were for cash, and the foreign
exchange transaction charge percentages decline dramatically
for large, non-cash transactions. Nonetheless, even small
charges still add up. If the border exchanges charged only two
percent, the worldwide “€40,000” traveler would have returned
with only €2,094.

On 27 December, I “sold” a Canadian twenty-dollar bill at a
local Maine bank for $16.20, which translated into roughly a 6
percent transaction charge, compared to the Bank of Canada or
Oanda quoted rates. At that rate, our traveler would have had
to leave Belgium with €413,000 in order to ensure a return home
with at least €1,000, perhaps to celebrate being a multicurrency
foreign exchange system survivor.

Paraphrasing the late US Senator Everett Dirksen, if you
take a bit of small change here and a bit of small change there,
pretty soon we are talking real money.”

For the poor of the world, these percentages matter when it
comes to $96 billion in remittances received from relatives who
have migrated to employment elsewhere. Jose de Luna Mar-
tinez of the World Bank has written that the exchange rate
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transaction charge is one of the three components of the 8.3-10
percent transaction fee which is applied to remittances.” If the
exchange rate transaction charge is only one percentage point of
that 8.3-10 percent range, that means at least a $960 million
charge to the poor.

INTERNATIONAL TRAVELERS

As noted with the Belgian study of a hypothetical traveler con-
verting currency at each border, travelers pay dearly for the
multicurrency foreign exchange system.

In addition to high transaction charges, they also leave
unconverted their foreign currencies and accumulate bills and
coins in pockets or purses and then in containers at home.
While resting there, the contents of those containers change
value according to the exchange markets, but they do not earn
interest. Except for the value of the metal in the coins, the
money has no intrinsic value and it’s invested in nothing pro-
ductive; and represents another inefficient and inconvenient
aspect of the multicurrency foreign exchange system. One com-
pany, Travelex, addresses this need with an online utility, “Sell
Us Your Currency” whereby customers print out a form and
mail their foreign currency to the company, and home-currency
cash or credit will be returned.” Travelex recently won the right
to provide currency exchange services in a new terminal at
Prague’s airport, which will bring the size of its operations in
the Czech Republic to sixty people.”

INTERNATIONAL INVESTORS

The fluctuations in currency values have significant effects on
investors. In 2003, the US Dollar declined by 17 percent against
the euro and nearly 10 percent against the yen. The Wall Street
Journal reported that “Depending upon one’s geographic loca-
tion, currency exposure could have accounted for more than
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half of equity returns last year....”” For example, for Europeans
who invested in stocks paralleling the Standard and Poors
Index which gained 29 percent, the currency fluctuation elimi-
nated more than half of the gain. For those who held 10-year US
Treasury notes, bearing 1.4 percent interest, the effect was more
dramatic and worse. For holders of US dollars who invested in
Europe and Japan, the effects were reversed, and those
investors did well. All international investors know that cur-
rency risk is a major part of such investing, but the wide fluctu-
ations of the two major anchor currencies divert investor
attention from the real value of their primary investments. With
so much money changing hands and with such large changes in
valuations, there are many who believe they can profit from the
multicurrency foreign exchange system. As Fidelity Invest-
ments says on its website, “Currency fluctuation can be good
for investors.””

INTERNATIONAL CORPORATIONS

International corporations make investments and sell prod-
ucts and services around the world and must constantly be on
the alert for currency risk. They have to price their products and
services in the currencies of their customers and always be alert
that the exchange rates will not eliminate their profits. In addi-
tion to paying a percentage on all their foreign exchange trans-
actions, international corporations have to cope with the
fluctuations of foreign exchange values, in two areas: reporting
and worldwide allocation of resources.

Reporting

Using the pound sterling as its home currency, the U.K.-based
Reuters reported in 1999 that it “has significant costs denomi-
nated in foreign currencies with a different mix from revenue.
Reuters profits are, therefore, exposed to currency fluctua-

24 The Single Global Currency



tions.” The Annual Report continued, “...the impact of an addi-
tional unilateral 1 percent strengthening of sterling would have
been a reduction of approximately £10 million on operating
profits.”” Thus, a one percent increase in value of the pound
from $1.7000 to $1.7171 will mean an increase in Reuters profits
by £10 million, and a similar drop would bring a decrease. Does
this make cents/sense?

It’s estimated that Nissan Motor gains about $440 million in
profits for each one percent drop in value of the yen against the
US dollar. For Toyota, the gain would be about $1.2 billion.”” The
reverse would also be true, but do these possible shifts make
cents/sense?

Honda stated in its 2004 Annual Report that it “generates a
substantial portion of its revenues in currencies other than the
Yen. Honda’s results of operations would be adversely affected
by an appreciation of the Yen against other currencies, in par-
ticular the US dollar.”” In 2003 Nestle, the world’s largest food
company, headquartered in Zurich, announced that its profits
for the first half of 2003 fell by half from the year previous, hurt
by a strong Swiss franc.”

For some corporations, the effect is larger than Nestle’s lost
profit opportunities. Also in 2003, Nintendo estimated a loss of
3 billion yen ($27 million, computed at 111.11 yen to the dollar),
which was its first loss since its shares were first listed in
1962. The primary reason for the loss was its booking of a 40 bil-
lion yen loss ($360 million) due to foreign exchange fluctua-
tions. The problem was that Nintendo had approximately $5
billion in cash deposits in the United States, and a 7.2 percent
drop in the value of the dollar relative to the yen caused the
loss.* Does this make cents/sense?

Of course, these reports of harm were likely balanced for
other corporations by the increase in profits due to currency
translation, except that in the annual reports of those corpora-
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tions, the credit for such profits was not as likely to be allocated
to currency translation. Sometimes, such windfalls are reported.
In 2002 Avon Products hedged against the devaluation of Latin
American currencies; but when that devaluation didn’t occur,
the appreciation of Avon’s holdings contributed to its profits.*

While the companies cited above are international, and the
effects of currency fluctuation have been substantial, Mark Hul-
bert has written that international corporations are “immune
from the effects of currency fluctuations,” to the extent that their
operations and risk are spread across currency areas.”

The problem is not so much profits and losses as it is uncer-
tainty and risk—both anathema to corporations and their
economies. In a standard text, Corporate Risk-Strategies and Man-
agement, currency risk is featured in seven of its thirty chap-
ters.® All international corporations have people and
departments to manage the foreign exchange risk. Joachim Herr
is the head of risk management at BMW International where he
has approximately five people trading currencies with the goal
of making “sure that the fluctuations of a currency do not
impact our operating business, which is producing and selling
cars.”* He continued, “What we see ourselves as is hedgers...we
have long-term strategic hedging, where we do very long, deep
analysis on currency movements, and we have short-term tech-
nical hedging, where we decide how to cover the remaining
open risk in the coming months....”* For each country where
BMW operates, there is a Treasurer who is responsible for local
currency exposure, and Herr estimates that such foreign
exchange work takes about ten percent of such treasurers’” time.

Allocation of Resources

Richard Cooper noted that one of the widest fluctuations in cur-
rency values, the 70 percent appreciation of the yen to the US
dollar between 1995 and 1998, may have thrown many other-
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wise healthy firms into bankruptcy. Further, he surmises that
the prolonged nature of the late 1990-2000 recession in Japan
was partly caused by Japanese firms investing in other currency
areas in order to hedge against losses in yen due to currency
fluctuations.®

Many international corporations do more than hedge to
control currency risk. One article notes, “Currency speculation
has always had a vast influence on systems of flexible exchange
rates. A large variety of empirical, experimental, computational,
and theoretical investigations deal with this topic. But what
determines the speculative decision of a firm? Why do non-
financial firms speculate [in the currency markets]? How do
they deal with exchange rate uncertainty?”*

INTERNATIONAL BANKS

For many banks, trading currencies for their customers repre-
sents a sizable portion of revenue. The European Commission
1990 report found that such trading represented 5 percent of
European banks’ revenues.*

The Bank of America trades approximately $100 billion per
day, according to Steve Nutland, Director of North American
trading. Of the foreign exchange markets generally, he stated,
“many people believe Forex is a necessary evil. On the institu-
tional/hedge fund side of the business, many view it as the
largest casino in the world. I like to see it that somewhere in
between the two lies the truth.”®

As part of its trading business and in order protect its own
international operations, Nutland states that the Bank of Amer-
ica “manages interest rate and foreign currency exchange rate
sensitivity predominantly through the use of derivatives. Fair
value hedges are used to limit the Corporation’s exposure to
total changes in the fair value of its fixed interest-earning assets
or interest-bearing liabilities that are due to interest rate or for-
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eign exchange volatility. Cash flow hedges are used to minimize
the variability in cash flows of interest-earning assets or inter-
est-bearing liabilities or forecasted transactions caused by inter-
est rate or foreign exchange fluctuation.”*

Scotiabank is a leading Canadian Bank, and does extensive
business in the United States, Mexico, South America and the
Caribbean. Its 2005 Annual Report financial results depended in
substantial part on a critical change over which it had no con-
trol: the Canadian dollar “strengthened” in relationship to the
US dollar by eight percent, from .7586 to .8217 per US dollar.”
Scotiabank reported a net income of $3.184 billion (CAD),”
which was $292 million (CAD) greater than the year before.
However, it also noted a negative effect of $145 million (CAD)
due to currency translation, meaning that without the currency
translation, net income would have risen by that additional
amount. The oft-repeated phrase in the report is, “Before the
impact of foreign currency translation....” The effect is summa-
rized, “In the absence of hedging activity, a one percent
increase(decrease) in the Canadian dollar against all the curren-
cies in which we operate, decreases(increases) our earnings by
approximately $23 million (CAD) before tax. A similar change
in the Canadian dollar would decrease (increase) the foreign
currency translation account in shareholders’ equity by approx-
imately $81 million (CAD).”” To illustrate, a 1 percent increase
in the value of the Canadian dollar from $.87000 to $.87870 or
$.88 would decrease Scotiabank’s profits by $23 million (CAD)
and decrease shareholders” equity by $81 million (CAD).

Increasingly, banks are generating revenues and earning
profits through their foreign exchange trading. In 1992, the
foreign exchange trading profits of the top 8 US banks was
$2.695 billion.”* Even small regional banks are joining in the
foreign exchange game not just to protect against currency
risk but by promoting foreign exchange derivatives as “an
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opportunity for potential revenue enhancement.”*

BALANCE OF PAYMENTS/CURRENT ACCOUNT

For all the countries/currency areas in the world, there must be
a long term balance of payments for goods and services which
are imported into a country/currency area and those which are
exported, plus or minus capital flows. The term, “current
account” is the same as “balance of payments,” except that it
excludes “capital transfers” or money used to buy/sell long
term investments.

In theory, there are balancing factors which force countries
into equilibrium. For example, if a country is buying more than
it is selling and its foreign reserves of other currencies decline to
make those purchases, and the demand for its currency
decreases; then the foreign exchange markets take notice. The
result is that the value of the currency drops and the country’s
exports become cheaper, which leads to an increase in exports,
which then leads to a surplus. Then, the value of the currency
rises, and the cycle renews. Another remedy, for short term
imbalances, is a loan from the IMF.

Considering the money supply of every country as a fuel
tank, there must be inflow of fuel to balance the consumption
outflow. If an imbalance continues for too long, the tank will
either overflow or run out. With a money supply, payments out
of a currency must balance receipts into a currency. When
receipts exceed payments, the reserves of a currency area’s cen-
tral bank increase; and the reverse causes depletion. While an
overflow can be a problem, the much-feared danger for a
money supply is extended outflow, causing a central bank’s
reserves to diminish so far as to reduce confidence in the value
of the currency, possibly leading to a currency crisis. Thus,
every central bank watches closely the balance of payments of
its own currency.
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The only country in the world which appears to be immune
from the requirement that the current account be in balance is
the United States, because the US dollar is recognized as the
world’s primary reserve currency and it is used throughout the
world. Approximately one-half to two-thirds of the $700 billion
in US dollars in circulation, are circulating outside the United
States.” There is no rush nor panic to send those dollars home
and use them to purchase US goods and services, because the
dollars are useful in other countries as widely accepted money,
and a lot of them have been returning to be invested in the
United States.

The major source for the US current account deficit is the
trade deficit as more US citizens purchase foreign goods and
services than foreigners purchase from the United States. The
current downward swing in the current account deficit began in
the early 1980s and in 2005, it was nearly $804.9 billion out of
balance.”

Since the United States decided in 2000 to abandon its fis-
cally responsible record of federal government surpluses and
even of balanced budgets, it has accumulated large annual
deficits running into the hundreds of billions of dollars, and
constituting three, four, five, and six percent of the annual Gross
Domestic Product of the country. It has sold its bonds on the
open market to finance its vast borrowing, and because the
United States is viewed as a stable economy, foreigners pur-
chase these debt securities in large amounts. Floyd Norris has
noted in The New York Times that almost all, $800 billion, of the
$1.1 trillion increase in the US national debt incurred since 2000
has been purchased by foreigners.”

One may ask here why the US dollar cannot be regarded as
the Single Global Currency, as some have suggested. The short
answer is that while it’s used in the retail marketplace, it’s not
deemed as “legal tender” for all obligations including the pay-
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ment of taxes in other countries. Also, its value is tied inextrica-
bly to the fortunes of one country, and its management is not
shared with others as a common currency.

WHAT ARE THE REAL COSTS OF THIS MULTICURRENCY FOREIGN
EXCHANGE SYSTEM?

So far we have explored a system that is huge and has some pit-
falls and risks and is largely invisible. How much does all this
really cost, and how much might it cost if it breaks? The most
easily quantifiable determination of cost is the total cost of for-
eign exchange transactions and then there are estimates of the
cost of low asset values due to currency risk, and then the
potential cost of currency crises and, worst of all, a worldwide
currency crisis.

ESTIMATE OF TOTAL WORLDWIDE ANNUAL TRANSACTION COSTS —
$400 BILLION

In studies prepared during the run-up to the introduction of the
euro, it was estimated that foreign exchange transaction costs
were approximately .3 percent (.003) of the value of the cur-
rency being traded.” Applying that percentage to the daily $2.5
trillion traded, the daily transactions cost would be $7.5 billion
and the annual cost to the world, using a 260 trading day year
would be $1.95 trillion per year.

Since the European Commission studies were done, the
automation of the currency markets has continued and the per
transaction costs of trading have dropped in the fifteen years
since 1990. To be conservative about the current transaction
costs, this book assumes that the average transaction cost is .062
percent (.00062) of the value of the transactions, and thus one-
tifth of the .3 percent level previously determined in the 1990
European Commission study. This estimate includes the initial
foreign exchange trading costs as well as all the charges to cus-
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tomers at various levels, and it’s applied only to the total for
“traditional” foreign exchange transactions, and does not
include the dollar volume for derivatives or over-the-counter
transactions. At the .062 percent rate, the annual worldwide
transaction costs for foreign exchange trading are $403 billion
(.00062 X $2.5 trillion X 260 days), which are rounded to $400
billion in this book.

Another such cost is the administrative burden of requiring
some parties to contracts to denominate a foreign currency as
the currency for payment. The European Commission’s One
Market, One Money study estimated that there would be a .05
percent GDP benefit to the European Community member
countries when corporations and others engaging in interna-
tional contracts could denominate their obligations in their home
currency rather than in a foreign currency, such as the dollar."”

Another way to summarize the total cost of transactions is
to express them as a percentage of GDP. “Focusing only on the
transaction costs that are incurred in the Canadian foreign
exchange market,” John Murray found those costs to be $3.0 bil-
lion (CAD) annually, or .4 percent of GDP.""!

The One Market, One Money study found that “Overall,
transaction costs can be conservatively estimated to amount to
around 0.5 percent of GDP....”"” In 1996, the IFO Institute of
Munich found that “foreign exchange management costs within
the EU amounted to almost 1 percent of the EU12 GDP in 1995,”
and explained that more up-to-date data accounted for the
increased estimate.'” Although trade and international financial
transactions accounted for a larger percentage of the GDP for
European countries than for others in 1990, the world has glob-
alized significantly since then, so that the 1 percent estimate can
be fairly applied to the rest of the world. Hugo Mendizabal
found that the savings to the EMU from the elimination of intra-
EMU transactions could be as much as .69 percent of EMU GDP,
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which accounted for one-half of members’ international trade
foreign exchange transactions.'™ For all transactions, including
those with non-EMU countries, the percentage would be twice
that, or 1.38 percent.

If those percentages were conservatively adjusted down-
ward to .95 percent, and assumed to include all transaction
costs at all levels, and applied to the world’s estimated 2005
GDP of $42.2 trillion, that would bring the annual cost of trans-
actions to $400 billion.

Thus, using either method, whether by calculating from
each transaction or by summing up total costs and expressing
as a percentage of GDP, the annual total transaction costs of
worldwide foreign exchange operations are estimated conserv-
atively here to be $400 billion. Again, it is noted that these esti-
mates are for the total transaction costs, and not only those
incurred at the currency trading desk.

We’ve seen how much $2.5 trillion might be, though it is still
impossibly large to understand; and we know that $400 billion
is 16 percent of $2.5 trillion. But how much is $400 billion,
really?

$61.54 for every human being on earth;

200 times the annual budget of the United Nations;'*
100 times the total value of worldwide microloans;'®
and
25 times the estimated annual spending for family

planning and reproductive health care support.'”

The $400 billion estimates here are intended to be conserva-

tive, and more research is welcomed to better determine the
actual cost of worldwide foreign exchange transactions.

THE Cost OF Low ASSET VALUES DUE TO CURRENCY RISK
When calculating the value of an asset, an investor or owner
must determine the likelihood of getting a real return on that
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investment; and such return will be adversely affected in
inverse proportion to currency risk.

When the value of an asset is artificially low, compared to
similar assets in other situations or places, the difference in
value can be said to be a cost or opportunity cost. That is, own-
ers of such undervalued assets are losing the opportunity to use
that asset for other purposes that might be available if valuation
were not artificially deflated by currency risk.

One down-to-earth illustration of the effect of high
exchange risk on asset values is the status of the home mortgage
market around the world. The issue in the United States or
Europe is not whether there are mortgages available, but
whether they are for ten, fifteen, twenty, or thirty years and
whether they have a fixed rate or an adjustable rate, to be
moved up or down with the linked prime rate. In contrast, in
some parts of the world, mortgages are not available because of
the high long term currency risk. John Edmunds pointed out to
me in 2003 that mortgages with longer terms than a year were
unavailable in Buenos Aires, due to Argentina’s on-again, off-
again currency problems. As mortgages were unavailable,
demand for homes was crippled, and the resulting oversupply
led to prices which were a small fraction of their equivalent
value in a similar city and neighborhood in the United States or
Europe. For example, a three-bedroom home in London might
be worth €490,000, but the same home in Buenos Aires might be
worth about €70,000 (252,700 Argentine pesos).

Similarly, the values of financial assets in the less developed,
or high currency risk or sovereign risk,'” world, are underval-
ued because of that currency risk, i.e., the risk that a currency
might severely inflate or collapse. Due to currency risk, the abil-
ity to earn reliable interest on an asset far into the future is in
doubt, and therefore potential lenders are unwilling to lend.
Financial assets such as stocks and bonds are also undervalued
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due to the uncertainty of future return.

The IMF Global Financial Stability Report estimates that the
total value of the world’s financial assets is $144 trillion,'” but if
all currency risk were lowered to the same level as the devel-
oped world, and the ratio of asset value to GDP were the same,
it’s estimated here that an additional $36 trillion would be
added. Hence that amount could be called a cost of the existing
multicurrency foreign exchange system.

CURRENCY CRISES

When confidence in a currency falls, then foreigners and citi-
zens within a currency area accelerate their selling of the home
currency and the purchase of other currencies. If confidence in
the currency is not restored quickly, a classic market panic will
set in and a currency crisis will begin, causing enormous loss of
wealth and confidence in an economy. In the 1990s several cur-
rency crises shook the international financial system: Mexico
(1994), Argentina (1995, and again in 2001), East Asia (1997),
and Russia (1998).

These crises caused significant economic damage to the
affected countries and their peoples. Benn Steil and Robert
Litan report that in Asia, “an estimated 22 million people were
pushed into poverty. In Thailand, where the crisis started,
unemployment rose from 0.9 percent in 1997 to 5.3 percent in
1998, and measures of poverty rose significantly. Household
expenditure on health care declined by 40 percent from 1996
levels.... But the hardest hit was Indonesia, which at one point
saw its currency, the rupiah, fall to a mere 15 percent of its pre-
crisis value. The country’s 13.8 percent GDP decline in 1998 was
comparable to the total decline over the worst of the Depression
years (1929-32) in the United Kingdom.”"

Argentina’s GDP dropped 7 percent in 1989 and 10.9 percent
in 2002." Michael Hutchison and Ilan Neuberger estimated that
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currency crises in twenty-four emerging market economies dur-
ing the years 1975-1997 suffered a 5-8 percent GDP output
reduction over a typical two-to-three year period, before return-
ing to a normal growth rate."”

Several factors have been identified which facilitate and
worsen a currency crisis such as an unrealistic fixed exchange
rate, government instability, lack of capital controls and lack of
central bank independence."™ For example, if a currency with a
fixed exchange rate to the euro is perceived by speculators and
others to be artificially high, and thus likely to be lowered at
some point, holders of that currency will move their assets into
stronger currencies. Such sales will then reinforce the percep-
tion that a currency is overvalued and weak. Without capital
controls, large amounts of money can be transferred quickly,
and the selling can quickly become a rout, which a weak gov-
ernment is not likely to stop.

Note that there are three related types of financial crises:
currency crises, banking crises where banks fail, and debt crises
where individuals, corporations and nations default on their
debts." In this book, we focus on the first, the currency crisis.
Each type of financial crisis may well lead to one or two of the
others, but we are concerned here about those situations where
the currency crisis is the leading edge.

Accumulated current account deficits are like accumula-
tions of DDT in the bodies of animals, and up the food chain. At
some point, the financial body cannot tolerate the imbalances
and a crisis occurs. As with animals dying from DDT poisoning,
it’s hard to pinpoint the precipitant cause of death, but in a
weakened financial system, a financial crisis can start when one
individual or bank or government refuses to accept payment in
a currency because a person has lost confidence in that cur-
rency’s ability to hold its value for other transactions.

The emphasis in this book is not about trumpeting the fear
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of a regional or worldwide financial or currency crisis. There is
enough fear in the world today. Nonetheless, it’s important to
note that there is considerable risk in the current foreign
exchange system to cause concern, and many are sounding that
alarm.

Former US Secretary of Commerce Peter G. Peterson wrote,
“Many see a risk of a real crisis.” He continued, “Former Fed-
eral Reserve Chairman Paul Volcker says the odds of this hap-
pening are around 75 percent within the next five years; former
US Treasury Secretary Robert Rubin talks of ‘a day of serious
reckoning’.”"* Harvard University President, and former US
Treasury Secretary and 2006 World Economic Forum Annual
Davos Meeting Co-Chair, Larry Summers, stated in a pre-meet-
ing interview, “There is the ever present risk that these balances
will not prove sustainable and the adjustment process will be
disrupted. If that happens there will be serious consequences
for the US economy and the global economy.”"

As the next currency crisis has not occurred, a specific cost
cannot be predicted in advance; but, by definition, a currency
crisis affects all the users of a currency. Hundreds of billions of
dollars are at risk, as are the livelihoods of millions, if not bil-
lions, of people. Every currency crisis that occurs until the
implementation of a Single Global Currency will have been
totally avoidable, and a vast waste.

SUMMARY
The multicurrency foreign exchange trading world in 2006 is
complex, expensive, unstable and hazardous. The economic
well-being of every human being on earth depends upon the
international financial system, and it should therefore be simple
to understand, inexpensive, stable and safe.

The dangers and risks do not come from the lack of effort by
many smart, well-intentioned people to make the multicur-
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rency foreign exchange system work. Chapter 2 explores some
of those efforts.

ENDNOTES (These endnotes also appear on the website of the
Single Global Currency Association at www.singleglobal
currency.org with active links to referenced works.)

1. The rhythm for the title of this chapter may have come from reading
aloud Judith Viorst’s Alexander and the Terrible, Horrible, No Good, Very Bad
Day, to granddaughters Madeline and Cameron. New York, NY: Aladdin
Paperbacks, Simon & Shuster, 1972.

2. The count of 147 comes from the listing on the Single Global Currency
Association website, www.singleglobalcurrency.org/currencies by
country.html. The calculations start with the number 184 which was the
number of full nation-state members of the United Nations in 1994. Then
are subtracted the countries who are fully “ized” (Dollarized(2) where the
US Dollar is legal tender, and Euroized(4) where the Euro is legal tender)
and are subtracted the countries which belonged to monetary unions as
of that year. Then the new U.N. members are added and further subtrac-
tions are made for izing or formation of monetary unions. Where a mon-
etary union includes two mutually legal tender currencies, the count of
currencies is one, as is the case with the Singapore/Brunei Darussalam
monetary union.

As with many count-em-ups, a lot depends upon definition, and the
choice of the 191 U.N. members is a stake-in-the-ground starting point.
There are actually many more currencies in the world. In addition to the
“complementary” or “private” currencies which are discussed later, there
are a number of territories or countries with ambiguous political status
which have convertible currencies, such as Netherlands Antilles, Aruba,
Cayman Islands, Falkland Islands, Hong Kong, Macao, and Taiwan.

3. The term “currency area” became best known with the 1961 publica-
tion of Robert Mundell’s “A Theory of Optimum Currency Areas,” Amer-
ican Economic Review, May 1961, pp. 657-65. The article is also contained
in Robert Mundell’s textbook, International Economics, as Chapter 12, pp.
177-86, and online at http://www.columbia.edu/~ram15/ie/ie-12.html.
He originally defined “currency area” as a “domain within which
exchange rates are fixed,” at p. 662.

4. This $2.5 trillion estimate is calculated in two ways. First, we take the
$1.9 trillion baseline for April, 2004, from the Bank for International Set-
tlements report, and multiply by the conservatively estimated 32 percent

38 The Single Global Currency



increase in trading from April, 2004 to 21 December, 2005. See Bank for
International Settlements, 75th Annual Report, Chapter 6, “Foreign
Exchange Markets,” issued 27 June 2005, pp. 77-87, at
http:/ /www.bis.org/publ/arpdf/ar2005e5.htm. That report, in turn, ref-
erences the “Triennial Central Bank Survey of Foreign Exchange and
Derivatives Market Activity in April 2004—Preliminary Global Results,”
B.LS., 28 September 2004, at http://www.bis.org/press/p040928.htm.
The final results were published in March, 2005, at http://www.bis.
org/publ/rpfx05.htm.

Another method would be to take the reported daily volumes from
London, New York, and Singapore on October 2005, of $.73 trillion, $.37
trillion and $.20 trillion respectively, and divide by their respective shares
of the foreign exchange market, as taken from the earlier Triennial Sur-
vey, above, of 31 percent, 19 percent and 5 percent, respectively. Those
extrapolated worldwide volumes average to $2.4 trillion. The city totals
are reported at http://www.bankofengland.co.uk/markets/forex/
fxjsc/fxturnresults060123.pdf, and http://www.newyorkfed.org/fxc/
2006/£xc012306.pdf and http://www.sfemc.org/statistics /fxvol23jan
2006.pdf, respectively.

5. These totals for the non-traditional, or “derivatives” or “over the
counter” are not included in the above totals as their numbers are less
reliable. The numbers in the text are extrapolated from the London, New
York, and Singapore Reports, from endnote 4, above, but the 2005 B.L.S.
Triennial report states that the worldwide daily trading in these instru-
ments was $1.2 trillion, or almost as large as for the traditional instru-
ments.

6. “Babson Economist Works to Reduce World Poverty,” Interview with
Babson Prof. Maria Minniti, Boston Globe, 6 November 2006, p. A31.

7. Senator Everett Dirksen was a US Senator from Illinois and he used to
tell a story to the same effect: “An old man once taught me what a mil-
lion is. He said, look at your watch, and watch the second hand. You can
see it every second, every minute, every day, every night, every week,
every month, every year—and in three years it would go around
1,000,000 times.” from http://en.thinkexist.com/quotes/everett dirk
sen/. However, it would actually take a little less than two years as there
are 525,600 minutes in a year.

8. This estimate of $42.2 trillion was calculated using the World GDP
number from the World Bank data for 2004 of $40.89 trillion, and the
World Bank’s estimate in November, 2005 of a 3.2 percent growth rate for
2005. See “Prospects for the Global Economy,” 16 November 2005, at
http:/ /web.worldbank.org /WBSITE /EXTERNAL/EXTDEC /EXTDECP

ROSPECTS/EXTGBLPROSPECTS /0,,contentMDK:20665612~menulPK:6
12510~p.PK:64218950~piPK:64218883~theSitePK:612501,00.html

9. New York Stock Exchange, online statistics at http://www.nyse.com/

The Expensive...Foreign Exchange World 39



Frameset.html?displayP.=/marketinfo /1022221393893 .html

10. “FX Volume Survey Results,” Oct. 2005, Foreign Exchange Committee
of the Federal Reserve Bank of New York, http://www.newyorkfed.org/
fxc/volumesurvey /2006/fxsurvey2006.pdf

11. A Little Perspective on $87 billion,” Crunchweb.net, Alexandria, Vir-
ginia, at http://www.crunchweb.net/87billion/

12. “Apollo 8,” National Space Data Center, National Aeronautics and
Space Administration (NASA), at http://nssdc.gsfc.nasa.gov/plane
tary/lunar/apollo8info.html.

13. This concept that foreign exchange represents the bartering of differ-
ent goods, i.e., currencies, is, like some other ideas, an idea that I thought
I developed on my own. As with most such ideas, there indeed was at
least someone else. In this case, Richard Cooper had this to say, “Yet the
exchange rate is technically not anchored by anything in the long run,
being the barter price between two nominal variables (as Kareken and
Wallace pointed out two decades ago),” at Richard Cooper, “Toward A
Common Currency?” June 2000, p. 18, presented at the conference on the
Future of Monetary Policy and Banking, organized by the IMF and the
World Bank, at http://www.worldbank.org/research/interest
confs/upcoming/papersjulyll /cooper.pdf.

14. For an impassioned statement of the value of money, see “Francisco’s
Money Speech” in Ayn Rand’s Atlas Shrugged, 1957, at http://
capmag.com/article.asp?ID=1826. Francisco d’Anconia said, in part, “To
trade by means of money is the code of the men of good will. Money rests
on the axiom that every man is the owner of his mind and his effort.
Money allows no power to prescribe the value of your effort except the
voluntary choice of the man who is willing to trade you his effort in
return. Money permits you to obtain for your goods and your labor that
which they are worth to the men who buy them, but no more. Money per-
mits no deals except those to mutual benefit by the unforced judgment of
the traders.”

15. World Trade Organization, World Trade Report, 2005, p. 6, Table 3,
“World Merchandise Trade by Major Region,” of Chapter 1, “Recent and
Selected Medium-Term Developments” at http://www.wto.org/eng
lish/res e/booksp e/anrep e/world trade report05 e.pdf

16. “Total GDP,” 15 July 2005, World Bank Data and Statistics, at
http://siteresources.worldbank.org /DATASTATISTICS /Resources /GD
Ppdf

17. Dominick Salvatore, “The Euro-Dollar Exchange Rate Defies Predic-
tion,” Journal of Policy Modeling, June 2005, pp. 455-64, at http://www.
sciencedirect.com /science/article/B6V82-4G5YSNX2 /2 /8bd46e0652074
df47caa9c04052ale2d

18. During my research for this book, I found many such puzzles and
may have discovered a new one which can be called the “currency pair

40 The Single Global Currency



sum puzzle.” However, as with most ideas, it’s likely that someone has
already identified this puzzle and solved it, or deemed it not a puzzle at
all. I wondered about the sum of the two currency values in a traded pair,
e.g., the euro/US dollar on 4 January 1999 of .8422/1.1874 summing to be
2.0296, and the significance of the changes in that sum over time. Look-
ing at the daily sum of those pairs in 1999, the highest value for the sum
occurred that first day of trading of the euro and it was also the high for
the year for the euro (low for the US dollar). The sum never dropped
below 2.0000, which point was reached on the same day as the euro low
for the year on 3 December at $.9984, and on other days as well. On 30
December 2004, when the euro hit a high of $1.35, the sum was 2.0924.
To what extent should this sum be a “constant sum game,” analogous to
zero sum games? Readers who have comments on this puzzle, please
send them to me at morrison@singleglobalcurrency.org. Better yet, and
consistent with the general request in this book to economists, please
devote whatever energy you might spend on the above and idly contem-
plated “puzzle” to the far more important issues of the Single Global Cur-
rency.

19. Sarah Perry, Director of Visa’s Strategic Investment Program, in Efi-
nance Insider, Issue 3, 17 April 2001. The Single Global Currency Associa-
tion followed up with a 5 August 2005 email to Ms. Perry about the
mutual interest in a Single Global Currency.

20. Foreign Exchange Committee of the Federal Reserve Bank of New
York, Annual Report, 2005, for October 2004 at http://www.newyork
fed.org/EFXC/annualreports/fxcar04.pdf

21. Mark Snyder, “New Opportunities and Risks in Foreign Exchange:
The Role of the Foreign Exchange Committee,” speech presented at the
Profit & Loss Forex Network Conference, 20 September 2005, Chicago, at
http:/ /www.newyorkfed.org/fxc/2005/fxc051117.pdf.

22. The Foreign Exchange Joint Standing Committee, “Results of the
Semi-Annual FX Turnover Survey in October 2005,” 23 January 2006, at
http://www.bankofengland.co.uk/markets /forex/fxjsc/fxturnresults
050725.pdf.

23. Andrew Krieger, with Edward Claflin, The Money Bazaar, New York,
NY: Times Books, 1992, at p. 21.

24. Foreign Exchange Committee of the Federal Reserve Bank of New
York, FX Volume Survey, 2005, for April, 2005 at
http://www.newyorkfed.org/fxc/volumesurvey/explanatory notes.
html

25. “Derivative” as defined in Investopedia.com, “In finance, a security
whose price is dependent upon or derived from one or more underlying
assets. The derivative itself is merely a contract between two or more par-
ties. Its value is determined by the fluctuations of the underlying
asset. The most common underlying assets include: stocks, bonds, com-

The Expensive...Foreign Exchange World 41



modities, currencies, interest rates and market indexes. Most derivatives
are characterized by high leverage.

“Futures contracts, forward contracts, options and swaps are the
most common types of derivatives. Because derivatives are just contracts,
just about anything can be used as an underlying asset. There are even
derivatives based on weather data, such as the amount of rain or the
number of sunny days in a particular region. =~ “Derivatives are gener-
ally used to hedge risk, but can also be used for speculative purposes. For
example, a European investor purchasing shares of an American com-
pany on an American exchange (using American dollars to do so) would
be exposed to exchange-rate risk while holding that stock. To hedge this
risk, the investor could purchase currency futures to lock in a specified
exchange rate for the future stock sale and currency conversion back into

euros.” At http:/ /www.investopedia.com/terms/d/derivative.asp

26. Alan V. Deardorff, “Deardorff’s Glossary of International Economics”

at http:/ /www-personal.umich.edu/~alandear/glossary/

27. The Associated Press, via Asahi.com, “Dollar Rises Past 120 Yen in
Tokyo,” 2 December 2005, at http://www.asahi.com/english /Herald-
asahi/TKY200512020245.html

28. Martin Fackler, “Yen at 32-month Low as Japan’s Small Investors Look
Abroad,” The New York Times, 5 December 2005, p. C3.

29. Raul Lopez, “Currency Trading: Understanding the Basics of Cur-

rency Trading,” at http://www.articlebiz.com/article/1626-1-currency-
radmg-understandmg-the -basics- of-currency-tradmgz and also at

Ba51cs of-Currency-Tradmg&ld 100502
30. For a view of the requisite personality characteristics of foreign

exchange traders, see “Perceptions of Successful Traders by Foreign
Exchange Professionals,” by Thomas Oberlechner, in Journal of Behavioral
Finance, Vol 5, No. 1, pp. 23-31, at http://www.leaonline.com /doi
10.1207/s15427579pfm0501 3?cookieSet=1

31. Andrew Krieger, with Edward Claflin, The Money Bazaar, New York,
NY: Times Books, a division of Random House, 1992, at p. 105.

32. Forex Capital Markets, at www.fxcm.com

33. Forex.com, a subsidiary of Gain Capital Group, www.forex.com.

34. Jack Egan, “Investing: Check the Currency Risk. Then Multiply by
100.,” The New York Times, 19 June 2005, p. BU 8, at http://select.
nytimes.com /gst/abstract.html?res=F40A17F83FS5F0C7A8DDDAF(0894
DD404482.

35. Forex Capital Markets, at www.fxcm.com

36. Forex.com advertisement in Currency Trader, December 2005, p. 5.

37. Remington Ventures, Inc., represents that it sells software “that auto-
matically renders neural network predictions from real time data. The
system’s neural network input database is designed so that the neural net

42 The Single Global Currency



actually chooses the instrument to trade as well as the trade parameters....
It means this company is on the brink of changing the market itself, and
today investors recognized it as they began scooping up the shares like
crazy.” Information on the web at http://diswww.mit.edu/menelaus/
asa-exec/30684.

38. “Currency Managers Close Out 2005 in the Red,” Currency Trader
magazine, February 2006, p. 41.

39. “Transcript of the World Economic Outlook Press Conference,” Inter-

national Monetary Fund, 13 April 2006 at http://www.imf.org/exter
nal/np/tr/2005/tr050413.htm.

40. Fidelity Investments, at http://www.fidelity.com.hk/ourfunds/, at
“Money Market Funds” and then “Currency Funds.”

41. EverBank, at http://www.everbank.com/main.asp?affid=eb, with
offices in St. Louis, Missouri and Islandia, New York.

42. A theme for this book is that economists should direct their research
away from how the current multicurrency system works or doesn’t work,
and toward the questions of how a Single Global Currency will benefit
the world and how it will be implemented and how it will function. Thus,
while I'm curious about the extent that foreign exchange trading is a zero
sum game, it’s more important that economists focus their research in the
direction of the 3-G world.

43. The “Treasury Amendment” was passed by Congress to ensure that
the CFTC did not infringe upon the mandate of the Treasury Department,
and was upheld by the US Supreme Court in Dunn v. Commodity Futures
Trading Commission, 519 U.S. 465 (1997) at http://law.onecle.com /ussc/
519/519us465.html. Subsequently, Congress passed the Commodities
Futures Modernization Act of 2000, at http://www.cftc.gov/opa/
press00/opa4479-00.htm

44. William Nissen, “The Long and Tangled History of the CFTC’s Juris-
diction in Foreign Exchange,” in the Futures Industry magazine at the

Futures Industry Association website at http://www.futuresindustry.
org/fimagazi-1929.asp?a=962.

45. “Guidelines for Foreign Exchange Trading Activities,” The Foreign
Exchange Committee of the Federal Reserve Bank of New York. July 2004.
at http:/ /www.newyorkfed.org/fxc/2004 /fxc040713b.pdf

46. Mark Snyder, “New Opportunities and Risks in Foreign Exchange:
The Role of the Foreign Exchange Committee,” speech presented at the
Profit & Loss Forex Network Conference, 20 September 2005, Chicago, at
http:/ /www.newyorkfed.org/fxc/2005/fxc051117.pdf. He also said “I
might also mention that I cannot see a day when a nation’s central bank
would cede its sovereign authority over the currency component of its
monetary policy to any worldwide currency regulatory authority.”

47. Jonathan Fuerbringer and William K. Rashbaum, “Currency Fraud
Ran Deep, Officials Say,” The New York Times, 20 November, 2003, p. C1.

The Expensive...Foreign Exchange World 43



48. Sharon Burke and edited by Klaus Volpert, “Currency Exchange Trad-
ing and Rogue Trader John Rusnak,” Villanova University, 2004, at
http://www.publications.villanova.edu/Concept/2004/John Rusnak.

pdf

49. See the 31 January 2005 address to the Bank’s stockholders by the new
Chairman, Graeme Kraehe at http://www.nabgroup.com/vgnmedia/
downld/AGM Script 310105.pdf

50. “Dismissed Salesman Faces Fraud Charge,” The New York Times, from
Reuters, 7 February 2006, p. C7. See Reuters article at
http://today.reuters.com/investing /financeArticle.aspx?type=fund

sNews2&storyID=URI:urn:newsml:reuters.com:20060206:MTFH11506 2

006-02-06 19-03-20 N06275728:1
51. Kit Dawnay, “A history of sterling,” the online Telegraph at http://por

tal.telegraph.co.uk/news/main jhtml?xml=/news/campaigns/eunion/

cesterling.xml
52. Forbes magazine’s list of the “World’s Richest People,” at

http:/ /www.forbes.com /static/bill2005/LIRCOR3. html?passlis

tId=10&passYear=2005&passListType=Person&uniqueld=COR3&dataty

pe=Person
53. Warren Buffett subsequently explained his currency speculation in his

26 October 2003 Fortune magazine article, “Why I'm Not Buying the US
dollar” at http://www.pbs.org /wsw /news/fortunearticle 20031026 03.
html

54. “Berkshire Hathaway profit plunges 48 percent,” msnbc.com at

http:/ /www.msnbc.msn.com /id /9928100 /print/1/displaymode /1098
55. Bill Bonner and Addison Wiggin observed in Empire of Debt that War-
ren Buffet began purchasing euros when the price was $.86. Hoboken, NJ:
John Wiley & Sons, 2006, p. 296.

56. 2003 Annual Report, Berkshire Hathaway Inc., p. 21, at http://www.
berkshirehathaway.com/2003ar/2003ar.pdf

57. James Hertling and Simon Clark, “Microsoft’s Gates, World’s Richest
Man, Bets Against the Dollar,” www.bloomberg.com, 29 January 2005, at
http://quote.bloomberg.com/apps/news?pid=10000006&sid=a AvDT
sO1Nké&refer=home.

58. Kenneth Raisler, “Giving Customers Trading Advice: Implications of
the de Kwiatkowski Decision,” in the Futures Industry magazine, “Out-
look 03” issue, January 2003 at the Futures Industry Assoc1at10r1 website

a=998

59. Mario Cerrato, Neil Kellard, and Nicholas Sarantis, “The Purchasing
Power Parity Persistence Paradigm: Evidence from Black Currency Mar-
kets,” November, 2004, Money Macro and Finance (MMF) Research
Group Conference 2005, at http:/ /repec.org/mmfc05/paper34.pdf.

60. Willem Buiter, “Optimal Currency Areas: Why Does the Exchange

44 The Single Global Currency



Rate Matter?” given at the Royal College of Physicians, Edinburgh, on 26
October 1999, at http://www.nber.org/~wbuiter /scotland.pdf p. 2.

61. Every currency in the world is identified by a three-character code,
assigned by the ISO, International Standards Organization, according to
its 4217 standard. Usually the first two characters of the code represent
the country and the third denominates the currency. For a list see
http://www.xe.com /is04217 htm.

62. Pietra Rivoli, The Travels of a T-Shirt in the Global Economy: An Econo-
mist Examines the Markets, Power and Politics of World Trade. Hoboken, NJ:
John Wiley & Sons, 2005. For the transcript of a panel discussion with
Prof. Rivoli at the IMF on 19 October 2005, go to http://www.imf.org/
external /np/tr/2005/tr051019.htm

63. One aspect of the Tanzanian foreign-exchange issue is that it’s illegal
to take Tanzanian currency out of the country. Many countries have such
prohibitions which are intended to keep a close watch on the money sup-
ply so that their balance of payments is not rendered out of balance. For
all countries except the United States, an imbalance in the balance of pay-
ments has serious consequences for the value of their money. In the US,
when transporting or receiving more than $10,000 in cash or other mon-
etary instruments, a CF-4790 form must be filed, but there are no restric-
tions of such flows nor of other capital flows. See http:/ /www.cbp.gov/
linkhandler/cgov/toolbox/publications/travel /currency reporting.ctt
currency reporting.doc

64. See the American Express online foreign exchange utility at
https://www68.americanexpress.com /tcps/USEng /TCOServlet?reques
t_type=orderProduct&promotion=AMEX&program=TC00000201&sell
eracctnbr=25394819991 and utility for Oanda.com at http://www.oanda.
com/products/fxdelivery/ and Wells Fargo at https://www.foreignex

changeservices.com/cfx.
65. The Bank of Canada, the Canadian central bank, has a “10-year Cur-

rency Converter” utility which can be used to determine exchange rates
for a specific date, or over a period of time during the past ten years, at
http://www.bankofcanada.ca/en/rates/exchform.html. The reported
rates can be pre-selected as the “nominal” or Interbank rates at noon for
the selected day or days, or rates four percent higher, as the bank states
that transaction charges by financial institutions to their customers for

currency conversions are typically at that rate.

66. Wells Fargo, San Francisco, California, at https://www.foreignex
changeservices.com/cfx/fags.

67. Frederick W. Stakelbeck, Jr., “Foreign Currency Conversion Fees and
the Credit Card Industry,” in SRC Insights, Federal Reserve Bank of

Philadelphia, Third Quarter 2005, at http://www.philadelphiafed.

org/src/srcinsights/srcinsights /g3si4 05.html. See also, David A. Kelly,
“Overseas the Shock of the Surcharge,” The NewYork Times, 19 February

The Expensive...Foreign Exchange World 45



2006, p. TR 6, at http://travel2.nytimes.com/2006/02/19/travel/

19prac.html
68. PayPal, “Help Center—Making Payments—Multiple Currencies,” at

http://www.paypal.com/cgi-bin/webscr?cmd= help-
ext&eloc=0&loc=1117&source p.= home&flow= and “How does PayPal
determine the foreign exchange rate for currency conversions?” at
http://www.paypal.com/cgi-bin/webscr?cmd= help-
ext&eloc=1121&loc=1117&unique id=62093&source p.= homeé&flow=
69. Michael Emerson, Daniel Gros, Alexander Italiener, Jean Pisani-Ferry,
and Horst Reichenbach, One Market, One Money-An Evaluation of the
Potential Benefits and Costs of Forming an Economic and Monetary Union.
Oxford, UK: Oxford University Press, 1992, pp. 65-66.

70. Senator Dirksen’s quotes and aphorisms were famous. The reference
here is to: “A billion here, a billion there, and pretty soon you're talking
about real money.” The Dirksen Congressional Center in Illinois has an
entire page about the quote on its website, and notes that Senator Dirk-
sen may never actually have made the quoted statement. At bottom, the
Center noted, “Update, May 25, 2004. A gentleman who called the Center
with a reference question relayed that he sat by Dirksen on a flight once
and asked him about the famous quote. Dirksen replied, ‘Oh, I never said
that. A newspaper fella misquoted me once, and I thought it sounded so

good that I never bothered to deny it.” “ At http://www.dirksencenter.
org/print emd billionhere.htm

71. Jose de Luna Martinez, “Workers” Remittances to Developing Coun-
tries: A Survey with Central Banks on Selected Public Policy Issues,”
World Bank Policy Working Paper 3638, June 2005, at http://www-
wds.worldbank.org/servlet/WDS IBank Servlet?pcont=details&eid=00
0012009 20050608121914

72. See website of Travelex Worldwide Money, “The World’s Foreign
Exchange Company,” at http://www.travelex.com/.

73. Katya Zapletnyuk, “Safety Margin-Foreign Exchange Leader Travelex
Hits the Market as Provider of Currency Fisk Mmanagement,” The Prague

Post, 18 January 2006, at http://www.praguepost.com/P03/2006/

Art/0119/busil.php
74. Tom Barkley, “Currency Trading: Geography Plays Role in Dollar

Story, Currency’s Fall Helped US Investors Abroad, Hurt Foreigners
Here,” The Wall Street Journal, 9 January 2004.

75. “Fund Guide, International Investing,” Fidelity Investments, Boston,
Massachusetts, at http: ersonal.fidelity.com /products/funds
2rethp=pr

76. Reuters, 1999 Annual Report, Section 7 “Treasury Management,” at
http:/ /about.reuters.com/ar1999/frandstat/oandfr/treasman.htm

77. Jathon Sapsford and Northiko Shirouzu, “Japan’s Rate Boost Would
Come with Risks,” The Wall Street Journal, 1 March 2006, p. 1. The article

46 The Single Global Currency



cited an estimate by Kurt Sanger that a one yen drop in value compared

to the dollar, such as from 110 to 111, would result in quarterly profit

gains of $100 million and $260 million for Nissan and Toyota, respec-

tively.

78. Honda Motor Co., “Risk Factors”, 2004 Annual Report, at http://

www.world.honda.com /investors /annualreport /2004 /10.html

79. “Strong Franc Helps Reduce Nestle’s Profit,” The New York Times, 21

August 2003, p. W1.

80. “Loss is Expected for First Half on Foreign Exchange Setback,” The

Wall Street Journal, 6 October 2003, p. B3.

81. “Company News; Avon Says It Will Meet or Beat Analysts’ Expecta-

tions. The New York Times, 27 June 2002.

82. Mark Hulbert, “The Dollar May Tumble, But It's OK to Shrug,” The

New York Times, 12 March 2006, at p. BU6.

83. Gregory W. Brown and Donald H. Chew, Editors, “Table of Contents,”

Corpomte RlSk Stmtegzes and Management. London: 1999, Risk Books, at
db.risk bli .. ? . .

me= 154028

84. Peter Rosenstreich, FOREX Revolution-An Insider’s Guide to the Real
World of Foreign Exchange Trading. Upper Saddle River, NJ: Prentice-Hall,
2005, p. 110. Interview with Joachim Herr at pp. 109-14.

85. Peter Rosenstreich, ibid., p. 114. Interview with Joachim Herr at pp.
109-14.

86. Richard Cooper, “Toward A Common Currency?” June 2000, pp. 22-
23. Presented at the conference on the Future of Monetary Policy and
Banking, organized by the IMF and the World Bank, at http://

www.worldbank.org/research/interest/confs /upcoming/paper-
sjuly11/cooper.pdf

87. Johannes Kaiser and Sebastian Kube, “Currency Speculation Behav-
iour of Industrial Firms: Evidence from a Two-Country Laboratory

Experiment,” 9 December 2005, at http://econwpa.wustl.edu/eps/exp/

papers/0511/0511005.pdf
88. Michael Emerson, and others, op. cit., p. 64.

89. Peter Rosenstreich, op. cit., p. 115. Interview with Steve Nutland,
Director of Bank of America, North American spot and emerging markets
trading, at pp. 114-23.

90. “Financial Review: Statement and Notes: Note 1, Summary of Signif-
icant Accounting Principles,” 2004 Annual Report, Bank of America, at
http:/ /www.bankofamerica.com/annualreport/2004 /backmatter/cfsn
cfsn notel.cfm

91. 2005 Annual Report, Scotiabank, Toronto, available at http://www.
scotiabank.com/cda/content/0,1608,CID7148 [.IDen,00.html

92. CAD is the three-letter ISO 4217 code for the Canadian dollar. Ironi-
cally, the symbol for the Canadian dollar, $, is exactly the same as for the

The Expensive...Foreign Exchange World 47



US dollar, which leads to some costly confusion. There is a movement in
Canada to adopt a uniquely Canadian symbol, perhaps similar to the €for
the euro but with only one horizontal line. See i.am.canadian at
http://i.am.ca/exampl.html.

93. 2005 Annual Report, Scotiabank, Toronto, op. cit., p. 65.

94. Harri Ramcharran, “Sensitivity of Foreign Exchange Trading Income
to Exchange Rate Changes: A Study of Large US Banks,” Multinational
Business Review, Spring 2000, at http://www.findarticles.com/p/
articles/mi ga3674/is 20004/ai n8896805

95. “Foreign Exchange Derivatives,” at the website of BB&T Corporation,
a North Carolina, USA, bank holding company, at http://www.
bbandt.com /business/products/foreignexchangederivatives/default.
html

96. “Passing the Buck,” Forbes.com, at http://www.forbes.com/2006/
02/11/cx_dal money06 0214mone¥factshde 21.html?thisSpeed=6000

97. Carlos Torres, “U.S. 4th-Qtr Current Account Deficit Rises to Record
(Updatel), Bloomberg.com, 14 March 2006, at http: uote.
bloomberg.com/apps/news?pid=10000103&sid=a6v14z1 AsVUE&refer=
news_index. See also, “Of Dollars, Deficits and Destiny,” Editorial in The
New York Times, 26 November 2005, p. 14.

98. Floyd Norris, “More Than Ever, the US Spends and the Foreigners
Lend,” The New York Times, p. B4, 1 October 2005.

99. T. K. Jayaraman, in his article, “A Single Currency for the Pacific
Island Countries: a Stepwise Approach,” in Asia Pacific Development Jour-
nal, June 2004, and at http://www.unescap.or dd /publications
apdj 11 1/jayaraman.pdf cited the 1990 European Commission report on
the cost of currency transactions. He wrote, “The European Commission
estimated the average currency transaction cost ranging from 0.3 per cent
to 0.35 per cent of the value of the underlying transaction.” At p. 107.
Charles Wyplosz wrote in 1997, “The European Commission report,
(1990, p. 65) had publicized enormous costs for the retail market between
200 and 300 basis points.” (i.e., .2-.3 percent, p. 9) Jayaraman also cited the
1999 article by M. Anthony and A. Hughes-Hallett, “Is the case for eco-
nomic and monetary union in the Caribbean realistic?” which used the
0.3 per cent estimate. That paper was presented at the Annual Caribbean
Centre for Monetary Studies Conference in Barbados, and sponsored by
the Central Bank of Barbados. Also, it was published in World Economics,
January 2000.

100. Michael Emerson, and others, op. cit., p. 25.

101. John Murray, “Why Canada Needs a Flexible Exchange Rate,” July,
1999, for a conference at Western Washington University, 30 April 1999, at
http://epe.lac-bac.gc.ca/100/200/301/bankofcanada /working papers-
ef/1999/99-12 /wp99-12.pdf.

102. Michael Emerson, and others, op. cit., p. 64.

48 The Single Global Currency



103. “Box 5: The Cost of multicurrency management - A remaining bar-
rier to trade and investment,” EUROPEAN ECONOMY, a semi-annual
publication of the European Commission, No. 63, 1997, at p. 85, at
http://europa.eu.int/comm/economy finance/publications/euro
pean economy/1996/eers4 1996en.pdf
104. Hugo R. Mendizabal, “Monetary Union and the Transaction Cost
Savings of a Single Currency,” Review of International Economics, Vol. 10,
Issue 2, 2002, pp. 263-77, at http://www.blackwell-synergy.com/
doi/abs/10.1111/1467-9396.00331
105. A biennial budget for $3.79 billion was approved by the General
Assembly on 26 December 2005, for the years 2006-07, at
http:/ /www.un.org/radio/story.asp?NewsID=3626.
106. “About Global Poverty and Microcredit,” Public Broadcasting Ser-
vice, at http:/ /www.pbs.org/toourcredit/facts one.htm.
107. David R. Francis, “Population Growth Slows, and Elderly Ranks
Rise,” 28 October 1998, Christian Science Monitor, at http://csmonitor.
com/cgi-bin/durableRedirect.pl? /durable/1998/10/28 /f-p6sl.shtml
108. As countries have been the primary issuers of currency, “currency
risk” is also called “sovereign risk.” For a review of the impact of sover-
eign risk, see Bernardin Akitoby, “Pricing of Sovereign Risk in Emerging
Markets,” March 2006, IMF Research, pp 1, 4-5, at http://www.
imf.org/External /Pubs/FT/irb /2006 /eng/01/index.pdf.
109. “Global Financial Stability Report,” International Monetary Fund,
Table 3 in Statistical Appendix, at p. 171, at http://www.imf.org/Exter-
nal/Pubs/FT/GFSR/2005/02 /pdf/statappx.pdf
110. Robert E. Litan and Benn Steil, Financial Statecraft. London and New
Haven, CT: Yale University Press, 2006, p. 84, citing references.
111. Federico Marongiu, “Towards a New Set of Leading Indicators of
Currency Crisis for Developing Countries: An Application to Argentina,”
p- 3, draft of March 2005, at http://econwpa.wustl.edu/eps/
e/papers/0512/0512011.pdf
112. Michael Hutchison and Ilan Neuberger, “Output Costs of Currency
and Balance of Payments Crises in Emerging Markets, September 2001, at
http:/ /econ.ucsc.edu/faculty /hutch/output costs.pdf.
113. Pattama Shimpalee and Janice Boucher Breuer, “Currency Crises and
Institutions,” Journal of International Money and Finance, February 2006,
pp- 125-45, at http://www.sciencedirect.com/science? ob=Arti

cleURL& udi=B6V9S-4HRDXTS-2& coverDate=02 percent?2F28 per

cent2F2006& alid=356854987& rdoc=1& fmt=& orig=search& qd=1&
cdi=5906& sort=d&view=c& acct=C000050221& version=1& urlVer

sion=0& userid=10&md5=651aabb4e9f607033f925e64c4f1b423.

114. For this breakdown of the types of financial crises, see Jan Jacobs,
Gerard Kuper, and Lestano, “Currency Crises in Asia: A Multivariate
Logit Approach,” Working Paper, July 2005, p. 2, Centre for Economic

The Expensive...Foreign Exchange World 49



Research (CCS), University of Gronningen, at http://ccso.eldoc.ub.
rug.nl/FILES /root/2005/200506 /200506.pdf.

115. Peter G. Peterson, “Riding for a Fall,” Foreign Affairs,
September/October 2004, at http://www.foreignaffairs.org/20040901
faessay83510/peter-g-peterson/riding-for-a-fall.html?mode=print

116. Interview with Larry Summers, President, Harvard University, USA,
23 January 2006, at http://www.weforum.org/site/homepublic.

nsf/Content/Interview+with+Lawrence+Summers,+President,+Har
vard+University,+USA.

50 The Single Global Currency



COPING WITH THE
MULTICURRENCY FOREIGN
EXCHANGE SYSTEM

EARLY HISTORY OF MONEY AND FOREIGN EXCHANGE
Before there was money, the exchange mechanism for trade was
simple barter. For each transaction, the parties needed to nego-
tiate the relative worth of the goods and services they sought to
trade and then execute. For example, how many apples can be
traded for ten oranges? (If trading by unit, trading twenty
apples for ten oranges might work in northeastern USA. If trad-
ing by weight, twenty-two apples might buy eighteen
oranges.)'’ Such a process can be very time consuming and
imprecise, without, of course, having a market currency price to
begin with. As metallurgy was developed and bartering value
was assigned to weights of gold, silver, bronze, and other met-
als, the idea arose to establish uniform weights and shapes to
pieces of metal.

Money was thus developed and it had the familiar three
functions:

1. Medium of Exchange;

2. Store of Value; and

3. Unit of Account.

While the first metal coins may have been cast from bronze
in China around 2000 B.C., it's believed that recognizable
coinage in India and Turkey began around the seventh century
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B.C.? The silver drachma was coined in Athens around 580 B.C.
and a currency by that name continued, with minor interrup-
tions, as Greece’s currency until replaced by the euro on 1 Jan-
uary 2002.

Specimens of the coins of China, India and Greece/Turkey
have been unearthed archeologically in the other currency
areas, but it’s not clear how those coins were traded. They could
have simply been used for their weight in precious metal and
not in exchange with their counterpart coins of pre-determined
value from another currency area.

In The History of Foreign Exchange,’ Paul Einzig notes that for-
eign exchange trading really did not occur until people were
exchanging standardized coins whose value was recognized
and accepted without having to weigh them or otherwise assay
them. It’s not known when that moment first occurred. At that
point, the art of barter passed from those trading with what
could be called “primary goods” to those trading with “sec-
ondary goods,” i.e., different types of money. They were then
faced with the same kind of valuation problems as those bar-
tering for “primary” goods.

With a goal of 2024 A.D. for a Single Global Currency, and
thus the practical end of foreign exchange trading as we know
it, let’s arbitrarily set the date of that first foreign exchange
trade as 476 B.C., giving such trading, or Forex or FX, a round
number run of 2,500 years (2024+476).

It was at that point of the first foreign exchange that the
deficiencies of the new invention, money, became more clear.
With the exposure to other currencies, people learned that they
could not easily use their money to exchange it for goods of
services from people who used other money. People could see
that their money was not as secure as a store of value because
the value of that money rose and fell in comparison to other
money. Finally, people could see that the units of account of
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their money were not easily transferable and thus useless when
dealing with people using other money.

At the time, however, there was no opportunity to choose
between moving to a multicurrency foreign exchange world or
persuading the world to utilize one currency. Even the concept
of “the world” was beyond the reach of humans on the several
continents.

The best known example of foreign exchange trading comes
from the Bible, where the “money changers” were trading
Roman currency for Hebrew currency and that of other
currency areas. One impetus for the trading was the Hebrew
requirement that the annual half-shekel tax to the Temple be
paid in only the Hebrew currency, and thus the burden of trad-
ing was upon the payers of the tax. Jesus found this currency
trading in the Temple in Jerusalem sufficiently offensive to the
belief that commerce and religion should be separate that he
overturned their tables.*

During these 2,500 years, from the first coinage through
today’s digital signals, money was minted and printed by
noblemen, traders, banks, corporations, nation states, and mon-
etary unions.

Whether by ethnicity or geography, nation states became the
world’s dominant political organization, throughout the nine-
teenth and twentieth centuries. One of the badges of nation-
hood was having a national currency and due primarily to the
end of European colonialism, there was a large increase in the
number of countries and currencies in the world. In 1945, there
were 51 countries which established the United Nations, and
now there are 191 members.

The history of the economies of the world is, in some sub-
stantial part, the history of money. As trade grew larger, more
sophisticated and more international, the role of money also
grew larger as did the potential damage it could cause. Kings,
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queens, and countries struggled with gold, silver, and paper
money, and the establishment of national and central banks.
Several of the depressions and crashes of the nineteenth and
twentieth centuries were either caused or exacerbated by the
inappropriate management of money by the managers of the
money system, whether they were bankers or public officials.
Those failures, in turn, were exacerbated and spread by the
multicurrency system through a process now called “conta-
gion.” The Great Depression of the 1930s is the largest example
where countries constricted their money supplies precisely at
the time when monetary expansion was needed to thwart the
decline in investment. Each industrialized country was seeking
to keep its currency exchange rate at a low value compared to
others, in order to maintain or increase exports. It was a race to
the bottom.

THE 1944 BRETTON WOODS INTERNATIONAL MONETARY
CONFERENCE

In July 1944, the representatives of twenty-nine countries gath-
ered at the rehabilitated Mt. Washington Hotel in Bretton
Woods, New Hampshire where the town’s human winter pop-
ulation the previous year was two: the caretaker of the hotel
and his wife.® The goal of the conference was to establish a sta-
ble, internationally cooperative, postwar financial system that
would avoid the perils of the Great Depression and would
assist in the post-war recovery.

From the conference, and of primary interest here, came
the International Monetary Fund and a gold-US-dollar-based
exchange rate system. Also, the conference created the prede-
cessor to the World Bank, the International Bank for Recon-
struction and Development. The conference’s work on trade
issues contributed to the later development of the World
Trade Organization.
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Later in this book will be discussed the idea of the world-
wide reserve currency, the “bancor,” which John Maynard
Keynes brought to the conference.

THE BRETTON WOODS EXCHANGE RATE SYSTEM

From 1946 to 1971, the IMF member countries pegged the val-
ues of their currencies to the US dollar and the value of the dol-
lar was set as $35.00 per troy ounce’ of gold.

A major problem was that even with a relatively minor US
balance of payments deficit, as compared to the hundreds of bil-
lions in the early twenty-first century, foreigners with US dollars
were redeeming them for gold. In 1950, the United States had
gold reserves worth $23 billion, @$35 per troy ounce in its stock-
pile, which would be worth $345 billion at December 2005 gold
prices @$525 per troy ounce. Due to redemptions
of dollars for gold, the value of the stockpile had declined to $11
billion by 1970.* The problem was that the amount of US dollar
currency circulating outside the United States had grown from
a manageable $8 billion to $47 billion,” and every one of those
dollars could legally be converted into US gold upon demand.

In 1971, the United States announced that it was abandon-
ing its treaty requirements to back up its currency with gold,
and without the anchor, the futures for all currencies were
uncharted. The thirty-year trend toward nearly universal float-
ing, or “treading water,” of exchange rates on the open markets
began in earnest. Actually, Canada began floating its dollar in
1950 until 1962, and then resumed floating again in 1970."
Other countries followed Canada and the United States.

In 1972, negotiations began for the modification of some of
the Articles of Agreement of the International Monetary Fund,
including the ratification of the US’s departure from the gold
standard, and an agreement was reached in 1976. The 1976
amendments legitimized the floating rate system, and elimi-
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nated the use of gold in the international monetary system
except for settling accounts at the IMF. The amendments also
established SDRs, for Special Drawing Rights, with echoes of
Keynes’s “bancor,” as the new reserve asset to be used by the
IMF to assist countries with their balances of payments.

In 1977, further changes were made, including the impor-
tant change to Article IV, that countries should refrain from
manipulating their exchange rates in order to gain unfair
advantage, but authorizing such intervention in the foreign
exchange markets to counter excessive price volatility. When
considering such intervention, countries should consider the
interests of other countries, especially those whose curren-
cies/reserves were to be used in the intervention.

However, the markets marched to their own drummers and
caused concerns about international monetary stability. In Sep-
tember, 1985, The Group of Five (G-5), the United States, United
Kingdom, Japan, Germany, and France, met at the Plaza Hotel
in New York and decided to collectively intervene in the foreign
exchange markets to lower the value of the dollar