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The advantages of a global currency . ..
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Chart 1: Leveraging the “exorbitant privilege” Chart 2: Euro-zone is trading giant
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Chart 3: Euro-zone exporters enjoy market power Chart 4: Invoicing in euros mostly in Europe
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Trade volume and standardisation determine invoicing

) % !
!
%
? %
%
% ) %
% %
!
%
%
%
!
%
!
%
C 8 ;1
!
%

Euro-zone has strong market share
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Bigger role for the euro, except in commodity trade
The euro-area’s large share of world trade and its
strength in differentiated products suggests an
important role for invoicing in euros.
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Chart 5: Euro has made progress as invoice currency

Chart 6: Commodities trades still favour the dollar
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Trade in exchange traded and reference priced goods is
one area where the euro will have a much tougher time
gaining ground. (
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Chart 7: Euro rarely traded except against dollar
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Market structure suggests dollar will retain dominance
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It is
unlikely that the euro will become more than a
regional hub in the foreign exchange market.
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Liquidity and the need to diversify favour the euro %
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o investment may still lag that of the dollar, but it should
Dollar still more popular with investors . . . for now be able to close a large part of the gap.
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Chart 8: Euro first in international bonds Chart 9: Investors still prefer the dollar
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’ 1 in general and this will make it difficult for the euro to
increase its role in this regard.
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Chart 10: Foreign banks using more euros locally

Table 1: Exchange rate regimes involving the euro
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Weak dollar has encouraged basket pegs
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Practical considerations favour concentrating reserves
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Table 2: Reserves outstanding and measures of adequacy
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Chart 12: Fragmented reserves early last century
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35; Even without dominating the dollar in the
standardised markets the euro should be able to claim
a major place next to the dollar with a share of
reserves that comes close (perhaps 35% - 45% for the
euro and 45%-55% for the dollar) over the next ten to
twenty years
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Trade and diversification favour the euro

Unless the dollar falls into crisis, it is difficult to see the
euro wrestling from the dollar its dominant position in
commodity trading and the foreign exchange markets
because here network effects dominate. Other areas
will see the euro gaining ground, however. The strength
of the euro-zone as a trading block indicates a stronger
role for the euro in invoicing and as a prominent
member in the growing number of basket pegs. The
size and liquidity of euro-zone financial markets mean
that a larger portion of investor holdings and central
bank reserves will be diversified into euros.
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