
by Herbert Grubel

With the Canadian dollar ris-
ing and falling like a yo-yo

in recent months, Canadians should be
interested in the discussions among 15
economists that took place in June at
Robert Mundell’s “palazzo” in Santa
Colomba, near Siena, Italy. Mundell was
the winner of the Nobel Prize in Eco-
nomics in 1999. The discussions re-
volved around the question “Does the
global economy need a global currency?”

One of the first to answer the question
was Paul Volcker, the former Federal
Reserve Chairman and Undersecretary
of the US Treasury when the 1971
Smithsonian Agreement was signed,
which President Richard Nixon called
“the greatest international monetary
agreement in history.” Volcker declared
that a truly globalized world economy
did indeed need a global currency. He
deplored the fluctuations in the US dol-
lar-euro rate, which saw one euro cost-
ing US$1.20 in February 1999 before
dropping to a low of US$.80 in October
of 2000, only to rise gradually to again
reach US$1.20 on June 5, 2003.

Other participants at the conference
were Domingo Cavallo, Argentina’s for-
mer Minister of Finance; Jacob Frenkel,
the former Governor of the Bank of
Israel; Steve Hanke, the world’s leading
expert on currency boards; Robert
Bartley, Emeritus Editor of the Wall
Street Journal; and a number of econo-
mists from academia and some of the
world’s largest financial intermediaries.

There was widespread agreement that the
large fluctuations of major currencies in
recent years were not justified by coun-
tries’ differences in actual rates of infla-
tion and taxation, natural catastrophes,
or any other determinants used histori-
cally to explain exchange rate changes.
These fluctuations cannot but harm
trade, distort capital flows, and create
difficult adjustment problems for other
countries. The fundamental question is,
of course, how to dampen or eliminate
these fluctuations without causing more
harm than they have caused.

Mundell presented a plan that he
believes would do the trick. He proposes
the development of three large regional
currency blocks in Europe, North
America, and Asia. The innovative
aspect of his plan is that these three
regional blocks would form a board that
would issue what he calls the dey (dol-
lar, euro, yen), which would circulate
freely in all three blocks next to their
national currencies. Leaving aside a lot
of technical issues, such a board would
eventually become a collectively oper-
ated central bank, distribute seigniorage
(government revenue derived from the
manufacture of money) fairly, and keep
the currencies of the three regions
aligned at the same rate in perpetuity.

All of us at the conference had learned
some time ago to treat Mundell’s seem-
ingly idealistic ideas with respect. His
proposals for the creation of the euro

and for supply side tax cuts were widely
dismissed as utopian when he first made
them. Only time will tell whether this
will be his third prophetic home run.

Mundell proposes a top-down approach
that brings together political leaders to
hammer out the details of the proposed
system. Paul Volcker and I broadly share
a different vision of how the world
would eventually approach the needed
global currency. This alternative involves
the bottoms-up evolution of fixed
exchange rate zones achieved through
unilateral actions of countries and with-
out formal international agreements.

Distinguished Canadian economists
Tom Courchene and Richard Harris
and I have spelled out how Canada can
fix its exchange rate to the US dollar
unilaterally—and in a way that creates
the public confidence needed to obtain
the benefits of an unbreakable link. We
recommend that Canada unilaterally
revalue the Canadian dollar so that it is
at par with the US dollar. The conver-
sion rate would be chosen to leave
Canadian real incomes and competi-
tiveness unchanged.

At that time, the Bank of Canada would
give up its right to set interest rates and
would concentrate on administering the
currency. It would issue bank notes and
coins with national Canadian symbols
on one side and the government’s guar-
antee that this money could at any time
be exchanged for one US dollar on
demand on the other. I propose calling
the new Canadian currency the amero
dollar, in the expectation that in the
longer term, the bottom-up process will
lead to a formal agreement among the
major three North American countries.
The agreement would mimic that in
Europe, where now the euro reigns.
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Leaving aside again the considerable
technical issues that need to be addressed
to make such a system work, there are
strong reasons to believe that the amero
dollar would circulate at par and business
transactions would be based on the
assumption that the Canadian amero
dollar would always equal one US dollar.

The historic fluctuations of the Canadian/
US dollar rate, so large in recent times,
would never recur. In addition, interest
rates on long-term government bonds
in Canada would track those in the
United States; the gap between the two
rates, which historically has seen Cana-
dian rates about 1 percentage point
above US rates, would become much
smaller. The costs of trade with the
United States would be reduced by several
billion dollars annually. The detrimental
effects of the protection of Canadian
industry through a secularly declining
exchange rate and the excessively high
cost of capital goods imported from the
United States would end, to the benefit
of the entire economy.

Volcker agreed with others who suggested
that under such a system the United
States Federal Reserve might, in time,
accept Canadian observers and ultimately
voting members to its policy-making
deliberations. He also agreed that the
success of such a unilateral Canadian
policy might encourage Mexico, the
Caribbean, and Central American coun-
tries to initiate similar policies.

Such an organic, bottom-up develop-
ment might also find imitators in Asia
through links to either the Japanese yen
or the Chinese yuan. Once the European,
North American, and Asian currency
areas had operated successfully for some
time, we might see the realization of
Mundell’s plan as the three regions would
find it in their interest to issue a new
global currency and permanently fix

exchange rates among themselves. �
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A Revealing Demand for School Choice
continued from page 7

using independent schools increases
steadily each year and the number of
students being home schooled doubled
between 1996 and 2000, even while
enrolment in public schools has declined
each year since 1996 (Statistics Canada
and Basham). Children First: School
Choice Trust, Canada’s first privately
funded tuition assistance program for
low-income Ontario elementary stu-
dents, received over 4,300 applications
for the 150 grants available for the
2003-04 school year.

This September, the first 150 Children
First tuition assistance grant recipients
will enter private schools across
Ontario. The participating students can
apply their grants at any of the 800
independent schools in the province.
The grants cover 50 percent of tuition,
up to an annual maximum of $3,500,
and will be provided until the recipient
finishes Grade 8.

For the 2003-04 school year, the grant
recipients have enrolled in 83 different
private schools. The diverse schools
chosen by Children First grant recipi-
ents have an average tuition of $6,300.
Some schools offer a particular teaching
method, such as Montessori or Waldorf,
many provide religious instruction as
part of the curriculum, while others
focus on students with special needs.

The average income of the Children
First grant recipient families is only
$26,000, but the families have commit-
ted to contributing a significant portion
of their children’s tuition.  The partici-
pating parents have expressed their
enthusiasm and commitment to the
program with statements such as:

• “I understand that your purpose is
to help people to have free choice to

give their children the best possible
choices in education.  I think this is
a wonderful gift to be offered.”

• “It is a great thrill to know that my
son has been fortunate enough to be
selected to receive a tuition assis-
tance grant from Children First. In
view of the current educational sys-
tem in Ontario, our family believes
that Children First is a very mean-
ingful and noble cause, and we truly
desire to be able to participate in
such a program. We feel it will have
far-reaching effects impacting gov-
ernmental policies on Canadian
public education in the future.”

The demand for school choice exists in
Canada.  Programs such as Children
First reveal this demand, while provid-
ing parents with increased freedom to
choose the school that best meets their
child’s needs. Perhaps one day Canada
will be as well placed for reform as our
southern neighbour is today, the way
paved for better school choice legisla-
tion and funding by private choice ini-
tiatives like Children First.
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