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Introduction

In 2002, a native of Newcastle, Maine, running for a seat in the state House of Representatives, publicly declared his support for a single global currency in the local newspaper.  Eight months later, Morrison Bonpasse founded the Single Global Currency Association.  It is a small organization, operating on less than $10,000 since its creation, and holding an annual conference with fewer than thirty participants.  Bonpasse is the SGCA’s founder, President, and largest contributor.  He manages the website, answers SGCA e-mails, and, to his knowledge, is the author of the only published book to exclusively address a single global currency.  The SGCA is the only organization in the world focused on the single global currency idea.  

That this modest operation is the only one of its kind is unsurprising at first glance.  Monetary policy is seldom in the public eye, and when it is, radical policy proposals are rarely at issue.  Without a public debate, the attitude of the American public appears understandably incoherent: a Zogby Int. poll
 not only found two-thirds of Americans opposed to a single global currency, it also found only a small minority (around ten percent) willing to reserve judgment on such a complex and technical topic.  Add to this a rise in nationalist sentiment globally that might preclude financial integration, and the SGCA’s troubles are unsurprising, if not expected.

As is sometimes the case, however, the numbers tell a different story.  By 2005, $2.5 trillion of traditional foreign exchange trading took place daily.
  As Bonpasse notes in his book, for every human on earth this comes out to roughly $385 of foreign exchange trading per day.  Perhaps more troubling: worldwide annual foreign exchange transaction costs are conservatively estimated at $400 billion.
  In other words, exchange transactions cost the world $61.54 per person annually, or two-hundred times the annual budget of the United Nations.  

But foreign exchange transaction costs are only one product of our international multicurrency financial system.  As will be explored, currency devaluations can cause massive financial shocks, social unrest, trade imbalances, corruption, and capital flight.  The dollar as de facto world currency is a weak non-system system, as it is managed according to domestic needs of the United States, and creates a significant debt burden on countries that float against it. 

When viewed from this lens, it might appear mysterious (if not downright outrageous) that only one under-funded, unrecognized, one-man operation is seeking to question the status quo of our multicurrency financial system.  Regardless of whether or not a single global currency would fix our international monetary problems, the tremendous cost this system places on every individual not in the currency trading industry makes the single global currency idea worthy of consideration at the very least.   

It goes without saying that, should it be considered, a proposal of this magnitude would never gain ground without support from the largest economies.  To abandon the dollar, the yen, the euro, and the pound, the United States, Japan, the EU, and the United Kingdom would push for a system favorable to their needs.  From a practical standpoint, therefore, we can almost guarantee that if implemented, a single global currency would benefit the largest economies and the richest nations.  Based off this assumption, my concern in this debate lies not with the rich economies of the north, but the developing economies of the south.  With unquestionably less leverage and fewer resources on hand should a single global currency proposal ever come to the international negotiating table, the utility of the currency for the poorest economies must be ascertained before the debate moves forward.  In sum, while the SGCA promotes the benefits of the single global currency for the world, I make a distinction, and seek to find them for the developing world.  

To explore the advantages and disadvantages of an undeniably radical shift from the status quo is to make a bold claim about the status quo itself.  Thus, I must first determine that the current multicurrency financial framework is detrimental to developing economies.  I do this with an assessment of current exchange rate regimes, which for the most part can be described as either fixed or flexible.  Based on the available literature, several case studies, and a broad quantitative review, I will show that although these regimes are not untenable, their weaknesses are structural and systemic, and detrimental enough to warrant an examination of a single global currency.

Rejecting the current multicurrency framework as an ideal financial system allows some breathing room for exploration of a single global currency.  However, some focus is in order.  As mentioned, I am concerned with the advantages and disadvantages of the currency for developing countries.  While I do not imply that developing nations are an economic entity separate from the global economy, my goal is to view the single global currency through the lens of the world’s poor, concentrated mainly in developing nations.  

From this perspective, I analyze the single global currency in three ways.  First, a third exchange rate regime type - monetary unions - will provide insight into the benefits, drawbacks, and unexpected obstacles of financial integration.  Second, twenty benefits of a single global currency proposed by Morrison Bonpasse will be analyzed to determine their relevance to developing nations.  Third, the costs of a single global currency are explored.  Finally, the paper concludes with a generalized recommendation for developing nations which I hope will lead to further consideration of the topic.

In his book, Myron J. Frankman writes of a scandalous “lack of attention by either scholars or policy-makers to the role of exchange rate adjustment in the generation of inequality.”
  My hope is that this paper can provide a voice in the small-but-growing chorus of concerned men and women determined to turn the tide on this era of inattention.

Part I:

 The Record of Exchange Rate Regimes in the Developing World

The first difficulty of describing exchange rate regimes involves their classification.  On one end of the spectrum are monetary unions, comprised of member countries that have abandoned sovereign monetary control over their national currency in favor of financial integration with a currency area.  On the other end of the spectrum are freely floating exchange rates, whose governments claim total control over monetary policy while their currency valuations are left to the market forces of supply and demand.  Aside from these poles, however, it would not be an inaccurate analogy to describe the policy choices within this spectrum as similar to the infinite possibilities between two points on a line.  The International Monetary Fund itself has moved from a three-tiered classification in 1998 (peg, limited flexibility, and flexible) to an eight-category system afterwards.
 In their studies on exchange rate regimes, Bubula and Ötker-Robe (2002) use thirteen categories, Reinhart and Rogoff (2002) use fourteen, Levy-Yeyati and Sturzenegger (2002) use four, and Shambaugh (2003) uses five.

It is with great difficulty that I have chosen to simplify my research into two categories: fixed and flexible.  While monetary unions will be dealt with in Part II, Part I will focus on the record of exchange rate regimes based on this bifurcated classification.  By this standard, it is clear that some generalizations may not apply in all situations, but this method will allow maximum flexibility to make broad, categorical claims regarding the record of fixed and flexible regimes – claims that will be necessary to explore the single global currency proposal.  It should be added that although a bifurcation is made, it need not be regarded as a bipolar distinction, for many of the numerous exchange rate regimes contained in the above studies will fall into one of my categories, and will be dealt with accordingly.  

Which type of exchange rate regime a developing country chooses is determined by its priorities given several policy trade-offs.  In general, the type of exchange rate regime chosen will reflect perceived vulnerabilities in the economy, and the regime’s purpose is to stabilize these vulnerabilities and insulate the economy from financial shocks.  Shocks can be domestic or external, and they can be real or monetary.  Because of their inability to prevent a rise or fall in income levels, flexible rates are generally ineffective against monetary shocks, but preferred in all other cases.  However, this preference is undermined when capital mobility is low, a characteristic of most developing countries.
  The openness of an economy to international trade is also an important factor in regime choice.  In an open economy, a flexible rate will be preferred if foreign disturbances are dominant, while a fixed rate will be preferred if domestic disturbances are dominant.
  If financial discipline is an important issue, it is commonly believed that fixed regimes impose limits on the long-run rate of growth of the money supply and inflation, while flexible regimes allow for more expansionary financial policies.

These are only some of the many considerations a country must make in determining their choice of exchange rate regime.  In the pages that follow, a more in-depth study of both choices will be explained, but suffice it to say that the choice requires an intimate knowledge of one’s economy, and a certifiable hedging of risk from one shock to another no matter the choice.  The record of these regimes now follows.

Fixed Exchange Rate Regimes

With a fixed exchange rate, a country’s domestic currency is pegged to a low-inflation anchor currency or basket of currencies.  The domestic currency rises and falls with the anchor currency, often acting within a target band that allows a small degree of currency movement.  If the domestic currency drifts below the desired rate, the central bank purchases national currency with its own reserves, causing the price of domestic currency to rise.  If the rate drifts above the desired rate, the bank sells its currency and the price drops.  Proponents of fixed exchange rates suggest many advantages: low inflation and credibility, economic growth, and fiscal discipline.  If true, these advantages are tailor-made for many developing countries. However, their accuracy is disputed, and consequent disadvantages are proposed.  They include: loss of policy autonomy, an inability to absorb most shocks, and a propensity to be relatively more crisis-prone.
  In this section, these advantages and disadvantages are explored.

The first and most obvious advantage of a fixed exchange rate regime is low inflation.  The anchor currency (most often the dollar or euro) is selected for its stability and base-country monetary discipline, and domestic currency is a de-facto representation of the anchor currency. Thus, a fixed exchange rate is a commitment mechanism designed to increase credibility and ensure investors of low inflation.  This is a particularly attractive option for countries disinflating after periods of price instability, as internationally traded goods have fixed price levels and carry reasonable inflationary expectations.

However, studies indicate that fixed rates cannot guarantee low inflation.  Glick et al. analyze the East Asian experience from 1985-1995, and conclude that although inflation for the region held at seven percent (compared to thirty percent for developing countries as a whole), low inflation levels cannot be attributed to fixed-rate policies, and might even have occurred in spite of fixed rates.
  Given the openness of their economies to international trade (especially with the United States), most East Asian countries fixed their currencies to the US dollar.  But two developments - the 1985 decline of the dollar against major currencies, and the 1989-1993 decline of US interest rates - created inflationary pressures and complicated monetary control.
  Because the dollar’s depreciation increased East Asian exports and lead to increases in their trade balances, and the lowered interest rates encouraged investors to look to East Asia, the region experienced large capital inflows which led to undervalued real exchange rates.  Thus the peg adjusted exchange rates by changes in relative inflation over time.

Nonetheless, more quantitative data suggests that fixed rate regimes contain inflation better than flexible regimes.  From 1960-90, an IMF study of lower middle-income and low-income countries observed an eight percent average inflation rate for fixed regimes, as opposed to an eighteen percent inflation rate for flexible regimes.
  The same is indicated from a 2001 Levy-Yeyati and Sturzenegger survey of non-industrialized countries.  Mean inflation for fixed regimes is 10.6, compared to 17.6 for flexible regimes.   That the median inflation rates differ from the mean less drastically for fixed regimes than flexible (mean inflation rates are 8.3 and 11.5, respectively) implies that flexible regimes may be more prone to extreme bouts of inflation.

Second, fixed rate regimes are purported to stimulate economic growth.  The argument is that by eliminating exchange rate volatility, the central bank can attract international trade and provide a forum for faster growth.  In addition, bilateral trade should increase between an anchor country and whichever currency is pegged to it.  

Lee and Shin investigate the relationship between fixed rate regimes and trade, and largely conclude that it boosts trade, both between the anchor currency and the peg currency, and between two peg currencies who share the same anchor.
  However, there is little evidence to support the broader claim that fixed regimes boost economic growth.  In fact, Ghosh et al. found the opposite to be true among low-income countries: fixed rate regimes experienced negative growth over a thirty year period, compared to positive (albeit low) growth for flexible regimes.
  This can be attributed to basic economic theory – although fixed exchange rates can keep prices from adjusting, productivity growth is compromised and efficiency decreases.  A longer study comprising the post-Bretton Woods era until 2003 also shows little evidence that fixed regimes enjoy more economic growth.  Among non-industrialized countries, fixed and flexible annual GDP growth averaged 1.3 and 1.7 percent, respectively.
 

Third, some argue that fixed rate regimes encourage fiscal discipline.  Because reckless fiscal decisions will ultimately lead to a collapse of the fixed rate, policymakers responsible for the collapse would face severe political costs, and this should serve as a deterrent against fiscal laxity.  However, this factor is especially prone to specific domestic variables.  For example, in developing countries where the executive’s power is unchallenged, the political costs of reckless fiscal policies are irrelevant.  

Moosa also points to disagreement on this issue.  Tornell and Velasco find that although future political costs of abandoning a peg can be great, a fixed rate regime can induce fiscal spending by delaying the inflationary pressures of fiscal laxity.
  In addition, Sun argues that future punishment for fiscal laxity exists for both regime types, and that fixed regimes promote fiscal responsibility only if the future punishment is sufficiently greater under a flexible regime.
  It is therefore inconclusive that fixed rate regimes encourage fiscal discipline.

Ambiguities on the advantages of fixed rate regimes notwithstanding, there are several drawbacks to this regime type for developing countries.  First and foremost is the lack of policy autonomy retained under a fixed exchange rate.  While adopting a strong anchor currency provides stability, credibility, and predictability, the trade-off comes from importing the anchor currency’s monetary policies.  Consequently, developing countries that fix their exchange rates lose control of the domestic money supply, as any increase in the domestic currency supply is offset by foreign exchange reserve losses.  Failure to adhere to the demands dictated by the anchor currency would lead to an appreciation or depreciation of the domestic currency.  In other words, the government receives the benefits of stability in exchange for its policy autonomy.
  

Shambaugh provides an excellent study confirming this trade-off that highlights one effect of adopting a foreign country’s monetary policy.  Using a sample of over 100 countries from 1973-2000, his results show a strong correlation between fixed regime interest rates and the anchor interest rate, while non-fixed regimes show relative autonomy in choosing their interest rate.
  The significance of using a foreign interest rate, or at least a domestic interest rate that moves in tandem with a foreign interest rate, should not be ignored.  Interest rates can be used by countries to promote or discourage savings or borrowing, but under a fixed rate regime they merely reflect the domestic needs of the country setting the rate.  An inability to determine the interest rate (and therefore the money supply) carries substantial risk.  For example, a fixed regime country that experiences a sudden decrease in demand for its exports will be unable to make the necessary export and import price adjustments, and domestic employment and output will fall.

The second drawback of fixed rate regimes is their inability to absorb most shocks to the economy.  As mentioned above, there are four types of shocks to an economy: real or monetary, and foreign or domestic.  There is general consensus that fixed rate regimes are most effective at absorbing domestic monetary shocks, but not foreign monetary shocks, foreign real shocks, or domestic real shocks.
  That fixed regimes can only handle one out of four potential shocks to an economy does not seem conducive to the stated goal of stabilization.  

The inability of fixed rate regimes to absorb most economic shocks leads to the final great disadvantage of this regime type: fixed exchange rate regimes are decidedly more crisis-prone.  Of all considerations for a developing country scrambling to get out of the economic cellar, the prospect of a currency crisis would seem especially imposing.  This time, there is considerable agreement from academics.  Bubula and Ötker-Robe (2003), Razin and Rubenstein (2004), Calvo et al. (1995), Chang and Velasco (2000), and Ghosh et al. (2000) are among the studies that find a vulnerability of fixed regimes to currency crises.

While there may be consensus that fixed rate regimes are relatively crisis-prone, there is little agreement on why that is the case.  In a fixed rate regime, a currency crisis can be caused by several factors.  It can be triggered or spread by deteriorated economic fundamentals, by market participants’ self-fulfilling expectations, or by specific economic policies.
  In the first model, the policymaker pursues an expansionary monetary policy that is incompatible with the exchange rate regime, and a speculative attack stems from rational assessments of a forthcoming collapse in the exchange rate.
  In the second model, a crisis occurs when speculators’ expectations of decline force the policymaker to devalue, creating a self-fulfilling speculative attack.  Because speculators know that the fixed rate must fall if the amount of national reserves reaches a certain threshold, their expectations of collapse and subsequent divestments create the crisis they anticipated.
   The third model suggests exogenous factors that may lead policymakers to abandon a fixed rate and cause a currency crisis: a decrease in public debt, high inflation, high unemployment, or a trade balance deficit could all lead the policymaker to rationally abandon the fixed rate.  A downturn in subsequent economic activity could lead to a crisis.

To better illustrate the effect that a fixed exchange rate currency crisis has on a developing country, case studies of Mexico and Argentina’s currency crises in 1994 and 1999-2002, respectively, are provided.  They represent two of the most infamous portrayals of a failed fixed rate regime, and are a demonstration of the regime’s potentially disastrous consequences.

In textbook fashion, Mexico pegged its peso to the dollar in 1987 to combat years of high inflation.
  In 1991 the government even introduced a target band that allowed for modest depreciation within the fixed rate framework.  Other measures were introduced to facilitate growth and maintain credibility – lower import barriers, deregulated capital markets, privatized state-owned enterprises, and a reduced budget deficit were offered by the government as indicators of peso stability.
  But the markets refused to comply, and political instability led to skepticism over Mexico’s exchange rate commitment.

Compounding these problems was real appreciation of the peso starting in 1990.
  By 1994, real appreciation of the peso was outstripping any increase that could be justified by economic fundamentals, the current account deficit rose to nearly eight percent of GDP, unemployment was rising while foreign exchange reserves were declining, and the government was responding with increased public spending.
  These developments led the newly elected government to abandon the peg, and the freely floating peso plummeted.

The Mexican experience does not represent an extreme scenario with regard to the causal dynamics at the time.  Obstfeld and Rogoff believe the crisis could have been avoided if the anti-inflationary policies had appeared more credible, the real exchange rate had been more competitive, and the interest rates had been lowered.
  Nonetheless, the impacts were substantial.  According to the World Bank, GDP growth fell from 4.46 in 1994 to negative 6.22 percent in 1995.  The economy was suddenly reliant on international transactions, with trade jumping from thirty-eight percent of GDP in 1994 to fifty-eight percent in 1995.
  With a hefty aid package from the IMF and the United States, Mexico subsequently recovered and has since embraced a floating peso, but the impacts and relative ease with which the 1994 financial crisis could have been avoided should not be understated.

Following in Mexico’s footsteps, Argentina experienced a similar crisis from 1999-2002.  In this case, the fixed exchange rate was an active impediment to economic reforms that were required following many related vulnerabilities.  The specific currency regime in Argentina was a currency board, a monetary authority independent of the government that fixed the exchange rate to the US dollar.  This independence was intended to provide credibility to the fixed rate commitment, and preclude the government from monetizing the fiscal deficit.  

But the IMF’s summary report on the crisis questions the viability of the currency board given Argentina’s domestic characteristics.  Given its “size, lack of openness, export concentration, and labor market rigidities, the case for maintaining the pegged exchange rate regime beyond the macroeconomic stabilization phase is not compelling.”
 Nonetheless, the currency board may have been feasible if two conditions had been met.  First, fiscal debt dynamics had to be reigned in and stabilized by the political system.  Second, economic policies had to operate under a ‘money-dominant’ regime, in which price levels are fixed and the budget must adjust to monetary demands in order to maintain the government’s solvency.
  Unfortunately, neither condition was met.

This dilemma became unsustainable when Argentina entered into depression.  Several external shocks demanded monetary expansion, which was precluded by the currency board.
  Abandoning the currency board during this period was not a plausible policy alternative either, as the crisis was gaining momentum and a flexible exchange rate would have provided little relief on the debt burden.  Instead, authorities pursued aggressive fiscal reforms sponsored by the IMF, which (in their own words) “failed…to break the cycle of rising interest rates, falling growth, and fiscal underperformance.”

In the end, the crisis was devastating.  GDP from 1998-2002 fell by twenty percent, unemployment rose by twenty percent, annual inflation averaged forty percent, and the deficit rose to ten percent of GDP.
  To attribute these effects solely to the fixed rate regime would be terribly misleading, but it certainly was a driving force.  The currency board arrangement implied several fiscal demands that were never met by the government, and the stability and credibility that the regime provided only spurred further fiscal recklessness.  Had the government been more fiscally responsible the fixed rate regime could have worked, but Argentina is a prime example of the potential contradictions that can arise when monetary and political demands are at odds.

In conclusion, the record of fixed rate regimes for developing countries is largely negative.  There is no evidence to suggest that fixed rate regimes lead to economic growth.  Although fiscal discipline is theoretically implied, it is rarely met in practice.  And while low inflation and credibility are often enjoyed by developing countries, this advantage must be weighed against the numerous drawbacks of the regime.  Loss of monetary autonomy, an inability to absorb most shocks, and a subsequent tendency to be crisis-prone are factors that plague fixed rate regimes.  Given these factors, one would be inclined to take a hard look at the principal status quo alternative: the flexible exchange rate regime.  

Flexible Exchange Rate Regimes

A flexible exchange rate regime operates freely under the demands of the market.  That is to say, the exchange rate is determined by the supply and demand for foreign currency.  National monetary authorities do not intervene in this market, and are therefore not obliged to hold foreign currency reserves.  To be sure, there are many proposed advantages of this regime choice.  Flexible exchange rates reflect their price on the free-market, are an easier mechanism for balance of payments adjustment, provide policy autonomy, are effective shock absorbers, neutralize the effect of inflation on competitiveness, and boost economic growth.
  Again, these advantages will be questioned.  In addition, several drawbacks are examined.  Uncertainty and volatility, vulnerability to speculation, and less anti-inflationary discipline are the most prominent arguments.  Most importantly, flexible rate regimes are claimed by some to be unsuitable for developing countries.  The benefits and drawbacks of a flexible rate regime are now investigated.
First, the free-market view holds that exchange rates should be determined by supply and demand in the same way that goods and services are.  Government intervention is counterproductive – if a change in the exchange rate is permanent, intervention delays the inevitable.  If the change is temporary, intervention transfers the burden of uncertainty to someone else in the economy.
  Additionally, a freely floating exchange rate reflects and absorbs economic dynamics, which is much easier for a society than if those dynamics are reflected by changes in wage and price levels.  

This is a simplistic view of government intervention.  First, the argument relies on terms - permanent and temporary - that cannot be meaningfully distinguished in real-time.  It is the magnitude of the change that determines the legitimacy of interventionist policies, not the temporal nature of the change.  For example, a fixed rate regime using a target band can expand or contract the band in which the rate is fixed based on the magnitude of the real change.  The durability of the change in the real exchange rate, however, is dictated by supply and demand within that band, therefore making it relatively difficult to assess whether or not a given change is permanent or temporary.  The second argument is much more convincing.  The burden on society of changing wage and price levels is massive, and can create social unrest.  In this sense, a flexible exchange rate is a much easier method of reflecting economic developments.

The second advantage is that flexible exchange rates are a smoother mechanism for balance of payments adjustment.  Flexible rates move continuously and in relatively small doses to restore a balance of payments equilibrium, and therefore large deficits will seldom occur.  A subsequent bonus is the effect this has on international trade.  Countries that maintain a balance of payments equilibrium are less likely to impose tariffs and other trade impediments.
  From Friedman’s perspective, “if you reduce tariffs, movements in the exchange rate will automatically protect you against having any adverse balance-of-payments effects.”

However, a decade after many countries shifted to flexible exchange rates in the 1970s, Artus and Young indicate that the impact of flexible regimes on balancing payments and inducing lower trade barriers has been overstated.  First, they noted a resurgence of trade restrictions.
  Second, they determine that flexible rates help induce balance of payments only if three essential conditions are met – there is a supporting demand-management policy, changes in relative prices of foreign and domestic goods are sustained, and a shift in relative prices leads to a switch in domestic and foreign demand between foreign goods and domestic goods.
  They did not find one country that met all three conditions. 

Third, and very importantly, flexible exchange rates allow for monetary policy autonomy.  As mentioned above, monetary policy is a useful tool for governments.  The freedom to set the national interest rate lends full control of the money supply, and achieving an inflation level lower than the global average leads to a more efficient allocation of resources.

Here again, however, monetary autonomy is a double-edged sword.  Developing economies are particularly vulnerable to political instability, which can adversely affect investors’ confidence in monetary authorities to act according to national interests.  Even well meaning monetary experts should be wary - one could argue that managing policy in the context of a flexible exchange rate regime is more difficult for countries emerging from conflict or stuck in perpetual cycles of poverty.  In addition, a fixed rate regime is not the only way in which monetary autonomy can be surrendered.  IMF structural adjustment programs or individual donor countries’ aid conditionalities can demand specific policy reforms in exchange for the capital that recipient countries sorely need.  In general, monetary autonomy is a definite advantage, but it should not be treated as a sufficient reason to adopt a flexible exchange rate regime. 

If a country were especially prone to shocks however, a flexible exchange rate may be an attractive option.  Flexible regimes are more effective at absorbing shocks that are foreign and monetary, foreign and real, and domestic and real.  Thus, depending on a country’s expected vulnerabilities, a flexible exchange rate is likely to be the best shock absorber.  For example, a foreign monetary shock’s effects on foreign price levels are reflected in an exchange rate shift, shielding the economy from the disturbance and leaving domestic wage and price levels intact.
  

While flexible exchange rates may act as a shock absorber, some question the usefulness of this advantage.  Artis and Ehrmann argue that an exchange rates acts as a shock absorber only when the shock is asymmetric with respect to its trading partners.  In cases where shocks are symmetric, the exchange rate has little absorption value.  A corollary of this conclusion is their finding that shocks in a globalizing economy tend to be symmetric.
  Nonetheless, Edwards and Yeyati’s findings suggest that enough asymmetric shocks are occurring to cause a significant difference in shock-absorption potential for fixed and flexible regimes.  “While a 10% deterioration of the terms of trade translates into a real contraction of around 0.4% for the average country, this effect nearly doubles under a peg.”
  

The fifth proposed advantage of the flexible exchange rate regime is an ability to neutralize the effect of inflation on export competitiveness.  A rise in inflation will be met by a proportional currency depreciation, leaving export competitiveness unchanged.  This is a quite theoretical point, as the exchange rate’s neutralizing effects are only relevant when purchasing power parity (PPP) remains constant.  In practice, a change in the nominal exchange rate almost always translates into a change in the real exchange rate, affecting PPP and therefore export competitiveness.
 

Finally, as with fixed rate regimes, flexible rate regime proponents claim economic growth as an advantage.  The argument is that the independent benefits mentioned above come together to produce stable growth.  For example, control over the money supply can be harnessed to influence economic activity.

The impact that flexible regimes can have on economic growth might be more promising than the impact of fixed rate regimes, but it is difficult to determine whether or not flexible regimes induce growth, or merely limit it less than fixed regimes.  As mentioned above, since the Bretton Woods era non-industrial countries choosing a flexible exchange rate regime enjoy 0.4 percent more growth per year than fixed rate regimes.
  However, growth is still minimal overall, and the difference might be attributed to one of the perceived advantages of fixed rate regimes.  The ability to stabilize inflation makes fixed rate regimes especially attractive to post-crisis or post-conflict reconstruction periods, when growth is minimal.  Moreover, a different study of emerging markets from 1973-1998 fails to find a correlation between regime choice and economic growth.  They do, however, find a positive correlation between regime change and lower growth.
  This may not be surprising, but it does confirm the view that exchange rate regime choice should not be based on growth potential.  The evidence makes it difficult to conclude with any degree of certainty that flexible exchange rate regimes boost economic growth.

Although flexible rate regimes have some advantages, they also carry significant drawbacks.  First among these is uncertainty.  The volatility of a flexible exchange rate has been the subject of numerous studies.  Michael Frenkel provides a thorough literature review of studies dealing with exchange rate volatility.  

In most studies, exchange rate volatility is defined as an unwarranted change in the exchange rate based on what the macroeconomic fundamentals of the exchange regime model would imply.  Frankel points out that results based off this definition may only be as useful as the models being applied, and therefore much recent work cannot paint a clear picture on the matter.
  But regardless of the methodologies, comparisons show decidedly higher volatility among flexible regimes when compared to the pre-flexible rate era (1973 and earlier) or modern-day fixed rate regimes.
  And although studies concerned with the effects of volatility on trade flows and financial integration show inconsistent results, Frankel argues that in developing countries exchange rate volatility reflects economic instability, and therefore can negatively impact investment.  In addition, developing countries offer less hedging possibilities against short-term uncertainty for risk-averse firms, and thus may pose an impediment to investment through this channel.
  Even if hedging became more efficient in the developing world, it could not hedge against risk of long-term investment flow instability.

Second, flexible exchange rates are vulnerable to destabilizing speculation.  When buyers sell a currency when it is weak, and buy it when it is strong, they are simply bandwagoning, and not necessarily operating according to free-market fundamentals.  This type of behavior can happen in a flexible exchange rate regime, and Friedman argues that it results in loss-making operations.
  Although these speculative bubbles are unlikely to create long-run momentum, short-run instability diverts the exchange rate away from its market equilibrium, and with obvious implications for imports and exports.

Third, by eliminating a visible balance of payments deficit, flexible exchange rate regimes have less political will to resist money supply increases.  Especially in the developing world, where social investments are in constant demand, the political temptation to satisfy demand may override rational objections from monetary experts.  Should this be the case, flexible exchange rate regimes would impede anti-inflationary discipline.  As it is difficult to quantify political motivations when observing money supply increases, there is a lack of empirical evidence on this issue.

Finally, and most importantly, there is an argument that flexible exchange rates are inappropriate for developing countries, given several structural differences.  First, developing countries have underdeveloped financial markets, a necessary condition if the exchange rate is to be determined by market equilibrium.  It is said that an advanced financial system requires institutions that efficiently and competitively intermediate the demand for and supply of various financial assets on behalf of the residents of the system involved.
  But Black argues that in developing countries such sophistication is absent; forward exchange facilities are lacking, as are markets for common stocks, securities, and bills.  Banks offer few financial instruments, and are patroned by an insufficient percentage of the population to ensure that market forces persist domestically.
  The development of sound financial institutions is important, but often takes a back seat to other government expenditures, such as health, education, and security. 

In addition, effective financial markets often require few restrictions on account transactions and yields from financial instruments.  Moosa finds a positive relationship between low levels of institutional development and high levels of financial restrictions and government intervention.
  This implies that countries seeking to use a flexible exchange rate need to simultaneously develop adequate financial institutions and release their grip on financial controls, tough demands for developing countries.

Reinhart explains why developing countries might also be prone to a ‘fear of floating.’  That is, in theory they claim to have a flexible exchange rate regime, but in practice their policies involve considerably more controls than such a regime would imply.  First, if macroeconomic conditions are favorable (capital inflows, positive terms of trade, etc.), emerging markets are unwilling to let the exchange rate appreciate, for fear of lost export competitiveness and diversification.
  When macroeconomic conditions are unfavorable, countries are unwilling to allow large depreciations, since government and private sector debt in the developing world are typically denominated in foreign currencies, which make devaluations more likely to result in recessions than export booms.
  And if developing countries were less capable of handling inflation and credibility problems, they would be further induced to resist a depreciation.  These factors lead Reinhart to conclude that “promises and statements by countries to move in the direction of a floating exchange rate may be devoid of real consequences.”

Moosa lists other reasons why a flexible rate regime might be unfavorable to a particular developing country.  First, currency substitution (demand for foreign currency) might undermine the domestic currency.  This makes small, open economies especially vulnerable.
  Second, if exchange rate pass-through (the impact of exchange rate fluctuations on prices) is high, countries might be averse to constant fluctuations in price levels.
 Third, free-moving exchange rates can postpone necessary structural adjustments and monetary reforms.
  Finally, competitive depreciation might take place between countries desperate to win a trade advantage over their neighbors.
 

In conclusion, flexible rate regimes do not offer developing countries much more hope than fixed rate regimes.  There is little evidence to suggest that flexible regimes are conducive to balance of payments adjustments.  Monetary autonomy is a benefit but can turn into a bane, especially if political actors deviate from the national interest or are pressured by public demands.  The ability to absorb shocks may be an overstated trait, and in any case is only defined in relation to a fixed regime.  Studies examining the flexible rate regime’s relationship with economic growth are inconclusive.  Exchange rate volatility has negative impacts on investment, investor speculation can be destabilizing, and structural characteristics of developing countries make it difficult to develop the institutional sophistication required for an effective flexible rate regime.  It would seem, then, that a flexible exchange rate is an ill-advised policy for developing countries.  
Conclusions
As was mentioned in the first paragraph of this section, the difference between fixed and flexible exchange rate regimes is not so clear-cut.  Each individual country employs its own combination of monetary tools and policies to create a regime best suited to its economy.  But at some level of analysis, if countries seek to work within the international multi-currency framework, they must decide between two relatively unattractive options.

The trend with regards to this choice has been increasingly polarized.  Fischer’s study of regime choice shows a marked move towards bipolarity from 1991-1999.  In 1991, sixty-four percent of emerging economies’ exchange rate regimes was of an intermediate form.  In 1999, that number fell to forty-two percent, with the flexible regime end of the spectrum responsible for the bulk of the increase.
  But why has the multicurrency financial system moved away from intermediate regime types?  Wouldn’t local differences press for more adaptive regime characteristics?  Fischer notes that although some believe the shift has been caused by the IMF and the US Treasury, the real reason is that intermediate (soft peg) regimes are unsustainable in the long run due to an ‘impossible trinity’ of a fixed exchange rate, capital mobility, and monetary policy dedicated to domestic needs.
  The significance of this finding for the single global currency is that an analysis of the status quo, multicurrency framework can be increasingly focused on the bipolar options of a freely-floating, flexible exchange rate on one hand, and a hard-peg, fixed exchange rate on the other.  Therefore, although countries may employ intermediate-leaning tools that blur the distinction of exchange rate regime choices, they will most likely continue to be characterized by the advantages and disadvantages laid out in this section.

Analyzing these trade-offs, several trends become clear.  First, one cannot argue that either regime type creates economic growth.  Although proponents believe certain characteristics make it more likely that economic growth will occur with one regime as opposed to the other, this relative comparison lends no credibility to the view that currency regimes may boost growth in absolute terms.  In fact, there is no evidence to contradict the notion that these regimes are instead inhibiting economic growth.  

Along these lines, the second trend is that many proposed advantages and disadvantages of fixed and flexible regimes have insufficient evidence to affirm or contradict their proponents.  The effect regime choice has on fiscal discipline and political demands is a particularly quiet subject.  And under constant dispute are correlations between regime choice and trade, investment, and stability.

Third, the overwhelming impression is that while each regime choice offers clear advantages, it poses more disadvantages.  In a fixed rate regime, countries enjoy low inflation, but suffer from imported monetary policy, economic shocks, and a propensity to be crisis-prone.  In a flexible rate regime, countries enjoy an exchange rate that reflects their free-market price, can absorb economic shocks, and utilizes domestic policy needs, but suffer from exchange rate volatility, inflationary pressures, and structural demands for underdeveloped economies.  This trade-off game creates a bounty of academic fodder for economists to analyze and weigh the merits of, but is decidedly more imposing for government policymakers who must choose the lesser of two evils.

One can describe this dilemma as analogous to a game show, in which the contestant can take what is shown to him behind curtain one, or take a risk with what is not shown to him behind curtain two.  Behind curtain one, you get a fixed exchange rate!  In the post-Bretton Woods era, most countries were satisfied with taking this option.  Developing countries enjoyed the idea of controlling inflation and trusting their monetary policy to economic behemoths in the developed world.  But in the 1970s, that conventional wisdom started to crumble, and countries hoped for something better, so… Behind curtain two, you get a flexible exchange rate!  The flexible exchange rate has since been widely used, but it has certainly not been the exchange rate regime to end all exchange rate regimes.  The question is, should countries now be satisfied with these two options, take the lesser of two evils, and never look back?  Or should they take a chance with whatever lies behind curtain three?  Luckily for developing countries, they need not take a blind risk if they choose curtain three; with sufficient research, we can give the world a proper suggestion of what curtain three might look like, and let them make a more informed choice.  

In the next section, I lay out the groundwork for a single global currency by analyzing the utility of monetary unions.  Compared to fixed and flexible exchange rate regimes, the monetary union might seem an attractive choice, particularly for developing countries struggling with stability, credibility, and economies-of-scale problems.  I then move on to the prospects of the single global currency itself.  If nothing else, Part I has shown that the current multicurrency framework has many structural and systemic pitfalls, and although it is the status quo, there is no reason to believe that developing countries are better off choosing between a fixed or flexible exchange rate regime when there are other options available to them.  In Part II, these options are explored.
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As Morrison Bonpasse writes, if the single global currency idea’s conception can be attributed to one person, that person would be John Stuart Mill.�  In 1848, he wrote: 





“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 inconvenience and that of their neighbours, a peculiar currency of their own.”





Remarkably, these comments were not made at a time when any sort of national integration seemed close at hand, and globalization had not yet fostered an informational revolution that connected financial markets all over the world.   Rather, Mill wrote from a pragmatic desire to improve upon the nonsensical system he witnessed at the time, seeking simply to eliminate information and transactions costs.�





Since 1848, the modern day debate on currency regimes has been greatly influenced by Nobel Prize winner Robert A. Mundell.  In 1961, he published his Theory of Optimum Currency Areas (OCA Theory), which has since been used as a guideline by academics and policymakers for determining the suitability of a region to a common currency.  The paper was significant because it placed doubt upon the commonly held assumption that ‘the nation’ is the optimum currency area.  Instead, Mundell insisted that the optimum currency area is ‘the region,’� which must hold all three of the following in common: the mobility of labor and capital, the extent of trade, and the congruence of economic cycles.�  Viewed from this lens, it would be fair to say that many, if not most, national currencies today do not reflect proper OCA Theory.





Despite the current financial system’s domination by national currencies, however, OCA Theory continues to exert significant influence on the currency regime debate, and offers an ample starting point from which to assess the single global currency.  In Part I the paper observed the effects of national currencies that largely reflected national sovereignty instead of OCA Theory.  In Part II the paper will continue to move towards discussion of a single global currency, but first the middle ground must be assessed: an evaluation of monetary unions in the developing world.





Monetary unions reflect a markedly less severe departure from national currencies than a single global currency.  They are easier to implement logistically, politically, and socially, and still form a currency regime that competes with other currencies.  Thus it would make sense that while there are several monetary unions in existence today, there is hardly any mention of a global monetary union.  Nevertheless, economically speaking monetary unions provide an empirical preview of what a single global currency has to offer, and the costs involved.     





Following this analysis, the benefits and costs of a single global currency are weighed against each other.  Because he is the strongest advocate of the idea, I consider the twenty benefits proposed by Morrison Bonpasse to be an exhaustive collection, and I focus on these.  The benefits will be scrutinized according to developing country perspectives, and assessed in turn.  Because the strongest counter-advocate of a single global currency is difficult to pinpoint, a collection of costs associated with the idea will be ascertained from the available literature, and analyzed accordingly.  From the discussion, it is concluded that a single global currency will be a tremendous benefit for most developing countries, and is recommended for adoption.





Finally, if the single global currency is to succeed for the developing world, an equitable and efficient system must be created to carry it out.  To this end, several conditions will be necessary for the inclusion of the world’s poor into such a system, and the paper will address some of these issues.  I conclude with my own thoughts on the single global currency and the international monetary system.

















Monetary Unions in the Developing World





Since the relatively successful adoption of a single currency in the Eurozone in 2002, monetary integration has received renewed attention from developing countries and their neighbors.  Already in existence are the CFA franc zones in West and Central Africa, the CFP frank zone in the French Pacific, and the East Caribbean Dollar.�  Unions are currently being planned by the Gulf Cooperation Council; East African Community; West African Monetary Zone; Caribbean Single Market; Russia and Belarus; Southern African Development Community; Union of South American Nations; Common Market for Eastern and Southern Africa; and African Economic Community.�  This list does not include de facto monetary unions (i.e. dollarized nations), nor proposed monetary unions.  Clearly, the developing world has some interest in monetary integration.





There are several reasons why monetary unions are an attractive regime choice, particularly for developing nations.  In this section, I explore the costs and benefits of monetary unions, and look at the record of the CFA franc zone, the most established monetary union in the developing world.  





According to Edmunds and Marthinsen, monetary unification offers eleven advantages: 1) the elimination of foreign exchange uncertainty; 2) the abolition of competitive devaluations; 3) greater specialization in trade and finance; 4) economies of scale; 5) increased competition; 6) rationalization; 7) reduced transactions costs; 8) reduced borrowing costs; 9) deeper and broader equity, debt, money, and derivative markets; 10) enhanced monetary policy credibility; and 11) more predictable purchasing power of income and investment returns within the monetary union.�  In addition, the success of a monetary union depends on six economic factors: 1) number of participating nations; 2) distance between member nations; 3) level of pre-union protectionism; 4) extent to which member nations’ exports are competitive with each other; 5) level of pre-union trade among the member nations; and 6) level of post-union protectionism relative to nonmember nations.�  They write, “The ideal combination is for a monetary union to be formed among a large number of nations that are in close geographic proximity and conduct a majority of foreign trade with each other in internationally competitive industries.”�  If countries meet these criteria, it would make sense to integrate.  If they meet none, they can maintain the status quo, and if they meet some criteria, countries must carefully weigh the benefits and costs before making the jump.





 Paul de Grawe identifies six major costs of monetary unification.  First, positive or negative shifts in demand create adjustment problems that are difficult to solve with other instruments.�  Second, country preferences differ with respect to inflation and unemployment levels.�  Third, differences in labor market institutions can lead to divergent wage and price developments, even if countries face the same disturbances.�  Fourth, differences in legal systems impose different effects from the same market developments.  For example, the way the same interest rate increase is transmitted into consumption and investment spending will differ among countries with dissimilar legal protections for national banks.�  Fifth, growth rates within the union are different.  If GDP growth leads to a trade imbalance between countries, the fast-growing country will be forced to follow deflationary policies if it wants to increase the competitiveness of its exports, as a currency devaluation will be impossible.�  Finally, a monetary union constrains the way in which countries finance their budget deficits by imposing a single combination of debt and monetary financing of the budget deficit.�  In sum, a monetary union can be seen as costly when countries within the union have divergent policies and economic experiences.  This conforms to the general view provided by de Grawe, which states that monetary unions will be more successful as the member nations become more similar.





More than likely, the criteria for a monetary union will not be unanimously met when a union is being considered.  As mentioned, in this case the benefits and costs of monetary unification must be weighed against one another.  Edmunds and Marthinsen make an analogy between the cost-benefit analyses of monetary unions and marriage: “many of the costs and benefits are not quantifiable and are largely unknown until the relationship develops.”�  However, as with choosing between fixed and flexible exchange rate regimes, countries can determine the suitability of monetary unification based on domestic characteristics.  For example, countries with substantial currency risk and fear of crises (such as Zimbabwe, or post-crisis Argentina) might look favorably upon the trade-off between stability and policy-sharing.  On the other hand, an isolated country without major trading neighbors and a stable currency is likely to reject a monetary union unless the proposed policy convergence reflects their pre-union policies.





Having identified the major costs and benefits of a monetary union, some empirical effects can be identified.  First, Frankel and Rose claim a positive effect of monetary unification on trade, and therefore on growth.  Because unions eliminate exchange rate risk and transactions costs, they facilitate exports and imports.  Their bilateral trade study of 41,678 observations found that bilateral trade among countries with identical currencies tripled in magnitude.�  They subsequently point out the finding that Canadian provinces are twelve to twenty times more likely to trade with themselves than with US states, showing that a common currency’s explanatory power for this development is “as good a candidate as any other.”�  Importantly, there is no evidence to suggest that increased trade within currency areas replaces trade with nonmember states.  And in a meta-analysis of nineteen studies exploring the relationship between monetary unions and trade, Rose concludes that “the literature shows substantial evidence that currency union has a positive effect on trade.”�





Following from the finding that monetary unions increase trade, Frankel and Rose find a positive relationship between increased trade and growth.  Rather than attributing growth to macroeconomic variables of a union (such as central bank credibility), their results indicate that increased trade is the factor leading to increased long-term growth, as long as the union fits the unification criteria.  For example, Poland adopting the euro should increase income by twenty percent, while adopting the dollar would have much less benefit.�  Edmund and Marthinsen also identify substantial spillover effects of monetary unification that lead to increased wealth.  A monetary forum for countries to freely interact and do business will have the immediate impact of increasing prices on securitized financial assets.  Subsequently, the prices of unsecuritized income-producing properties (e.g. real estate) will rise, leading to GDP growth and employment creation.�





The effects of monetary integration are not all positive, however.  Neumeyer points out that unification requires a trade-off between reducing currency risk and reducing total economic assets.  Ultimately, an important factor for the welfare of a nation engaged in monetary union is the severed link between policy and politics.  Cutting off this relationship is often beneficial for unstable, corrupt, or war-prone countries in the developing world.  However, Neumeyer stresses that politics can sometimes complement monetary policy to increase well-being, and that severing the politics-policy link may result in socially undesirable allocations of resources.�





Other empirical effects of monetary unions are hard to come by.  As mentioned above, there are far more unions in the planning phase than there are presently established.  Many studies incorrectly lump monetary unions into the ‘fixed rate regime’ end of the spectrum when attempting to find correlations – a sometimes misleading generalization.  Although many studies explore the effects of the European Monetary Union, these might not be relevant for developing countries outside the region.  However, one revealing case study for this paper is the CFA franc zone. 





The CFA franc zone is a monetary agreement between France and its former colonies in West and Central Africa, which pegs the CFA franc to the euro.  It has lasted through decolonization, France’s entry into the EMU, African nationalist movements, and the increasing marginalization of Africa in world affairs.�  Its sustainability and relative credibility in the face of these obstacles provides compelling evidence of the utility of monetary unification in Sub-Saharan Africa, and therefore the developing world.  Technically, the CFA franc zone comprises two separate unions, the Central African Economic and Monetary Community (CAEMC) and the West African Economic and Monetary Union (WAEMU), but both peg their franc to the euro, and therefore benefit and are constrained in similar ways.





By pegging to the euro, the zones lose considerable policy autonomy, as discussed in Part I.  They both have central banks, but for the most part do not operate across borders and have not established a regional money market.�  This reflects the reality that both WAEMU and CAEMC are not, in fact, perfectly integrated monetary zones.  Nonetheless, they are significantly integrated due to two types of commitments – constitutional and administrative.  The constitutional obligations are designed to achieve complete integration by assuring guaranteed convertibility between the CFA franc and the euro, and the fixed exchange rate.�  Administrative structures are designed to harmonize monetary policy of member states with the French guarantees, thereby preventing domestic free-riding.�  All of these measures are thus intended to bind national interests together to achieve maximum economic performance for both franc zones.





Two important lessons can be derived from the CFA franc – its sustainability and economic performance.  First, the zones have shown remarkable sustainability in the face of heavy challenges to their existence.  Stasavage offers a thorough analysis of the obstacles the CFA franc has faced throughout its history, and the explanations for its persistence.  First, the political role of economic ideas has been heavily influenced by policy experts in African countries as well as in France.  These actors have sought a ‘francophone alternative’ to commonly-held Anglophone economic principles, so they prefer deflationary adjustments to devaluation, which may explain the endurance of the CFA franc despite the difficulties of adjustment.�  Second, the power of national interests and subsequent political benefits of integration are perceived to outweigh any economic costs.  France may enjoy the prestige of leading a monetary union, and African member states may depend on French influence to balance against external threats, such as Nigeria.�  Finally, societal interest groups such as exporters and investors have benefited from a stable currency and actively seek its maintenance by lobbying the government to preserve the union, and maintain popular support for the franc zone.�  These factors are proposed as explanatory variables for maintaining the CFA franc in spite of economic challenges and the financial record of the union.





The CFA franc zones’ economic performance is a crucial lesson for monetary unification in the developing world.  The economic effects on growth and exchange rate stability are important, as well as the effects on income inequality and poverty.  Masson and Pattillo argue that the monetary unions initially suggested a positive stimulus to growth for both WAEMU and CAEMC.�  France’s convertibility guarantee has also lessened the impact of negative shocks by reducing the risk of capital flight.  However, these developments had little bearing on the CFA franc’s underperformance from 1986-1993, when its overvaluation led to economic stagnation and adjustment was an institutionally difficult task.�  This led to the CFA’s only devaluation in 1994, when its worth was halved in relation to the French franc.  Nonetheless, they point to the zones’ unambiguously better price performance and lower inflation compared to the rest of Sub-Saharan Africa.�  





Another economic indicator is income inequality.  Unfortunately, studies done by Masson and Pattillo, and Bleaney and Nishiyama show no evidence that monetary unification led to either cross-country per capita income convergence on the one hand,� or greater domestic income equality on the other hand.�  Monetary unions had little explanatory power for any correlation with poverty.  However, the IMF’s International Financial Statistics show the CFA franc zone as one of the most stable currencies in Africa.  The data shows the worth of currencies relative to the US dollar for forty-seven Sub-Saharan countries in the periods 1990-1980, 2000-1990, and 2000-1980.  Even when the 1994 devaluation is accounted for, WAEMU and CAEMC member countries accounted for thirteen of the sixteen lowest currency/dollar ratios, with the CFA franc’s ratio holding steady at 3.4 over the twenty year period.�  As Myron Frankman writes, “the shock effects of large devaluations tend to have significant economy-wide effects, including declines in a country’s gross output.”�  





What then can we take from the CFA franc zone as a monetary union for the developing world?  First, complete financial integration is difficult, and a certain dependence on a major currency might still be deemed necessary.  Second, political considerations might keep the union alive even when the economic costs should be given more attention.  Third, the zones offer better price stability, lower inflation, and greater currency predictability, but are not cure-alls for the macro-level problems of economic growth and income inequality.  It is difficult to make a gross generalization on the overall utility of monetary unification for WAEMU and CAEMC, but one can clearly see that there are, as always, some benefits and some costs, and the desirability of the regime can only be determined by an approximation of the trade-offs.  If the CFA franc monetary unions are any indication, monetary unions in the developing world show some the promises of monetary integration, but still suffer from significant structural weaknesses.
















































































The Single Global Currency: Benefits Considered





While regional monetary unification seems a natural first step and a precursor to a single global currency, the strongest advocates deny regional unions as a necessary precondition.  As was shown above, monetary unions still suffer from significant structural weaknesses - especially in the developing world - and should not be considered as the normative end-goal of monetary policy.  Myron Frankman offers the best summary of this view: 





“The urgency of world poverty, the destruction of resources often related to the need of countries to pay their own way, and the intolerable injustices of the mix of global apartheid and of the migratory pull of differentials in life chances between rich and poor countries require more than taking the next sequential baby step in institution building, but rather pursuing a bold vision.”�





It is with this attitude in mind that I now explore the proposed benefits of a single global currency through the lens of the developing poor. As mentioned in the introduction to this section, Morrison Bonpasse’s list of twenty advantages is so far the most comprehensive and exhaustive collection available.  The list includes benefits of an economic, social, and political nature, whose ramifications for the developing world may not be evident at first glance. This section will now attempt to offer an objective analysis of this perspective.





1. Eliminate the Costs of Foreign Exchange Transactions





By using a single global currency, exchange transactions costs – estimated conservatively at $400 billion a year – will be reduced to zero.  These savings do not include the long-run savings that will accompany the elimination of exchange transaction infrastructural costs incurred by banks, corporations, and international organizations.  Also to be considered are the legal costs and time requirements incurred when negotiating hedging contracts and denominating a currency for payment, which are largely unquantifiable.�  Importantly, the $400 billion Bonpasse savings estimate is based on a $2.5 trillion daily transactions total from 2005.  However, the Bank for International Settlements December 2007 report indicated that foreign exchange trading now totals $3.2 trillion daily.�  At the conservative cost estimate of .062 percent per transaction, annual costs (and therefore savings) now total closer to $516 billion.�





However, the significance of this advantage must be reduced if one is not a major player in the foreign exchange transactions business.  As most foreign exchange transactions occur in the developed markets of the north, developing countries will fall into the category in which transactions savings are less pronounced.  Excluding Russia, Korea, Hong Kong, and Singapore, developing countries account for only 4.2 percent of daily exchange trading by geographic region.�  However, this is a significant increase from the 1998 total share of 3.6.�  Additionally, the share of total foreign exchange trading by currency has increased substantially for the developing world: emerging market currencies comprised twenty percent of total foreign exchange trading in 2007, up from seventeen percent in 2001.�  This puts annual transactions costs for the developing world at over $100 billion.�  Clearly, as developing countries’ share of foreign exchange trading increases, their transactions costs increase, and therefore the savings from abolishing these costs by adopting a single global currency become more pronounced.  It should go without saying that any eliminated costs for developing countries are sorely needed, but when considering the pros and cons of adopting a single global currency, an annual $100 billion savings from transactions costs alone is an increasingly hard factor to ignore.





2. Increase the Value of the Developing World’s Assets by $34 Trillion, and Trigger Additional $7.5 Trillion GDP Activity





Bonpasse proposes this advantage by virtue of the elimination of worldwide currency risk.  Edmunds and Marthinsen begin their discussion of currency risk by describing it as a “silent assassin that slashes trillions of dollars off the world’s total financial wealth.”�  Currency risk can be defined as the political, social, and economic risks that reduce a country’s rate of return, or yield.  By reducing currency risk through elimination of national currencies, countries will enjoy an increase in asset values that is inversely proportional to the previous level of currency risk.� 





Bonpasse derives his $36 trillion estimate by using the IMF’s 2004 total world assets estimate of $144 trillion, which was roughly 3.5 times world GDP.  By noting that eliminating currency risk (that largely emanates from the developing world) would bring that ratio closer to the ratio of developed countries that enjoy relatively little currency risk (approximately 4 to 1), the increase of the ratio would produce a $36 trillion increase in world assets using a 2006 GDP estimate of $45 trillion.�  





Using the 2006 IMF statistics, it is easy to see the tremendous benefit developing countries would receive if indeed currency risk is the major factor contributing to the low asset value-GDP ratio.  Indeed, it appears that most of the one-time increase in world assets would accrue in the developing world.  Averaging asset value-GDP ratios for the US, Japan, and the EU results in a ratio approximately equal to 4.73.�  Rounding down conservatively to 4.5 and applying this ratio to the aggregate developing world GDP of $14 trillion in 2006, asset values would total $63 trillion, a $34 trillion increase from the actual total of $29 trillion.  This represents a 217 percent one-time increase in asset values for the developing world alone!  The Middle East, which has the lowest asset value-GDP ratio of any region in the world, would see a one-time increase of almost 360 percent.





In addition, Bonpasse notes the reciprocal relationship in which an increase in value of the world’s total assets would trigger additional GDP activity.�  Using the above ratio inversely, a $34 trillion increase in developing world assets would result in a GDP increase of $7.5 trillion.  Thus, assuming an annual rate of growth of three percent, the total GDP growth of the developing world one year after implementation of a single global currency would result in a $225 billion increase that would be solely credited to the one-time boost from eliminating currency risk.  With another three percent increase the following year, the boost would account for an additional $232 billion increase in GDP activity, and so on and so forth.  





Therefore, if the Edmunds-Marthinsen hypothesis holds, in which eliminating currency risk will result in an increase of total assets that is inversely proportional to the level of previous currency risk, the developing world will observe the following gains, according to my calculations.  First, total assets will increase by approximately $34 trillion after adoption of the single global currency.  Accordingly, GDP activity will immediately increase another $7.5 trillion, and this one-time increase in GDP activity would result in annual compound growth initially set at $225 billion.  If correct, no analysis can do justice to the benefit and significance of this phenomenon for the developing poor.





3.  Eliminate the Need to Maintain Foreign Exchange Reserves





Foreign exchange reserves are held by developing countries for three principal reasons: to defend the exchange rate from adjustment, to thwart a potential currency crisis from abroad, and to protect the currency against speculators.�  With a single global currency, all three hardships are eliminated, and there would no longer be a need for developing countries to hold foreign exchange reserves.





Dani Rodrik explains the significance of this prospect.  Because developing countries seek to hold an amount of foreign exchange reserves sufficient to stave off financial crises, they end up with excess reserve holdings.  This would help explain the dramatic rise of foreign exchange reserves held by developing countries in the last thirty years – from seven percent of GDP in the 1970s and 1980s, to thirty percent in 2004.�  Obviously, excess reserves incur their own costs: Rodrik estimates that the cost of excess reserves now stands at close to one percent of GDP for developing countries.�  This may seem insignificant at first glance, but one percent of GDP is a “multiple of the budgetary cost of even the most aggressive anti-poverty programs implemented in developing countries.”�





If a single global currency were implemented, of utmost importance to developing countries would be the future role of their current reserve holdings.  As mentioned, if developing country reserves stand at thirty percent of GDP, the manner in which those holdings are denominated will be a central policy issue.  Bonpasse suggests a role for gold, which may indeed be a stable measure during the transitional reserve-holding drawdown period.   Because the value of currency is pegged to the gold standard – a tangible commodity – its use does not require a central bank,� and could therefore be an effective stabilizing instrument while developing countries reduce their foreign exchange reserves during the transition into a single global currency.





4. Eliminate the Risks of Excessive Capital Flows Among Currencies and Countries





It has been noted that irregular, sizable, and volatile capital flows can cause severe strain on an economy.  Capital flight in particular leads to a disappearance of wealth, as has been mentioned above.  Thus, many developing countries have developed capital controls to mitigate these dangers.  However, Frankman writes that “the magnitude of financial flows occasionally dwarfs the capabilities of national central banks, even acting in concert with others, to mitigate effects.”�  The disturbances caused by capital flows should not be understated, but under a multicurrency framework, there are few solutions to the problem.  





One prominent idea proposed by Nobel Prize winner James Tobin is to impose a currency transactions tax that would “throw sand in the wheels” of over-efficient financial systems.�  This might indeed halt the free-flowing nature of capital movements, as well as generating some income that could be used to provide relief to countries in monetary crises.  Tobin writes, “let us seek an internationally agreed, symmetrical, and neutral way to slow down international financial flows.”�  But why not eliminate their risks all together?  With a single global currency, the risk of excessive capital flows is no longer subject to currency speculation.  Therefore, “global capital movement per se should be no more troublesome than is capital movement today within national economies.”�





5.  Reduce the Cost of Operating an Entirely Separate Monetary System





Collective sponsorship of financial institutions under monetary unions is significantly less expensive than administering the same institutions in each country.  By the same token, collective sponsorship of one monetary institution world-wide should be less expensive to administer than the sum of all national monetary systems.  If financing a single global monetary system was analogous to the financing of the United Nations, this would seem particularly ideal for developing countries.  The level of funding each member country must give to the UN budget is determined proportionally as a function of GNI, adjusted for external debt and low per capita income.  Of note for least developed countries is the ‘ceiling’ rate of contribution, in which heavily indebted poor countries are obligated to contribute no more than 0.01% of the UN budget.�  It would seem just as morally sound then, if a similar pay scale were implemented for the single global currency.  As a consequence, domestic expenditures on monetary institutions would drop dramatically, and be diverted to more pertinent areas.





6. Eliminate the Balance of Payments/Current Account Problem for Every Country





The fundamental problem with a current account imbalance is that the imbalance will lead to a devaluation, and possibly even a currency crisis.  However, under a single global currency, a current account imbalance will lead either to some reduced wealth for net importers, or to increased wealth for net exporters, but never a devaluation of the currency.  Macroeconomic theory states that balance of payments imbalances will be corrected one way or the other over time, and it can therefore be argued that such corrections are more favorably carried out through an adjustment of exports and imports than by fronting the cash through monetary channels.





However, even though Bonpasse acknowledges that the quality of trade (e.g. raw materials exported for high technology imports) can still raise concerns,� he still understates the problem for developing countries.  He writes, “a trade deficit is not a serious problem unless there is foreign exchange involved.”�  Perhaps, but if we make a distinction between monetary balance of payments and physical balance of payments (raw materials), then it is easy to see how a developing country rich in natural resources can create a large current account imbalance if its cheap raw materials exports are sent to an industrialized economy to be refined and sold back to the country of origin as an expensive, value-added product.  To correct the imbalance, the developing country will reduce its imports, accumulate debt, or engage in increasingly unsustainable extortion practices to increase exports.  The problem is that many countries will choose the latter route, ravaging their natural resources for short-term balance of payments gains.  Until financial markets recognize that nonrenewable resources are being undervalued, developing countries will continue to engage in environmentally unsound extortion policies, funded by developed country consumers.  So although a single global currency will eliminate devaluations caused by current account imbalances, those imbalances will continue to exert pressure on developing countries to make a choice between development and environmental preservation.  Therefore, the current account problem will be eliminated if viewed from a monetary perspective, but not from an ecological perspective.  





7.  Separate the Value of Money from the Value of a Particular Country





The logic here is somewhat similar to the credibility argument of fixed exchange rate regimes.  In many developing countries, the government and central bank have very little credibility or legitimacy, and any subsequent lack of confidence in these institutions and the authority figures that run them can be reflected in the value of the national currency.  As mentioned, this prompts some governments to commit to independent currency boards, or to fix the exchange rate with a more credible currency.  





However, as long as national currencies exist, their value will continue to be at least somewhat affected by the relative confidence financial markets have in domestic variables.  This is most pronounced in the developing world.  The Political Risk Services Group creates an index that measures political risk based on twelve variables, including government stability, investment, conflict, corruption, democratic accountability, and the quality of the bureaucracy.�  Unsurprisingly, of the eleven countries that showed ‘very high risk’ in July 2007�, all were developing countries, and only one did not employ its own national currency.  The implication of causality should not be taken both ways – it would be a stretch to argue that national currencies are the main factor causing political risk, but political risk does have a tangible effect on the value attached to national currencies.  On the other hand, a single global currency will help separate the monetary dimension from problems afflicting political and social dimensions, insulating the currency from domestic variables.  





8.  Eliminate National Currency Crises for Member Countries of the Global Monetary Union





The elimination of national currency crises is one of the more attractive benefits of a single global currency for the developing world.  A currency crisis occurs when confidence in a currency declines and divestment gains enough momentum to cause a collapse in the value of the currency.  However, the wealth does not disappear, it is simply reinvested in some other currency perceived to be more stable.  This paper has already chronicled the possible causes and devastating effects of currency crises.  Suffice it to say that while any currency is vulnerable to a speculative attack, it is once again the developing world that is most severely afflicted.  And demographically speaking, the poor and even middle class of any society have not the means to move their wealth and investments from one currency to another.  





Employing a single global currency, however, would eliminate the alternative currency to which capital could flee to.  Without currency risk, capital investments would be encouraged to remain at home, contributing to the domestic development of an economy.�  However, one assumption Bonpasse makes with this point is that a single global currency will be implemented without any of the largest currencies remaining in circulation.  He notes that ninety-seven percent of securities sold in international markets are denominated in only five currencies.�  Realistically, one should expect that at first, some currencies would opt not to join the global union.  If at least one of these hold a large enough percentage of securities, then a currency crisis for the single global currency remains a possibility.  One can envision a hypothetical Cold War-like competition between the single global currency and another powerful currency, in which developing nations are forced to choose and ally with one system or the other.  It is my humble prediction that should a bipolar monetary world come into existence, neither currency would succumb quietly to the other, keeping open the possibility of a major crisis.  Nonetheless, in theory a single global currency would eliminate national currency crises, a tremendous prospect for developing countries.





9.  Eliminate the Possibility of Currency Exchange Rate Manipulation and Intervention by Countries





When countries purchase massive amounts of foreign exchange using their own domestic currency, they can effectively keep their currency at an undervalued level, retaining an unfair competitive advantage.  This is known as exchange rate manipulation, and is outlawed by Article IV of the IMF Agreement.�  Ernest H. Preeg writes that this is significantly different from the opposite policy of overvaluing one’s currency, since undervaluation has not been shown to be unsustainable.�  Therefore, to the extent that manipulation can lead to a larger trade deficit (and therefore less jobs and output) for the country whose currency has been used to affect the undervaluation, a single global currency’s ability to eliminate exchange rate manipulation is a benefit.  





However, exchange rate manipulation is a problem reserved for powerful economies: those large enough to commit the manipulation by purchasing massive amounts of foreign exchange, or large enough that their currency is sought after to create the devaluation.  Certainly the tensions created by exchange rate manipulation do not uphold the principles of global harmony and financial integration, but few developing countries are affected by currency undervaluations.  The largest benefit a single global currency would provide to developing countries in terms of eliminating currency intervention would be to remove the temptation to overvalue one’s currency, which has caused tremendous hardship in the past, and which this paper has extensively chronicled.





10.  Eliminate the Fluctuations of Currency Values





Eliminating currencies would logically eliminate the volatility of their fluctuations.  Without exchange rate volatility, the developing world would be significantly better off.  It has been shown in Part I that studies analyzing the effect of exchange rate volatility on trade, growth, and investment report mixed results, but it is generally accepted that volatility creates uncertainty, and uncertainty creates risk.  If investors seek to minimize risk, then eliminating currency fluctuations would seem a logical choice.





Martha Starr argues that exchange rate volatility poses more severe problems for the developing world.  First, volatility appears higher in developing countries than developed countries.� Second, because most loans are denominated in dollars or euros, fluctuations in domestic exchange rates can shift the burden of external debt relative to domestic output.�  Thus, the crushing burden of debt placed upon developing nations is exacerbated by volatile exchange rates.  A single global currency would eliminate that volatility, and ensure that all loans – and therefore all debt – are lent, borrowed, paid back, and denominated in a single currency.





11.  Eliminate Currency Speculation





Having been proposed to reduce excessive financial flows, the Tobin Tax was also advanced to reduce currency speculation.  Speculation involves the buying and selling of currencies based on subjective interpretations of future price changes.  Decisions are usually made on an analysis of economic fundamentals or government policies, and give currencies their market price.  





However, Danny Cassimon points out that the elimination of currency speculation is morally justifiable – and may be a duty - due to three economic phenomena.  First, speculators often engage in ‘noise-trading,’ acting on price dynamics instead of economic fundamentals, which misrepresents the actual value of the currency.�  Second, theories on speculative runs indicate that speculative attacks take off in advance of what the underlying fundamentals would dictate, preventing countries from adopting reactionary policies.�  Finally, currency speculation is not a zero-sum game.  Although one would expect the winner’s gains to off-set the loser’s losses, in reality loss from speculation has significantly more social impact than the gain.  The East-Asian currency crisis led to increases in unemployment, poverty levels, prices, and violence, and decreases in wage levels and social security services.�  It is doubtful that those speculators who gained from the crisis made a proportional contribution to society.  Since speculation is most often based on perceived notions of stability and credibility – areas in which developing countries have a decidedly less formidable reputation - the elimination of speculation will serve to protect the developing world from free-market forces.





12.  Reduce Worldwide Inflation, Thereby Ensuring Low, Reasonable and Stable Interest Rates





Due to the structural damage high inflation can inflict on an economy – and especially a poor economy – the ability of a large monetary union to reduce inflation is another attractive benefit of the single global currency.  Presumably, the new currency would implement a system of inflation targeting, in which the global monetary union is transparently characterized by an explicit quantitative inflation target determined by an internal conditional forecast that provides a framework for policy decisions.�  In this way, inflation targeting becomes a guiding policy for a global union that would incorporate many (sometimes countervailing) interests at once.  Even more beneficial would be a single global currency in which no other currencies were in competition, as there would no longer be a need to adjust interest rates in order to cope with an outflow of money due to unfavorable exchange rates.�





It must be said, however, that if the single global currency were not the only currency at its inception, then the need for countries to adjust interest rates in order to cope with unfavorable exchange rates remains.  In this case, a global interest rate will not be able to cater to the needs of national demands, such as a national economic boom or recession.  Nonetheless, if evidence from the European Central Bank is any indication, unions are more than capable of maintaining price stability and low inflation without negatively impacting the economic welfare of a member state, although one should question the viability of a single global currency maintaining price stability and low inflation for a global union that would be decidedly more diverse and politically fragmented than the European Monetary Union.





13.   Increase Trade





For the same reasons that intra-union trade is increased in monetary unions, trade between members of the global monetary union should increase as well.  There is hardly an estimate for such an increase, but Bonpasse writes of a non-technical explanation for increased trade: simplicity.  A common unit for denominating money has the potential to make prices relatable to each other for producers and consumers alike.  Regardless of the causes, Bonpasse notes that some estimates of a ten percent trade increase are surely understated.�





A recent study of bilateral trade in African countries might lend some legitimacy to such a claim.  Tsangarides et. al. find that if African nations join a currency union, their trade is likely to double relative to trade with nonmember states, and that this increase does not result from a redirection of trade elsewhere.�  Furthermore, the trade benefits from a monetary union increase as the length of membership in the union increases.  Considering these non-zero-sum implications, developing countries would be wise to join in a common bond in order to boost their economies, if only for the estimated doubling of trade.





14. Actualize a Fundamental Human Right to a Stable Currency





Here Bonpasse makes an interesting extension to the fundamental human right to private property.  Article 17 of the Universal Declaration for Human Rights clearly states that 1) everyone has the right to own property alone as well as in association with others, and 2) no one shall be arbitrarily deprived of his property.�  If an instable exchange rate can be considered an arbitrary deprivation of private property, then Bonpasse is suggesting that the current multicurrency framework is illegal under the auspices of international law.





However, there is as yet nothing to suggest that monetary stability is a principle worthy of being called a fundamental human right.  For starters, monetary stability is provided for by the national government and finance department of a state.  If there has been one principle most upholded under international law, it has been state sovereignty.  To suggest that certain monetary policies are illegal because they arbitrarily deprive a citizen of private property and therefore violate his/her human rights would be a bold claim to make, considering the fact that past accusations of human rights abuses (of a decidedly more extreme nature – ethnic cleansing, torture, child soldierism, etc.) have often fallen flat in the face of a perceptibly more important principle: national sovereignty.





Nonetheless, even if currency instability cannot feasibly be deemed a violation of human rights, one could still argue that it should.  In the developing world state corruption and financial laxity is especially rampant, and the focus of many countries on military spending at the expense of social development is a decision not often left up to the masses.  The Democratic Republic of the Congo witnessed a change in its currency/US  dollar ratio of 2.34 trillion from 1980-2000.�  But this example shows the difficulty of establishing currency stability as a basic human right.  Perhaps the Congolese were arbitrarily deprived of the worth of their money, but it would hardly seem to be the fault of the Central Bank; the DRC was embroiled in a continental war that sapped the country of its natural and human resources.  Under the auspices of international law, if a human right has been violated, there must be a violator.  In this case, it would seem spurious to attempt to find the parties responsible for currency instability in the DRC – you would have to round up every economic, military, and political actor involved in the war!  





That being said, a single global currency might reinforce already established human rights.  Article 22: everyone has the right to social security; Article 23 (2): everyone has the right to equal pay for equal work; Article 23 (3): everyone who works has the right to just and favorable remuneration.�  Clearly, the precedent for equality of property is in place, and if a single global currency can reinforce that precedent, then it would behoove the international community concerned with human rights to adopt it.





15. Make the International Financial System More Fair Among Nations and People





“Equity as between countries and regions: opportunities and risks for all regions, and not a priority balance of relative advantage for the original or newer Member States. The least favored regions have a real opportunity for rapid catch-up.”�  This quote by Michael Emerson of the European Economic Commission expresses the ethical basis for a single global currency.  Although not an economic argument, the virtue of an ethically sound monetary system in the world is at least worthy of discussion, if it is not demanded.





If one is to consider the ethics of monetary policy, the right to seigniorage is an important consideration.  Seigniorage is the revenue generated from a currency’s worth minus the cost of production.  One objection to monetary unification or a single global currency is the loss of seigniorage, a significant source of revenue for large and powerful economies.  However, for small or very poor states, seigniorage is a benefit that seems largely unfair: why should only the issuers of the most widely-used currencies receive the revenues generated from that issue?  From an ethical standpoint, since everyone uses money, there should be no country that enjoys the advantage of holding the means of production and widespread distribution.  





Bonpasse suggests that a single global currency world would reinvest the seigniorage of that currency back into the costs of running the central bank.  In this way, everyone gets a subsidized central bank to produce and distribute money, for free.  This is an interesting point, especially with regard to the developing world.  However, the Marxist-Leninist ideology invoked here does not seem to be a widely held priority, even for very poor countries.  At least for the time being, most developing countries are attempting to emulate their richer neighbors to the north by increasingly invoking capitalistic ideology that encourages the accumulation of personal (i.e. national) gain in the hands of the most ruthless producer.  In this sense, the United States is the “winner” of the multicurrency exchange system, and enjoys the due seigniorage.  Whether this is fair or not depends on your political perspective.  Suffice it to say that the effect a single global currency would have by sharing the advantages of seigniorage with all humans on earth is a benefit that most developing countries would probably smile upon if it were offered to them.





16. The World’s Private, Business and Public Economic Data Would Be More Accurate





This argument runs two-fold.  First, the vast amount of accounting work would be reduced with the elimination of currency exchange calculations.  In a multicurrency system in which the value of one currency over another changes by the second, these accounting practices are understandably cumbersome.�  Second - and most important for the developing world - are the implications for public perceptions of poverty.  Bonpasse makes an intriguing case for the emotional escape of a multicurrency system, in which rich individuals can cope with staggering statistics of world poverty by chalking it up to exchange rates and their lack of knowledge on the matter.� 





But using a single global currency in which those devastating statistics are denominated in the same currency as the money one uses to buy groceries, pay the heating bills, and fill up the gas tank, might remove that emotional excuse from the minds of the masses.  Perhaps then when one reads that for every $1 in aid a country receives, it must pay $25 in debt repayment,� the significance will hit home.  Perhaps when one hears the news that global spending on ice cream in Europe ($11 billion) was more than the additional cost required to provide basic education for all ($6 billion)�, that news would sink in.  Perhaps not.  But it would be a fair point to make nonetheless, and the power of a single global currency to offer a different perspective on the value of money and all those who are affected by it, should not be underestimated.





17. Eliminate the Illogical Results of the Existing System





Is it logical, Bonpasse asks, that the value of money would change if the fortunes of that government change?  Is it logical that the value of money should change based on rumors of what one ultra-rich individual will invest in?  Is it logical that the importance of a national currency has nothing to do with the size or importance of its economy?  Is it logical that the value of money is tied to the actions of actors in a territorial boundary?�





Probably not.  It is not logical that all such results arise, nor are these results without cost.  Arbitrary currency speculation, currency risk, relative zero-sum trading – all have been outlined in this paper as factors contributing to the weakness of the multicurrency framework.  Although one could make the argument that these results are not ‘illogical’ but merely extreme manifestations of a game in which all can partake, this is not true, either.  I have mentioned that in poor countries, only the elite (middle-upper class and upper-upper class) are in a position to take advantage of foreign exchange reserves and high-quality means of capital mobility.  The rest are left to suffer from that illogical game.  While this does not say anything about the logic of a single global currency, it speaks volumes for the legitimacy of the current non-system system.





18. The Single Global Currency Has the Prospect of Being a Permanent Solution





This is a decidedly weak point.  Where other global financial systems have failed (e.g. Bretton Woods gold standard), the single global currency should succeed?  I see no reason why the international financial community should believe this truth to be self-evident; in fact it would be prudent not to believe such a thing.  The fallout from a single global currency system collapse would be severe, and would create a fire-storm of anti-integration sentiment globally that would imperil the merits of the system from being considered in the future.  At this time, a single global currency has never been in place, which is a double-edged sword.  On the one hand, we are not yet reaping the benefits.  On the other hand, it has not been rejected because it has not been used.  But it would seem prudent to approach the movement towards a single global currency with a measure of modesty and restraint, for if it fails there may not be a second chance.





19. The Value of Money Should Be an International Standard and Not Determined by the Supply and Demand of the Marketplace





The theoretical conception of a fiat money is that it represents a certain specified value that people can agree on and exchange.  Hundreds of years ago, laborers would focus on a specific trade, and barter their goods or services for other goods or services.  Obviously, a more efficient system was possible, in which goods and services could hold a numerically represented value that everyone could recognize.  That is the basis for a fiat money, but that isn’t what money is today.  Instead, those “numbers” represent different values for different people, and the multicurrency system is essentially analogous to a global village inefficiently bartering with each other when instead they could simplify and use one money whose value was universally recognized.  As should be obvious in this paper by now, hundreds of fiat moneys circulating relative to each other is not an efficient system, nor an logical one.





What Bonpasse tries to make clear is that money should be a standardized value just like a meter is a meter no matter where you stand in the world, and a kilogram is a kilogram no matter where you sit.  And yet a standardized value for money could be even simpler than that – a meter is not a meter if one is inside a black hole, and a kilogram is not a kilogram if one’s mass is subjected to a different gravitational force.  The beauty of a fiat is that it is imaginary: it is a number, the most easily conceptualized of standardized values.





How ironic then that the jaunts of men into the jaws of globalization have entrenched a system of competing numbers, complicating their representative values unnecessarily and to the detriment of those who use it.  I sit here having no idea what the Canadian dollar in my pocket might be worth in Bangladesh, but I do know that whatever the exchange rate, that’s not what I would receive from my dollar.  Money was a number created by men to represent worth.  Can we no longer return to that ideal?





20. The Idea of the Single Global Currency Has an Elegant and Understandable Simplicity to It





All the econometrics in the world can point to the correlation between wealth and (insert problem here), but only one solution has the potential to fuse the importance of wealth with the unity of mankind.  Humanity is driven by economics, an insatiable greed to obtain more and more of less and less.  It is unsurprising then, that even our denominations of wealth compete with each other.





The single global currency, by taking advantage of that which is most important to humanity – scarce resources – and applying it equally and blindly on the masses, would erode the artificial boundaries that have been drawn in other fields as well.  Politics would be the first to unravel.  Shortly after the establishment of the euro in 2002, the European Union put forth a single European Constitution for approval of each state.  While it failed to succeed, it nonetheless was a remarkable departure from the complete and utter devastation suffered in the continent during World War II.  And it did not fail miserably; rather, it brought the idea of political unification into the limelight for Europe to contemplate and digest.  They weren’t ready at the time, but they soon will be.





The same might be said about a single global currency.  A decade after United Nations Secretary-General Boutros-Boutros Ghali declared that sovereignty was no longer a relevant principle for nations to uphold, nationalist sentiment is rampant, and wars are being continually fought over economic assets.  Of the three determinants of national wealth - land, labor, and capital – land is increasingly marginalized, and labor is outsourced to the lowest bidder.  Capital, on the other hand, is foremost in our minds.  The current multicurrency framework is economically unsound, that is for certain.  But it also contributes to the nonsensical nationalist thoughts that exacerbate inter-state tensions.  





A single global currency will not solve all the world’s problems.  But it will solve many of its economic ones, and some of its political problems as well.  When a child finds a well-traveled coin on the ground, she can let her imagination wander, and if she imagines it came from Botswana, she may not be wrong.  To connect us through our money is to connect us through our hearts, as many an economist would say.  So why not connect us all under one currency, if the only price we have to pay is a little bit of logistical pain and a lot of economic gain?
















































































The Single Global Currency: Costs Considered





While the last few points given by Bonpasse and reconsidered by this paper may have wandered from economic theory and empirical analysis, they were analyzed because the impact of a single global currency would not simply be economic.  This is especially true with regard to the costs involved. I asked in the last paragraph why we cannot unite under one currency if all we have to lose is some logistical pain.  This preposition is definitively understated, and admittedly misleading.  So far, I have considered the scandalous status quo of the multicurrency non-system system, and offered the potential benefits and rewards a single global currency would offer.  In my estimation, this has painted a fairly clear picture of the single global currency’s worth and virtue, and should make it evident that for developing countries at least, its adoption could not come too soon.  But before making any definite proclamations in support of its adoption, one must first determine the costs involved.  There remains the acute possibility that the costs of a single global currency are significant enough to merit its rejection and a return to the multicurrency framework.  This section investigates these costs.





1. National Currencies Reinforce (Sometimes Beneficial) National Identities





Considering his intimate knowledge of the multicurrency framework and the benefits of a single global currency, it is understandable that Bonpasse would reject the sovereignty theory of money as a less legitimate symbol of national pride than flags or constitutional documents.�  Understandable as it may be, the power of money to operate as a social mechanism of national empowerment is decidedly more significant than Bonpasse would suggest.  





Eric Helleiner offers a social account of the relationship between national identities and territorial currencies.  He suggests four ways in which territorial currencies are tied to nation building and the fostering of national identities.  First, the imagery emblazoned on coins and paper bills depicts nationalist symbols or figures.  Even before the surge of nationalism, emperors and monarchs used currency to cement their image as the leader and all-powerful head of state.�  In the late nineteenth century, governments began a systematic campaign to place nationalist imagery on coins and bills to maintain the legitimacy of the state in the face of domestic challenges.�  This need not be viewed in a negative light, for many times the imagery was used to remind the nation of their collective brotherhood, such as the redesign of US bank notes during the civil war from localized symbols to images seen as seminal to the history and image of the nation (signing of the Declaration of Independence, George Washington, the eagle, etc.).�  





The ability of cementing nationalist sentiment through the use of money (and the way in which money is different in this respect from other media) is provided in two ways.  First, the reach of money is absolute within its territory and guarantees a much larger audience than other media, especially when attempting to convey messages to the poor and illiterate.�  Second, the images on money are encountered as often as the money itself.  Even the name of the coin itself has a powerful symbolic virtue, as the name can reinforce the images printed on it.�  The French “franc” was one example.





Second, territorial currencies act as a medium of national communication.  The political utility of one currency acting as a medium of exchange can serve to unite the people and remind them of their citizenship.�  Social communication is vital to any state, and if a territorial currency can enhance that communication, then the development of national identities is made easier.





Third, and already mentioned in this paper, territorial currencies fuse the value of that money with the image of the state.  Especially in newly formed states, enforcing the perceptions of money and the government as one and the same can serve to put trust into the citizens of that state, as well as create patriotic sentiment and pride.�  The idea is that if the worth of one’s money is greatest in the country that issues it, that person has an incentive to support the institutions of that state.





Finally, there is a strong link between territorial currencies and national sovereignty.  Control over the money stock is an incredible responsibility, and holds immense power as well.  There are two reasons why this relationship is reinforced.  First, state sovereignty is often perceived as complete only when the state has the ability to issue and control a currency.�  In this sense, it is a qualification for status as a legitimate state.  Second, the conception of sovereignty changed from an association with the monarch, to an association with the people.  Therefore, the issuance of a national currency is regarded as protecting the sovereignty of an entire society of people.�





In sum, the connection between nationalism and national currencies is strong and extremely persistent.  Impractical as the dollar bill may be, the US Treasury’s attempts to phase it out in favor of the dollar coin have been unsuccessful due to the emotional attachment Americans have with the dollar bill.  When this is projected onto developing countries, the power of national currencies to reinforce nationalism is greater and can be viewed as even more necessary.





It would be easy to dismiss the relationship between national currencies and nationalist sentiment as an irrelevant objection to the single global currency, because nationalism itself is an obstacle to peace, justice, and a unified humanity.  The imagery argument above could just as well be advanced in favor of a single global currency, in which the symbols depicted reinforce our status as one people, living on one planet.  National communication could be extended to global communication.  The image of our money could be used to connect with the institutions of our world instead of our country.  And abolishing a national currency could be a powerful step in abolishing the concept of sovereignty that is a remarkably pervasive obstacle to global integration.





However, these arguments would discount the importance of the national experience for many developing countries.  First, many countries emerging from war - especially intra-state war – could benefit greatly from more localized, unifying imagery.  US notes depicting national symbols during the civil war would have been decidedly less capable of reminding the country of its potential brotherhood if instead those notes had shown a map of the world.  Second, before countries can establish global communication they must first establish national communication.  It would be nice if a great leap could be made, but that has not been the experience of fragmented societies.  Third, before citizens of failed states can trust global institutions, they must first be able to trust local institutions.  A single global currency will fail if the jump from national institutions to global institutions does not have faith placed in it.  And to discount the dignity that accompanies national sovereignty would be to severely marginalize local populations that would understandably feel isolated and ignored in the global marketplace.  In conclusion, while the relationship between national currencies and national identities is acknowledged as strong, it is not often recognized as a useful and sometimes necessary precursor to global unification.





2.  Losing Control of an Independent Monetary Authority to Deal with Local Economic Needs 





Bar none, this is the most significant obstacle a single global currency would face.  The ability of local banks to form policies based on local conditions is an act that is both economically sound and publicly supported.  





First, there is some validity to the economic argument that local needs demand local policies.  For instance, basic economic theory would dictate that if the price of a given good goes up, the exporter of that good will raise the interest rate to prevent over-heating the economy, while the importer of that good will need to lower the interest rate in order to stimulate economic activity.  Preventing the exporter from raising the interest rate, and the importer from lowering it, would be to force a sub-optimal interest rate on both countries.  This concept writ large would imply that for any country in the global monetary union, it is more likely that the interest rate will be suboptimal than at just the right level, given the constant flux of prices.  





Bordo and James argue that requiring emerging market countries and mature market countries to have a single currency would likely cause problems in one or both regions.  As the price of tradable goods and services goes down, emerging market countries are likely to experience inflation for some time due to rising prices on services.  Conversely, mature market countries are likely to suffer from deflationary pressure.�  Thus as globalization increases, there will be substantial changes in the relation between tradable and non-tradable prices.  In their estimation, to burden both markets with a single monetary policy to deal with this development benefits no one.  The mature market countries need less restrictive policies, while the emerging market countries need tighter controls to minimize the destabilizing effects of price volatility.�





Not allowing for local policies also disregards the influence of the political-economic nexus.  Monetary policy does not just reflect a country’s economic needs; it can also reflect the political demands of the people.  For example, one country might prefer an inflationary path that increases employment, while another would prefer deflationary policies that increase incomes.  Both political demands cannot be met, and one country will undoubtedly suffer, blame the single global currency for the problem, and increase pressures to abandon it.





Therefore, the single global currency and the central bank will inevitably have to decide in whose interest policies are geared toward.  Frankman advocates for a redistributive system, necessitating “convincing commitments to provide compensation to those who may be disadvantaged by market outcomes.”�  This would seem an ideal scenario and one that would tend to human well-being, but the process of choosing the decision-makers that will determine who is disadvantaged, how much redistribution will be necessary, and to whom it will be redistributed towards, are all issues that will be contended based on national interests.  Regardless of the outcome, some will lose out, and history has shown that the poor are most likely to lose.





3.  Backlash of Failure





As I warned in the previous section, the single global currency has a real possibility of failure.  There are several ways this could happen.  First, it could be formed without incorporating one or more large economies.  Competition between the currencies would ensue, and the persistence of this competition, combined with the inability of the global union to reap benefits that only apply in the absence of competition, might make countries hesitant to continue sacrificing independent monetary policy.  Second, the single global currency could fail if the above scenario leads to a massive currency crisis instead of slow devolution.  Third, the single global currency might incorporate all countries at its inception, only for one or more large economies to secede from the union, creating momentum for others to follow suit.  Fourth, integrating monetary policies between developed and developing countries might prove too mutually detrimental an obstacle to overcome, even with Frankman-like redistributive policies in place.  Fifth, political differences or large-scale warfare could make integration untenable.  The hypothetical list continues.





Regardless of how a single global currency could fail, what is more important for the cause of global unity and international integration is the fallout from that failure.  A single global currency would be unprecedented in terms of its actual effects on the countries that subscribe to it.  The United Nations involves little risk on the part of member states, and in any case has little power.  The same could be said for the International Court of Justice, the International Monetary Fund, the World Trade Organization, etc.  But a single global currency requires a massive commitment on the part of member states to cede their monetary policy to a newly-formed central bank responsible for carrying out the most ambitious economic reform in the history of mankind.  The commitments could not be made without risk, and they could not be made without significant trust in the system.  





That being said, the impact that a failure of this magnitude would have on perceptions of global integration would be equally unprecedented.  Even if the economic ramifications of failure were not substantial, countries that took the risk, made a commitment, and placed trust in a single global currency would firmly reject any subsequent attempts at global monetary integration.  This negative blowback would likely carry over into distrust of other integrative measures as well.  Appeals on the basis of unity to reduce nationalist sentiments, violent conflict, and environmental degradation might fall on deaf ears.  And it goes without saying that another attempt to integrate financially would take decades.  All in all, the adoption and subsequent rejection of a single global currency would preclude integration of any kind from being a high priority for the international community.





Additionally, negative fallout would inflict disproportionately more damage to the developing world.  Hard enough as it is to convince richer governments to view the poor as equally deserving of life’s opportunities, a move away from international financial integration is likely to reject the idea of equality completely.  Having honestly attempted financial integration, developed countries will be satisfied with their efforts, and return to a more isolationist worldview.  At this time, the developing world cannot afford a paradigm shift away from equality. 





4.  Transitional Costs and Logistics





If a single global currency were implemented, the process of implementing it would involve considerable planning and preparation.  Even if run smoothly, this would entail significant cost.  There would appear to be two divergent views on the method of implementation.  One the one hand, some advocate strong institutions to implement and regulate the currency.  These include Bonpasse, Frankman, and Tobin.  On the other hand, some argue for a more free market approach, letting supply and demand dictate monetary policy, and avoiding tight monetary controls, regulation, or redistribution.  This would be the approach advocated by a more conservative school of thought.  Exploring and advocating which of these two methods would be more beneficial for developing countries is beyond the scope of this paper, but regardless of the outcome, some transitional costs would be incurred in setting up either system.  





First, the existing multicurrency infrastructure would need to be taken down.  Bonpasse estimates that 200,000 people make a living trading foreign exchange.�  In addition, national banks, mints, and treasuries would decrease in size, importance, and employment.  Multinational corporations profiting from foreign exchange trading (e.g. Forex) would mount costly campaigns in their fight for survival.   Existing currencies would take many years to phase out.  Finally, preparation for the move to a single global currency would likely consume much of the International Monetary Fund’s current budget, and would require either increased funds from donor countries, or less assistance available to recipient countries.





In addition, the transition would require massive coordination between consumers, economists, accountants, investors, multinational corporations, labor unions, trade organizations, international bankers, central bankers, NGOs, international financial institutions, and national governments.�  In developing countries where money is less frequently denominated electronically, extending the reach of the single global currency to rural areas will be difficult and time-consuming.





No matter the benefits of a single global currency, there will be considerable transition costs and logistical complications.  While the euro was implemented smoothly, it will take longer and cost more to implement a single global currency across the globe, for geographic and socioeconomic reasons.  I have listed a few.  Although an exact (or even relatively close) estimate is impossible to predict, a worldwide transition to a single currency will be a costly exercise, and should not be overlooked.
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Conclusion








It is clear that the current multicurrency framework is detrimental to the developing world, and even untenable. In a fixed rate regime, countries enjoy low inflation, but suffer from imported monetary policy, economic shocks, and a propensity to be crisis-prone.  In a flexible rate regime, countries enjoy an exchange rate that reflects their free-market price, can absorb economic shocks, and utilizes domestic policy needs, but suffer from exchange rate volatility, inflationary pressures, and structural demands for underdeveloped economies.  





It is on these grounds that a single global currency offers an escape from monetary hell.  Morrison Bonpasse has suggested twenty advantages, and after analyzing each of them, the following are determined to benefit developing countries:





Eliminate the costs of foreign exchange transactions


Increase the value of the developing world’s assets by $34 trillion, and trigger an additional $7.5 in GDP activity


Eliminate the need to hold foreign exchange reserves


Eliminate the risks of excessive capital flows


Reduce the cost of operating an entirely separate monetary system


Eliminate the balance of payments/current account problem for every country


Separate the value of money from the value of a particular country


Eliminate national currency crises


Eliminate the fluctuations of currency values


Eliminate currency speculation


Increase trade


Actualize a fundamental human right to a stable currency


Make the international financial system more fair


Make economic data more accurate and relatable


Eliminate the illogical results of the existing system


Standardize the value of money


Give money an understandable simplicity





Only three of Bonpasse’s proposed benefits are left out, only because those benefits are either difficult to determine or not relevant for developing countries.  It should be acknowledged that many of the above advantages are not certain, but there is enough evidence (both absolute and relative to the multicurrency alternative) to believe they will emerge as sound economic predictions.  





A single global currency would also incur four significant costs.  They are:





Loss of national identities


Transitional costs and logistics


Backlash of Failure


Losing control of an independent monetary authority to deal with domestic economic needs





The list of benefits may outnumber the list of costs, but their relative significance should be considered.  Most importantly, the inability to cater monetary policy toward local needs, and the social backlash of failure should give any proponent of a single global currency reason for pause.  Overcoming the former would require an unprecedented level of coordination and concern for the well-being of humanity as a whole.  At this time, there is little to lend hope to the idea that we could accomplish that.  Overcoming the latter would require not letting it happen in the first place.  Make no mistake, the world should not be rushed into adopting a single global currency – the ramifications of premature action are too great for the developing world.





Nonetheless, I conclude with emphatic conviction that the benefits of a single global currency greatly outweigh the costs.  Therefore, the currency is recommended for adoption by developing countries.  This need not mean immediate adoption, but it must be acknowledged that the current multicurrency framework is unsustainable, and every day the poor lose out from the arrangement.  Mobilizing the masses to prepare for the massive transition to a global currency must therefore begin immediately.  It is an economic and ethical imperative, a remedy that hurts few and helps many.





The need for a single global currency is not only immediate, it is pressing.   As the international financial system and day-to-day transactions become increasingly electronic and inter-connected between people and nations, the boundaries of monetary nationalism are being constantly eroded.  Nonetheless, if we continue down the multicurrency path into a fully electronic and perfectly mobile financial system, and if national currencies survive this transition, we risk permanently ceding the ability to make worldwide monetary reforms possible.  We cannot delay.  The imperative to act falls on the shoulders of those with the luxury to invest their time in exploring monetary policies at length, long enough to investigate the costs of the current non-system system, and long enough to investigate the benefits of a single global currency.  This applies to some individuals, but not many in the developing world.  





I approach the effect this paper will have to accomplish this goal with a fair amount of humility.  While this is only a preliminary document, many more are needed to affirm and reaffirm what John Stuart Mill, Robert Mundell, James Tobin, Myron Frankman, and Morrison Bonpasse have already discovered: that a single global currency will erase the illogical results of national currencies and replace them with an equitable system that promises to provide for the developing world what it has craved for so long – opportunity and prosperity.
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