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Abstract

This paper presents a new concept — the global roles of currencies. The concept combines the
domestic and international (cross-border) use of currencies and therefore captures the overall
importance of different currencies in a globalised economy. The measure of a currency’s
global role is based on the size and stage of development of the underlying economy, as well
as the size and stage of development of its financial markets and the scope of financial
instruments available in this currency. The paper applies the concept to 22 currencies of
advanced and emerging economies. The results confirm the well-known ranking for the
leading currencies — in particular the US dollar and the euro — but give considerably greater
weight to currencies of emerging economies than the results obtained from the international
debt market, which has so far been used as the basis for measuring the international role of
currencies in capital markets. The paper also discusses this established measure in detail,
arguing that in view of financial globalisation, an indicator based on currency shares in the
international debt market alone represents a decreasing share of international financial market
activity, as this market excludes government debt, other domestic debt and equities, which are
increasingly of interest to international investors. The paper also presents an empirical
application of the new global concept to examine cross-border portfolio holdings in debt and
equity markets across advanced and emerging economies. It finds that the global role
indicator is positively correlated with such holdings and, especially for emerging economies,
fares better than the established international debt market indicator. The findings suggest a
positive relationship between domestic financial development and international financial
integration.

Keywords: International currencies, international finance, global capital markets

JEL Classification: F31, F33, F37,G15, E58
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Non-technical summary

This paper aims at capturing the “global roles of currencies”, reflecting the general importance of a
given currency in the world economy, and its standing and significance in the international monetary
system. This concept does not aim to distinguish between “domestic” and ‘“international”, but
encompasses both dimensions and therefore carries the label “global”. It assesses the overall status of
a currency and its financial markets in the global economy. More precisely, the paper develops a
measure of the global role of currencies based on the magnitude and stage of development of various
financial market segments that are open to a given currency. The measure is based on 15 size
indicators and 16 structural indicators relating to the currency’s financial markets and the underlying
economy. In relation to financial markets, size indicators include the amount of assets, instruments and
turnover; structural indicators focus on the regulatory quality or the absence of barriers. In the case of
a number of countries, especially emerging economies, international activity in some financial market
segments is constrained through capital account restrictions and other barriers. The paper, therefore,

also suggests an “adjusted global concept” that takes into account existing restrictions to openness.

The paper develops these indicators for 22 currencies, including the US dollar, euro, Japanese yen,
pound sterling, Swiss franc, and the Australian, Canadian and New Zealand dollars, as well as 14
emerging market currencies of the main economies in Asia, Eastern Europe and Latin America. The
paper thereby exposes currencies in emerging economies that have, so far, mostly been excluded from
international currency concepts that are largely based on the international debt securities market. The
international role of the 14 main emerging market currencies combined — given by their aggregate
share in the international debt securities markets — is only 2.9%. Yet, in recent years, many emerging
economies have developed their financial systems and sought to give foreign investors greater access
to their local currency markets. The global role concept reflects these trends better by taking a more
comprehensive approach than the established international concept. At 11.2%, the global roles of these
currencies are almost four times their international role. In line with the shift in weight towards
emerging market currencies, the global roles of the main currencies are somewhat smaller than their
international roles in the international debt market: the weight of the US dollar shifts from 44.3% to
38.7% and the euro from 31.3% to 27.0%. By contrast, the weight of the yen rises somewhat, given
the considerable size of Japan’s domestic markets, from 5.3% to 8.6%.

This addresses the more policy-oriented angle relating to the international role of currencies, namely
the general importance of individual currencies in the global economy. The measure developed in this
paper is important for three reasons: first, it can serve as a benchmark for currency shares in portfolios
that are globally diversified; second, it gives an unbiased treatment of currencies from advanced and
emerging economies and can therefore put the increasing global role of emerging economies into
perspective; and third, it can, over time, help to detect shifts in the international monetary and
financial system, for example through financial development and opening.
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1. Introduction

Policy discussions and academic contributions on the international role of currencies abound. They
come in two strands. The first strand deals with the general importance of a given currency in the
world economy, and its standing and significance in the international monetary system. These are the
contributions that occasionally make media headlines, especially when they raise questions such as
whether the dollar could lose its leading global status to the euro, why the yen has lost global
importance, and if one day the Chinese renminbi could challenge one — or all three — of these
currencies. The second strand of contributions focuses more narrowly on the cross-border use of
currencies, analysing which currencies are used outside their home constituencies, by what type of

economic agents and for what purposes.

One can usefully label the first strand as the “global role” of currencies, reflecting the standing and
importance of a currency in the global economy, while the second strand can be labelled as the
somewhat narrower “international role”, reflecting the use of a currency outside its constituency of
issuance. Empirically, both concepts can be interrelated: currencies that are used heavily outside their
constituencies are more likely to play an important global role and, conversely, currencies that are
globally important are likely to be used more heavily outside their own constituencies. Nevertheless,
both notions are conceptually distinct; they are not necessarily driven by the same factors and do not
necessarily have the same policy implications. Despite the conceptual distinction, however, both
strands of the literature have so far largely used the same quantitative basis, namely the use of
currencies in the international debt securities market. Although other indicators — such as shares in the
foreign exchange reserves of central banks — are sometimes used as well, the respective currency
shares of securities outstanding in the international debt market remain the most pertinent quantitative
measure used to assess the international role of currencies in global capital markets.! The main
objective of this paper is to demonstrate the limitations of this established measure with regard to the
first strand of literature and to present a more appropriate measure for the “global role of currencies”,

which also gives rise to some new empirical findings and policy implications.

The international debt market represents about one-tenth of the global bond market. It comprises all
debt securities issued by non-residents of a certain currency area. The largest issuers in this market are
globally operating financial institutions and corporations. They choose internationally used currencies
— mainly the US dollar, the euro and the Japanese yen — to finance part of their operations outside their
home markets. The international debt market for US dollars is dominated by European banks and

corporations, while the market for euro is dominated by investment banks and corporations from the

" Two measures are usually considered: a “narrow” concept, comprising only securities issued by non-residents
of a certain currency area (e.g. a British bank issuing a bond denominated in euro), and a “broad” concept, which
includes issuances by residents of the currency area that are considered to be “targeted” at investors abroad,
whereby the “targeting” is inferred from the prospectus, the nature of the syndicate or the type of financial law
applied. The narrow measure is more widely used as a benchmark since it is seen as more precise.
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United States, the United Kingdom and a few other European countries outside the euro area. In the
past, sovereign issuers from emerging economies were also important, but given their vastly improved

financial position, only a few have been tapping this market on a large scale in recent years.

The relative importance of the international debt market in overall international activities in global
capital markets is falling, as other financial markets develop and previously domestic markets open up
to — and are used by — foreign investors. Therefore, the international debt market is increasingly less
representative of the international importance of certain currencies. The penetration of bond and equity
markets by international investors is rising, a development which is by no means driven by private
sector agents alone. Both central banks in emerging economies and sovereign wealth funds have
become large-scale global investors, and are mostly active in the treasury, corporate bond and equity
markets of third countries. Yet the international debt market excludes the treasury market and the bulk
of the corporate bond market, as these are classified as domestic markets, even if they attract
significant international investor interest. Moreover, the international debt market also excludes equity
markets, where the number of international activities — cross-listings of global corporations on several
stock exchanges and penetration by international investors — has risen considerably in recent years.
Today, the equity market makes a significant contribution to international activities and to the

international role of underlying currencies.

In addition, activity in the international debt market is strongly driven by the business needs of those
banks and corporations that dominate it, as well as conjunctural factors. Hence, short-term variations
in the shares of individual currencies in this market hardly capture the more fundamental motives of
international currency use that many investors and policy-makers are interested in and that correspond
to the first strand of contributions mentioned above. Measuring actual currency use outside the issuing
area properly would require a survey based on strictly comparable and comprehensive census data for
the currencies of the major advanced and emerging economies. This would imply a significant

extension of the IMF portfolio survey in its current form.

This paper aims to provide a quantitative concept to underpin the first strand of contributions, namely
those focusing on the global role of currencies. The global concept developed in this paper aims to
capture the significance of various currencies in the international financial system. This concept does
not, therefore, aim to distinguish between “domestic” and “international”, but encompasses both
dimensions. It provides information about the overall status of a currency and its financial markets in
the global economy. More precisely, the paper develops a measure of the global role of currencies
based on the magnitude and stage of development of various financial market segments that are open
to a given currency. The measure is based on 15 size indicators and 16 structural indicators relating to
the currency’s financial markets and the underlying economy. In relation to financial markets, size
indicators include the amount of assets, instruments and turnover; structural indicators focus on the

regulatory quality or the absence of barriers. For the underlying economy, size indicators include the
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share in global GDP and trade; structural indicators relate to macroeconomic stability and the
institutional environment. In the case of a number of countries, especially emerging economies,
international activity in some financial market segments is constrained through capital account
restrictions and other barriers. The paper, therefore, also suggests an “adjusted global concept” that

takes into account existing restrictions to openness.

The paper develops these indicators for 22 currencies, including the US dollar, euro, Japanese yen,
pound sterling, Swiss franc, and the Australian, Canadian and New Zealand dollars, as well as 14
emerging market currencies of the main economies in Asia, Eastern Europe and Latin America. The
paper thereby exposes currencies in emerging economies that have, so far, mostly been excluded from
international currency concepts because of the very low level of activity in the international debt
market in such currencies. The international role of the 14 main emerging market currencies combined
— given by their aggregate share in the international debt securities markets — is only 2.9%. Yet, in
recent years, many emerging economies have developed their financial systems and sought to give
foreign investors greater access to their local currency markets. The global role concept reflects these
trends better by taking a more comprehensive approach than the established international concept. At
11.2%, the global roles of these currencies are almost four times their international role. In line with
the shift in weight towards emerging market currencies, the global roles of the main currencies are
somewhat smaller than their international roles in the international debt market: the weight of the US
dollar falls from 44.3% to 38.7% and the euro from 31.3% to 27.0%. By contrast, the weight of the

yen rises somewhat, given the considerable size of Japan’s domestic markets, from 5.3% to 8.6%.

The global role indicators are then applied to examine empirically international cross-border holdings
of debt and equity securities for a sample of advanced and emerging economies. The empirical
findings show that in addition to standard gravity variables, the indicators of a currency’s global role
help to explain cross-border financial integration. Both the global role of the domestic currency and
that of the third country are positively related to bilateral cross-border holdings of financial assets. A
comparison between the global role and the established international role in the sub-sample of
emerging economies shows that the global role outperforms the international role in explaining cross-
border holdings. Hence, the empirical findings lend support to the global role concept as being
relevant to understand financial integration; from a policy perspective these findings are in line with

the intuitive conjecture that financial market development facilitates international financial integration.

The paper is structured as follows. Section II reviews the established concept of international currency
use, analysing its appeal as well as its shortcomings. Section III develops a new concept of the global
roles of currencies, applying it to 22 currencies of advanced and emerging economies. Section 1V
presents an empirical application of the global role concept to international cross-border holdings.
Section V discusses policy issues related to international and global currency use and Section VI

concludes.

Working Paper Series No 1031

(}
_ March 2009



2. The established concept of international currency use in capital markets

The literature on the international role of currencies in capital markets is based on two key notions.
First, a clear distinction between “domestic” and “international” is made; with the literature aiming at
identifying strictly what is “international” in terms of currency use, focusing therefore on the degree to
which a currency is used “outside its home country or issuing area” (Chinn and Frankel, 2007; ECB,
2007). Some authors define an international currency as one that is used in “international transactions”
(Kannan, 2007) or, more specifically, that is used “outside its home country by non-residents for
transactions with residents of the home country or with residents of third countries” (Lim, 2006).
Other authors differentiate between cross-border transactions and cross-border holdings of
international assets and liabilities (McCauley, 1997), but they too aim at strictly separating between

international and domestic use.

The second key concept in the literature on the international role of currencies in capital markets is the
international debt market, defined as the market of issuances by non-residents of a currency area. The
literature focuses on this market because it reflects the clearest delineation of international activity
from domestic activity in capital markets. Accordingly, the market for equities, government bonds and

non-international corporate debt are seen as domestic.

The focus on the international debt market reflects the aim to capture the international role of a
currency as a financing and investment currency, a concept that is derived from the matrix of functions
of money. The international version of the matrix is often attributed to Kenen (1983) but can already
be found in Cohen (1971) and is reproduced in a large number of contributions, making it the main
conceptual framework of intentional currency use in the academic literature (see Portes and
Papaionannou, 2006; Hartmann, 1998; Chinn and Frankel, 2007).> The international debt market also
figures prominently in the ECB’s official review on the international role of the euro, even though the
ECB uses a somewhat modified conceptual framework from the one used in the academic literature

and also includes one global measure in overall debt markets (Table 1).
Table 1 here

The international debt securities market is still the linchpin of international currency use as far as
capital markets are concerned, both in official (ECB, 2007) and academic contributions. Detken and
Hartmann (2000) provide a detailed review of this market in assessing the international role of the
euro. They suggest taking the share of a given currency in the outstanding stock of the international
debt securities market as the headline measure of international currency use. This measure is taken up

in various proposals, including the official ECB reporting on the international role of the euro. The

* Within this matrix, or sometimes instead of it, other concepts are used. The most frequent is the distinction
between areas in which diversification plays a role, pointing towards two or more currencies having an
international status, and areas in which standardisation plays a role, pointing to a single internationally used
currency (see Hartmann 1998; Lim 2006).

ECB
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core measure focuses only on securities issued by non-residents of the respective currency area. In
mid-2007, the shares of the main currencies in this market were 44.1% for the US dollar, 31.4% for
the euro, and 5.3% for the Japanese yen (Table 2). The remaining close to 20% was spread over a
large number of currencies, with the pound sterling and Swiss franc having a somewhat larger role

than other currencies.

Table 2 here

There is also a broader measure of international debt securities. This measure encompasses the narrow
measure by adding securities that are issued by residents but that are estimated to end up in portfolios
of non-residents. A security is included in the broad measure if it fulfils one of the following three
conditions: (i) it is targeted at international investors (as suggested, for example, by the prospectus);
(i1) it is placed by a syndicate of financial institutions of which at least one does not share the
borrower’s nationality; or (iii) it is governed by a law other than the domestic law. This definition is
obviously not clear-cut in terms of actually delivering internationally held securities, and there is no
assurance that what is targeted at international investors eventually ends up in their portfolios. This is
why the literature has focused more on the narrow measure. However, both concepts cover only a
fraction of the global bond market, with the narrow international concept covering 11.4% at end-2006

and the broad concept 26.8%.

In addition to size, there are a few structural issues that limit the overall usefulness of this market as a

proxy for the international role of currencies.

e First, the international debt market is, to a large extent, a US/EU phenomenon, as these two
regions together account for almost 80% of the market. In the dollar segment of the market, the
EU accounts for about 60% of issuances; in the euro market, the United States and non-euro area

EU countries account for close to 70%.

e Second, the international debt market is relatively narrow in sectoral composition, as financial
institutions account for close to 80% of the market (Table 2). The remaining 20% are split
between corporates on the one hand, and governments or international institutions on the other. In
2006, the top international issuers in euro were Morgan Stanley, HBOS/Bank of Scotland,
Citigroup and HSBC in the group of financial institutions (issuing a total of close to EUR 30
billion), and Daimler Chrysler North America and Vodafone in the group of large corporations
(issuing a total of over EUR 7 billion). The dollar market is dominated by financial institutions

from the euro area and the United Kingdom.

e Third, the pattern of issuers suggests that specific business motives (balance sheet management,
project financing and tax issues) as well as short-term cyclical factors (exchange rate forecasts and

interest differentials) play an important role in international currency choice. ECB (2003) and
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Siegfried et al. (2007) investigate issuer behaviour and consider that hedging exposure to foreign
exchange volatility is a key driver behind issuance activity. They draw this conclusion after
combining bond data with balance sheet information and observe that foreign exposures of firms,
through foreign subsidiaries or M&A activities, increase the likelihood of issuing in a foreign
currency. Cohen (2005) finds that expectations of exchange rate changes and interest rate

differentials — hence cyclical variables — play a decisive role in international bond issuance.

In sum, the market for international debt securities, especially in the narrow definition, measures a
specific aspect of international currency issuance, but captures only a small share of the respective
currency’s role in the global capital market. In particular, by excluding the domestic bond market and
the equity market, the international debt market does not reflect important motives of international
currency use and overlooks key aspects of international financial integration.” Such motives are more
related to the size and structure of domestic financial markets and the underlying macroeconomy
(Bobba et al., 2007).
Table 3 here

However, the established concept of the international use of currency is highly imprecise even in
measuring cross-border use. This is confirmed by a comparison with available information on cross-
border holdings of debt and equity securities (Table 3). The IMF’s Coordinate Portfolio Investment
Survey — although not free from reporting issues’ — shows that USD 11.2 trillion of bonds are held
across borders, far more than the total stock of international debt securities in the narrow definition
(USD 7.8 trillion). At the same time, actual holdings fall far short of the broad measure of
international debt securities (USD 18.4 trillion), suggesting that this measure is not in line with actual
international currency use either.” Moreover, the IMF data show that cross-border holdings of equity
securities are substantial, at USD 8.8 trillion. Omitting equities makes the results for the yen
particularly biased, in which international holdings in equities are almost four times as high as
holdings of debt. Hence, the established measure of international currency use is precise in accounting
for such activity in a very specific and relatively narrow market segment, but does not capture the

actual international use, nor the broader standing of individual currencies in the world economy.
3. A global concept of currency use

This section presents a global concept of currency use. It starts by addressing two main questions:
what contribution does a “global role of currencies” concept make to understanding international
monetary and financial developments and related policy issues; and, second, what should be the main

ingredients of such a concept?

? For example, Curcuru et al. (2007), find that key policy puzzles, such as the return differential between US
foreign assets and US external liabilities that has often been postulated, vanishes when returns in equity and
bond markets are considered jointly and are properly accounted for.

* See Thomas et al. (2006) for a detailed study on cross-border equity holdings.

> For a discussion of the reporting challenges and the resulting imprecisions see Warnock (2007).
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3.1. Motivation

As we have seen, the established notion of international roles of currencies focuses on the use of
currencies outside their issuing area. This notion has often been used in a much wider context, related
to the broader standing or recognition of a currency. A rising international role was seen as a rise in
the importance of the respective currency in the global economy. However, the linchpin measurement
of international currency use in the academic literature, based on the share in the international debt
securities market, is an imprecise proxy of actual currency use outside the issuing area. In order to
properly measure actual currency use outside the issuing area, a survey based on strictly comparable
comprehensive census data for all of the currencies of the major advanced and emerging economies
would be required. The United States conducts a census of this sort periodically, but updates it using
less satisfactory data in-between updates. A few other countries conduct similar censuses, but do not

coordinate the dating and coverage of their benchmark studies.®

But even if full information on international investment holdings by currency breakdowns were
available globally, doubts would remain with regard to the significance of the distinction between
“domestic” and “international” in a globalised financial system. Many economic agents in this market
— in particular large financial institutions and corporations — are global actors, and it is thus evident
that they are cast in a domestic/international scheme. The important role played by financial on-shore
and off-shore centres illustrates the residency issue, which is often motivated by tax motives, arising in

international financial statistics even today.

The established international concept of currency use based on the international debt market becomes
even less pertinent when used in the wider context of international monetary and financial issues,
namely whenever the global standing of a certain currency in the world economy is discussed. For the
latter type of issue a “global concept” of the standing of a currency would be more appropriate. Such a
concept should reflect the standing in terms of the size and stage of development of the financial
markets and the instruments available in this currency, and the size and stage of development of the
underlying economy. Investment decisions in global asset allocations closely link the currency choice
to the overall size and development of financial markets as well as the underlying economy. Sovereign
wealth funds hold equity in a certain currency because they aim to acquire a stake in the underlying
firm and indirectly partake in the development of the underlying economy; central banks hold
securities in a certain currency because of the liquidity of the foreign exchange markets in this
currency; banks hold government paper because of the size and liquidity of the underling bond market;
and investors in general hold a certain currency also reflecting confidence in the stability of its
intrinsic value. Hence, such a summary measure of the global role could also be a benchmark for

currency allocation in international portfolio choice.

® This important point has been raised by one referee.
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3.2. Implementation

This section applies the global concept introduced above to the currencies of eight advanced
economies and 14 emerging economies (listed in Table 4) and compares the results with the
established international currency concept. In line with the earlier presentation, the global role of
currencies is based on both the size and the structural characteristics of each currency’s capital market
and underlying economy (Tables 4 and 5, respectively). Although the choice of some indicators is ad
hoc, they altogether they provide close match with the set of indicators used in the international

finance literature of key dimension financial markets.
Size indicators

Starting with size indicators, four main markets are considered: debt securities, equity securities,
interest rate derivatives and foreign exchange markets. All four markets are massive, even when
compared with global GDP. At end-2006, the outstanding global volume of debt securities was USD
69.4 trillion; total stock market capitalisation amounted to USD 50.6 trillion; and the outstanding
amounts of OTC interest rate derivatives amounted to USD 291.9 trillion. As a percentage of world
GDP, these figures represent 144%, 105% and 606%, respectively. The size measures in terms of
market volume are complemented by specific information relevant for each market segment. For
example, in the equity market, the number of listed firms, the number of foreign listed companies,
turnover and the recent volume of IPOs are considered (see Table 4 for more details). Moreover, the
size indicators account for the weight of the economy in the global economy and its share in global

trade.
Table 4 here

As expected, advanced economy currencies dominate in virtually all size components and their weight
in global financial markets is well above their share in global GDP (68.5%) or global trade (47.9%).
These economies account for 90% of global debt securities outstanding and 80.2% of the global stock
market capitalisation. In particular, financial institutions of advanced economies are dominant debt
issuers, with US financial institutions alone accounting for one-fifth of the global debt market. In
advanced economies, the US dollar weight is particularly important, owing to its share in the global
equity market, which is at least twice that of the euro in terms of capitalisation, number of listed
companies and turnover. The second segment where the dollar stands out relative to the euro is the
foreign exchange market, in which US dollar turnover is more than twice that of the euro. In the debt
market, the size advantage for the dollar stems mainly from the debt of financial institutions, which is
about four times as large as the debt levels outstanding for European financial institutions. The dollar
also has the edge in a corporate debt market that is twice that of the euro area. By contrast, the
government debt market is much more equal in size for both currencies, and in interest rate derivatives

the euro segment actually exceeds that of the US dollar. From the perspective of third-country
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investors, equity, foreign exchange and private issuers in the bond market are likely to be the most
attractive size features of the dollar. A review of the size indicators for the Japanese yen and the pound
sterling, two currencies with a considerable global role, shows how uneven the various parameters are
distributed among the two. The yen dwarfs the pound in terms of the size of the underlying debt
market, but this is mainly due to government debt; with regard to international debt, the pound has the
larger market. In equity market terms, both currencies possess a market that is broadly comparable in

size; also in FX markets their role is roughly the same.

Emerging market currencies clearly carry a far smaller weight in terms of financial market size than
currencies of advanced economies. Interestingly, stock markets are more than twice as important as
debt markets, with global shares of 14.6% and 6.4% respectively. Hong Kong and China combined
rank fifth in global stock market capitalisation, after the United States, the euro area, Japan and the
United Kingdom. Almost one quarter of globally listed firms are listed on EME stock markets,
illustrating a strong numerical participation in these markets. EME markets are also relatively
important in terms of raising new capital through initial public offerings (about 24%) reflecting a
buoyant growth in new access to these markets and IPO activity, especially in Hong Kong but also in
mainland China. Consequently, if EME currencies are to play a greater international role, this is likely
to come first through stock markets, where they are a more important player than in global debt
markets. The picture could shift somewhat once the renminbi becomes convertible, as outstanding
government debt in China is relatively high in absolute terms and almost stands at the same level as in

the United Kingdom.

Emerging market currencies play only a limited role in global derivatives markets, but they are
beginning to play a more visible role in global foreign exchange markets. Together, they currently
account for about 6% of global FX market turnover. Although this share appears small, the absolute
amounts are often quite significant in relation to other financial markets, considering also the
particularly high total turnover in the global FX market of close to USD 2 trillion per day. Moreover, it
should be noted that whereas FX turnover was negligible in most EMEs until a few years ago,

turnover is rising, especially in countries such as Hong Kong, Mexico and South Korea.

Structural indicators

Structural indicators may shed further light on the relatively limited role of EME currencies so far.
These indicators aim at gauging the development of markets from a more regulatory point of view
(Table 5). They need to be interpreted with caution, however, since they involve a significant amount
of judgement, and only a few indicators are available across the sample of eight advanced and 14

emerging economies considered here.

Table 5 here
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These indicators, which are based on La Porta, Lopez-de-Silanes and Shleifer (2006), the World
Economic Forum’s Global Competitiveness Report, the IMF and the Fraser Institute, show that the
United States is seen as being particularly advanced in terms of financial market regulation (based on
data available until end-2006). The US achieves higher scores than many other advanced economies in
terms of disclosure, supervision and financial market sophistication. With the notable exception of
Hong Kong and Singapore, most emerging market economies achieve lower scores than the United
States, and the gap is generally somewhat wider in the financial market sphere than in barriers to trade

in goods and financial services.

These indicators may reveal why the amount of cross-border holdings of financial securities does not
exactly mirror the relative size of financial markets, as international access to financial markets may
be either fostered or hampered by structural factors. Another way to capture international access is
through capital account openness, which reveals another large gap between advanced economies and
emerging markets (Chinn and Ito, 2006). Structural indicators mostly reflect the result of direct policy
choices. This is the case for many indicators relevant for the regulation and supervision of financial
markets, but also for the degree of state involvement in financial markets — for example, through
government-owned or government-sponsored financial institutions. Structural indicators are important
policy variables that are likely to have an impact not only on domestic financial market development
but also on the role of international actors. Hence, they are the bridge to a policy approach to

international currency use, which will be dealt with in Section V.
3.3. A composite indicator of the global roles of currencies: main findings

Combining the various size and structural indicators into one single indicator would yield an
approximation for one measure of the global role of currencies. Of course there is no a priori and
robust weighting scheme for the various components, and the aggregation is potentially even more
problematic for structural indicators than for size indicators. The weights chosen broadly correspond
to their role in the international finance literature, but there can of course be no rigorous determination
of the weights of individual variables. Therefore, we develop a very crude approach, which is
necessarily ad hoc, but may serve to illustrate some magnitude of comparison between countries. In
order to do so, we construct a composite global indicator that is made up of 15 individual size
indicators and 16 individual structural indicators (the individual categories and weights are listed in
Tables 4 and 5). The final global roles indicator is then given by the global size indicator adjusted for
the structural indicators relative to a benchmark, for which the United States is used. For example, if a
currency receives a rating in the structural indicator of half compared with that of the United States, its
global indicator is only half of what its size indicator alone would have suggested. The results of this
exercise are summarised in Table 6 and are also compared with the traditional structural measure.

What are the main findings?

Table 6
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First, emerging market currencies play a more significant global role than the international
concept would suggest. Whereas in the established international concept they jointly carry a
weight of only 2.9%, the global role indicator assigns them a share of 11.2%, i.e. almost four times
as much. The reason is that these currencies are hardly represented in the international debt
market, but nevertheless dispose of considerable overall financial markets in terms of assets,
breadth and turnover, and they see their shares rising also in areas such as the global foreign
exchange market. Of course, the relatively limited role in the international debt market could
partly be seen as a lack of trust in the ‘international role’ of emerging market currencies. The fact
that the global role of these currencies is still relatively limited is due to the lower stage of
financial development, reflected in a smaller size of their markets vis-a-vis advanced economies,

and the fact that some of them are still lagging in terms of structural development and openness.

Second, the weight of the dollar and euro both shrink compared with their pure “international
role”, but their relationship — whereby the euro reaches about 70% of the dollar’s value — remains
unchanged. This illustrates that the international measure used so far is heavily concentrated on
these two currencies. The US dollar is clearly the leading global currency, with a global share of
38.7%, well above the share of the US economy, which reflects the size and structural stage of

development of US financial markets.

Third, the Japanese yen and pound sterling switch places from an international to a global concept,
as, for the latter, the larger domestic financial market in Japan plays a role, and the same holds true
for the Canadian dollar and the Swiss franc. Similarly to the pound sterling, the Swiss franc is

used much more internationally than its domestic markets would suggest.

Fourth, among emerging market currencies, the Mexican peso, the Singapore and Hong Kong
dollars and the Korean and Chinese renminbi stand out with a relatively significant global role.
Singapore and Hong Kong benefit from the fact that in terms of financial market regulation,
governance and openness, their markets are virtually as developed as those of the United States as
a benchmark. The inverse holds true for the renminbi, which scores highly in size but lower in

structural factors.

An adjusted global role

Not all financial markets are equally open to international investors. Restrictions exist in particular in

several emerging economies, which retain capital account restrictions or other barriers to foreign

participation in financial markets. To address this aspect, one can adjust the global role for the degree

of openness. To keep matters relatively straightforward, we take a single index — the one developed by

Chinn and Ito (2006) — but one can in theory also construct composite indices of financial market

openness from various sources.
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Adjusting the global role measure for the degree of openness shows that the share of emerging market
currencies drops by roughly half, from 11.2% to 6.5%, which is due to the fact that, on average, the
emerging markets achieve a reading on the openness index of only 45.6% of the most open markets.
Nevertheless, their share remains double the share in the established concept. The drop in the global
role owing to actual openness is particularly significant for countries such as China, which maintain
broad capital account restrictions. By contrast, for financial centres such as Hong Kong and Singapore
the result remains largely unchanged, given their openness and full integration into the international

financial system.

4. Empirical application of the global role concept to cross-border holdings

We can now apply the global role measure of currency use to an empirical issue to see whether it
provides valued added in the context of international finance. We choose the issue of cross-border
holdings of financial assets to see whether the global role measure helps to explain some of the
phenomena linked to such holdings, especially the home bias puzzle. Home bias in international
portfolio allocation, reflecting the fact that cross-border portfolio holdings fall short of benchmarks
derived from portfolio models, is a well-established puzzle in international finance. It is attributed to a
wide range of factors, including transaction and information costs (Portes and Rey, 2005; Cai and
Warnock, 2006), the quality of institutions (Burger and Warnock, 2003; Gelos and Wei, 2005), or

exchange rate volatility (Fidora, Fratzscher and Thimann, 2008).

We can test whether the global role of a country’s currency is linked to cross-border holdings of
financial assets. We use the IMF Coordinate Portfolio Investment Survey (CPIS) database and focus
on the 22 currencies of the eight advanced and 14 emerging economies for which the global role
indicator has been developed in this paper. Since we use bilateral cross-border holdings, we arrive at
440 observations for the whole sample and 164 observations for the emerging market currency
sample. As a further robustness check we take the whole sample excluding the two most dominant

currencies, the dollar and the euro.

Let cb;; be the total cross-border holdings of debt and equity securities from country i in country j for
end-2006 (in USD million) as derived from the CPIS database. We then estimate standard gravity-type
models to explain such cross-border holdings, including the global role of the country’s currency. The
four estimated equations, standardised and expressed as logarithms, are shown below. We start with
the narrow model that includes only the global role of the currency of the origin country, gr;, and that

of the destination country, gr;, in addition to a constant:

ch,,=a+p -gr+p,-gr,+e (D
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The results show both variables to be significant; the global role of the origin country is significant at
the 1% level in all samples; that of the destination country is significant at this level for all except the
emerging market sample. Comparing the size of the coefficient suggests that the global role of the
origin country’s currency is about twice as important as that of the destination country in explaining

bilateral cross-border holdings (Table 7).

As a second step, we add standard gravity variables such as distance and dummies for common border
and common language to the equation; and we add proxies for the size of both economies through

GDP for countries i and j to yield further estimation equations:

ch, ;=a+p - gr,+ f,-gr; + By -dist, + f, -border, + f; -lang ; + & 2

cb, ,=a+ B -gr+ B, gr;+ B -dist; + B, -border, + fs -lang;
+ B - gdp, + ;- gdp; + &

3

The results show that the global role estimators remain broadly similar in magnitude and significance
across approaches and samples, while the gravity variables carry the expected sign and are significant
overall as well. The possible set of gravity variables in the literature is, of course, wider, but most are

more pertinent for international trade models rather than finance.
Tables 7 and 8 here

To check robustness, we also estimate cross-border holdings in the three samples without the global
role indicators. It turns out that this approach works less well for all samples, and works particularly
poorly for the emerging market sample. As discussed above, these findings suggest that the global role
indicators carry explanatory power for advanced economies and their international financial
integration, and are particularly relevant in the context of emerging markets, where other gravity-type

indicators carry limited explanatory value.

How does the global role indicator fare directly against the established measure? We compare both
concepts, each combined with the standard gravity variables in Table 8. As expected the largest
difference is shown in the emerging market sample, where the global role concept is significant to
explain cross-border holdings, whereas the established international measure is not. This is not
surprising, given that the international role measure focuses on the international debt market only,
while emerging economy currencies play virtually no role. However, based on standard information
criteria, there is positive support for the global role compared with the international role, as well as for
the full sample, and even very strong support for the sample without the dominating currencies of the
euro and the dollar. Again, this is in line with the hypothesis that for the main established currencies

the international concept is not far off the global concept, whereas for other currencies the results are
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significantly different. The general finding that financial development fosters international financial

integration and therefore a falling home bias seems to be reasonably robust.

5. Policies

While the previous sections have provided a positive analysis of a country’s global or international
role, this section takes a normative perspective, reviewing the positions of key economies towards a
greater global or international role of their currency, for example through financial market

development and opening.

There are a number of benefits for a country if its currency is used internationally. It enlarges the
scope of issuers and investors and may thus lower borrowing costs and ultimately facilitate balance of
payment financing. The additional demand for money creates seigniorage revenues, and is likely to
imply more business for the country’s banks and other financial institutions.” International use of the
currency will foster economic and financial integration with the rest of the world, which can boost
trade and potential growth. Currency use in key markets for commodities or trade invoicing will shift
exchange rate risk to third countries and insulate the economy against exchange rate fluctuations.
There are even arguments that international currency use will improve a country’s terms of trade
through externalities and lead to an increase in the purchasing power of the currency (Kannan, 2007).*

Finally, non-pecuniary benefits include political power and prestige.’

However, international currency use also entails costs. The additional demand for money is likely to
raise volatility in money demand, especially if foreign shocks are unknown and different from those
affecting the home country. With the advancing of statistical reporting, most central banks are able to
separate out foreign demand for money, but with regard to some components, such as cash,
uncertainty remains. International currency use can also have an impact on financing conditions in a
way that is, at times, undesired. During his last years in office former Federal Reserve Chairman Alan
Greenspan said it was a “conundrum” that long-term interest rates were so low; after his retirement he
stated that the Fed “failed” to get long-term rates to rise sufficiently, largely due to foreign demand for

long-term bonds (Greenspan, 2007).

Benefits and costs are not equally distributed within an economy. International currency use is likely

to be of particular benefit to the financial industry, the real economy and the fiscal authority. By

"1t is interesting to note that most business using the euro — for example, foreign exchange trading — takes place
outside the euro area, specifically in London. In 2001, the volume of euro trading in London’s FX markets was
125% of trading in the euro area (see the article entitled “The City of London and the international role of the
euro” in the “Review of the international role of the euro”, ECB, December 2003).

¥ Kannan estimates that for the euro area the benefit is 1.7%-2.1% of GDP, of which seignorage is 0.5%-0.7% of
GDP.

? See Portes and Rey (1997) for an overview of the costs and benefits, including political considerations.
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contrast, the costs, which can arise if the extent of international currency use relative to the size of the
home country is high, are mainly concentrated at the central bank; they include issues such as a
potentially lower control over monetary and financial aggregates, and a possible blurring of
responsibilities. Therefore, it is no surprise that a central bank will, in general, be more reserved
towards an international use of its currency than political authorities. All over the world central banks
have a strictly domestic mandate and are accountable to a domestic constituency. No international role
can compensate for missing domestic objectives and, apart from a blurry reputational gain,

international currency use gives little additional gain on top of achieved domestic objectives.

What is the policy stance of authorities issuing a currency that is used internationally, and what, if any,

are the structural measures adopted to support or foster its international role?

- The European Central Bank has explicitly formulated its policy stance towards the international role
of the euro, which it neither fosters nor hinders and considers purely as reflecting decisions of markets
and economic agents (ECB, 2001 and 2002). The ECB has not launched any technical measure to
support international currency use abroad. It has amended its statistical framework to the extent

possible so as to net out impacts on money demand from non-residents.' !

- The US authorities have not established an explicit policy vis-a-vis the international role of the
dollar, but from actual developments and policy declarations on specific issues, one can infer that this
role is appreciated. The benefits for the US economy are, in particular, the privilege of issuing
securities in a currency that is globally accepted, the insulation from exchange rate fluctuations given
the dollar’s role as an invoicing and quotation currency, and the business opportunities for the US
financial system. Hence, it is not surprising that although the authorities do not explicitly state that
they are fostering the role of the dollar, they are supporting it through technical means. One example is
the worldwide network of the extended custodial inventory system of cash-handling centres that

facilitate the use of the US dollar abroad."”

The debate on dollarization in parts of Latin America in the late 1990s showed a pragmatic policy
stance, based on a cost-benefit analysis."” At the time, US Treasury official Lawrence Summers said

that “to the extent that dollarization helped to expand our large role in Latin American markets, it

' In general, the reporting by monetary and financial institutions in the euro area distinguishes between residents
and non-residents, and the ECB also amended the reporting of money market fund shares to allow for this
distinction in 2001 (see ECB Monthly Bulletin May 2001, page 9f.). Hence, the main uncertainty which remains
with regard to non-resident components affecting M3 stems from currency in circulation, which — at about 8% of
M3 — is not likely to have a significant impact.

"' The policy position of the Deutsche Bundesbank was explicitly critical towards an internationalisation of the
Deutsche Mark (DM). It stated that “the Deutsche Mark has acquired an international role somewhat against the
will of the Bundesbank™ (Deutsche Bundesbank, Monthly Bulletin, May 1988, p. 22; see also Mayer (1996) and
Frenkel and Goldstein (1999) on this matter). The reasons for the critical attitude lay in perceived risks related to
the DM being a reserve currency, including interference with money demand and limited room for manoeuvre.

12 See Baxter (2004) and Botta (2003).

13 See, for example, Altig (2002) “Dollarization: What’s in It for US?”, Federal Reserve Bank of Cleveland. For
a Fed perspective, see Lambert and Stanton (2001).
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might help to ensure that we continued to benefit disproportionately from their future growth”
(Summers, 1999). US Treasury Secretary Rubin was also open to dollarization, provided that the
“Three No’s” are respected (no inclusion of a dollarized economy in monetary policy considerations;

no extension of bank supervision; and no access to the Fed discount window; Rubin, 1999).

- For several years the Japanese authorities pursued structural measures to foster the international role
of the yen. In 1999 the Ministry of Finance called on the Council on Foreign Exchange to develop
recommendations regarding the internationalisation of the yen. The starting observation was that the
international role of the yen had fallen far short of Japan’s weight in the global economy and that a
stronger role of the yen would create new financial service business and vitalise Tokyo’s financial
markets. The Council recommended a number of structural policies to open financial markets,
strengthen their infrastructure and improve the regulatory environment. These matters were taken up
by a “Study Group for the Promotion of the Internationalisation of the Yen”, chaired by Toyoo
Gyothen, President of the Institute for International Monetary Affairs in 1999/2000, again under the
auspices of the Ministry of Finance. The study group focused on a comprehensive list of structural
measures, which it hoped would “lead to an increase in the procurement and management of yen funds
by non-residents.”'* The measures included a broad spectrum of liberalisation, transparency and
infrastructure strengthening. The study group has continued to issue reports, the latest one of which
was published in June 2007.

- Finally, the UK and Swiss authorities do not pursue the international role of their currencies, but
actively foster the international role of their financial centres.” For the United Kingdom, the
international role of the sterling is only secondary, as financial institutions in London are heavily
engaged in foreign currency use. In fact, the international role of the euro is more significant for
London than the international role of the sterling.16 The situation is similar in Switzerland, where the
authorities focus more on the development of Zurich, Geneva and Basel as international financial
centres rather than on the internationalisation of the Swiss franc. Macroeconomic stability as well as a

very open financial environment are seen as the essential ingredients in this regard."’
6. Conclusions

For centuries, currencies have been seen — beyond their economic functions — as symbols of
sovereignty. Today, in an environment of globalisation, they are often seen as symbols of the

economic and financial strength of economic areas in an international context. Indeed, for

' See www.mof.go.jp/english/if/if025a.htm for the 30 June 2000 interim report and /if043a and /if043b for
subsequent reports.

15 See, for example, Clementi (2001).

'® A few years after the launch of the euro, 34% of UK banks’ business with non-residents was in euro
(compared with only 11% in sterling), and the euro accounted for 23% of the total business of UK banks. Bank
of England, Practical issues arising from the euro, November 2002, p. 9.

'7 See, for example, Roth (1998) and Blattner (2002).
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international investors who are considering exposure in foreign currencies, the economic, institutional
and financial foundations of currencies are important variables in their decision-making as regards the
international allocation of portfolios. This paper has argued that the size of the underlying economy, as
well as the size and stage of development of its financial markets, together with the soundness of the
respective governance structure, are the relevant variables in this context. The indicators used to
measure size and structural developments contain information that is also relevant from a policy point
of view. Policy variables included in the concept are the opening of an economy to international trade
and capital flows, the development of the domestic financial market in terms of instruments, regulation
and oversight, and the credibility of the overall policy framework. Therefore, the respective shares of
the global role of currencies are useful indicators for global investors and the underlying components

of this concept are useful indicators for policy-makers.

The approach taken in this paper is different from the established approach vis-a-vis the international
roles of currencies, which focuses on cross-border use. This paper has illustrated the appeal of the
most widely-established measure based on the international debt securities market, which is the
relatively precise accounting of cross-border use in this specific market. However, it has also made the
point that, given the global decline in financial home bias, this specific market accounts for a
decreasing share of overall cross-border financial activity. Markets for government debt, corporate
debt and equities are experiencing vastly greater penetration by international investors. Hence, even
for cross-border use, the international debt securities market is increasingly narrow. Moreover, it is a
market dominated by EU and US financial corporations, and developments in currency shares are in
turn influenced by short-term considerations, including firm-specific balance sheet management and
cyclical developments. Only a few of the motives underlying currency use in this market are relevant
for a policy-oriented debate on the international role or international standing of currencies. Therefore,
currency shares in the market of international debt securities provide some, albeit limited, insight from

a policy perspective.

This paper has addressed the more policy-oriented angle relating to the international role of currencies,
namely the general importance of individual currencies in the global economy. The paper has
developed a measure of the global roles of currencies based on the size and structural characteristics of
the underlying economy and on the size, stage of development and quality of the regulatory
framework of the underlying financial markets. Such a measure is important for three reasons: first, it
can serve as a benchmark for currency shares in portfolios that are globally diversified; second, it
gives an unbiased treatment of currencies from advanced and emerging economies and can therefore
put the increasing global role of emerging economies into perspective; and third, it can, over time,
help to detect shifts in the international monetary and financial system, for example through financial
development and opening. The paper has also shown that the indicators of global currency use can
play a useful role in understanding cross-border financial holdings, providing support to the notion

that financial development fosters international financial integration.
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The concept of the global role of currencies can enhance the policy discussion on the general
importance of certain currencies in the global economy. For example, as far as the US dollar is
concerned, the global role concept underscores its attractiveness as the leading global currency,
resulting from the economic strength and governance framework of the underlying economy and the
size and stage of development of its financial markets (based on data available until end-2006). More
specifically, the paper has shown that key pillars of the global role of the dollar are the size and
liquidity of US equity markets, the amount of debt instruments issued by financial institutions and

corporations, and the leading role of the US dollar in global foreign exchange markets and reserves.

As far as the euro is concerned, the concept developed in this paper suggests that the role of the euro
will continue to rise as a result of enlargement — which will gradually add to the global economic
weight of the euro area — and, more importantly, through financial development and integration within
Europe. In recent years, the growing corporate bond market, the increasing role of equities in external
financing and the development of the money market have been important steps in this process. The
difference between the underlying financial markets available to the US dollar and the euro is
particularly pronounced in the equity market and the foreign exchange market; within the debt market,
the government segment is broadly comparable, but the difference is large in terms of debt issued by
financial institutions. Moreover, the euro has some segments in the derivatives markets that are larger,
reflecting a very advanced stage of financial development, especially with regard to derivatives on

government securities that are heavily used by foreign investors.

Finally, the global role indicator sheds light on the relative standing of the currencies of emerging
economies. These currencies have been largely neglected in the established analysis of the
international role of currencies since they play virtually no role in global foreign exchange reserves
and are not used in the international debt securities market, which is dominated by European and US
financial institutions and corporations. However, owing to domestic financial market development, a
strengthening of the policy and regulatory frameworks and the opening-up of markets, they are

beginning to play a more significant role in the global economy than in the past.

The quantitative results of this paper show that the dollar is still the dominant global currency,
followed by the euro. However, the yen and pound sterling switch ranks compared with the measure
based on the international debt market and a slightly larger global role is attributed to the yen.
Additionally, the Canadian dollar looks different from a global perspective: its weight in this concept
is more than twice its weight in the international debt securities market. Most importantly, the group of
emerging economy currencies receives a weight almost four times as high as in the international debt
market, led by Mexico, Brazil and the main emerging economies in South-East Asia. The weights are
still well below the economic weights of the respective economies because financial development is
ongoing, but even today they suggest a non-negligible role for these currencies in internationally

diversified portfolios, as well as in the international monetary and financial system more broadly.
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Table 1. The matrix of international currency use

Official use

Intervention currency

Anchor currency

FX reserves currency

Use in third countries

Exchange rate anchor, FX reserves

Private use

Vehicle currency

Quotation currency
Investment & financing curr.
Use in financial markets
International debt markets
Foreign exchange markets
International trade invoicing Cash and parallel currency use
Sources: Cohen (1971), Kenen (1983) for upper panel; ECB (2002) and subsequent editions for lower panel.

A: Theorist’s matrix
- Medium of exchange
- Unit of account
- Store of value

B: Practitioner’s matrix

Table 2. The international debt securities market in comparison
(amounts outstanding at end-2006, values at current exchange rates)

Value of which: of which: of which:
outstanding US dollar Euro Japanese yen
in USD billion (% share) (% share) (% share)
“Narrow” measure of market" 1857 441 314 53
“Broad” measure of market" 18,449 36.3 47.0 2.7
Issuers and market share® (in %) Share in total Share in Share in Share in yen
market USD market euro market market
Financial Institutions 77.8 772 78.6 743
Corporations 10.2 13.1 8.1 12.5
Governments 8.8 70 11.7 6.8
International Institutions 32 2.8 1.5 6.2

(end-2005, USD billions)

D" The narrow measure accounts for 11.4% of the total global debt market, the broad measure for 26.8%.
2 Refers to the market in the broad definition. Source: ECB 2007 and Bank for International Settlements.

Table 3. Cross-border bond and equity holdings

Panel A: Bonds

Investment from:  United States Euro area United Kingdom Japan All countries
Investment in:
United States 779.6 3200 55.1 3601.0
Euro area 296.1 4554 529.8 2488.8
United Kingdom 276.9 573.5 74 .4 12199
Japan 26.7 102.3 52.9 279.1
China 1.6 2.6 15 04 15.8
All countries 12734 2520.5 1297.9 1706.7 11160.5
Panel B: Equities
Investment from:  United States Euro area United Kingdom Japan All countries
Investment in:
United States 668.2 270.0 192.6 1698.3
Euro area 7574 307.2 71.5 1605 .4
United Kingdom 5379 357.3 395 1217.8
Japan 4933 207.6 143.0 953.8
China 269 12.8 8.9 3.6 96.2
All countries 3317.7 1872.8 1076.0 408.6 8802.7
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Note: Figures exclude intra-euro area cross-border holdings. Source: IMF (Coordinated Portfolio Investment Survey).



ECB

%00 %E 86 (€0 eu %OT0 eu eu BOY'¥ BOTE %08'ST BOL' Y9 £ SAIDSAI X [eqO[3 Ul areyg
BS'S b L8 ((Y0)] %00 T BbOY € bOY € %O1'T %0S"L %0E'8 %0S' 81 BOT €F (L00T 1udy) 19A0UIN) J0NIRW X{ [2GO[S UL OXRYS
LT0 195[1RU (X,]) 9SUBYIXD USIDI0]
%91 %bY9LT (€€0) 8 LOE'T 8611 POL'T 8T1'9 8¥S°6 LO6'ST SLL'EE (SN uq ur) SUIpUEISINO SIUNOWIE ‘SOANEALIID X DLO
%00 %8'88 (€€°0) vu eu vu eu T LE1 959 433 (SN uq ur) JonouIn) A[IEp ‘SIATPALISP 9} 1AL DLO
BTO DY 6 (€€0) 9T e wo't sTI'e YLT'TT +S6'LE 911°CIT T19°'L6 (SN uq ur) SUIpUBISINO SIUNOWIE ‘SIANEALIIP JL1 ISAUL DLO
LT0 I3[R SAIBAIAII(
BYOT BE 6L o) 9 9 6 €€ eu €l LEY ore (900€ pu?) PAsI[ SALH JO JoqunN
BUYT %099 (r'o) 0 6T 6Tl I'6 8'sS eu 98L SHs (Asn uq ur) sOdr ur paster fedeo moN
BO9 TS %OTOET %0188 BbOY'IL BOSYTI %06'€TT %009€T %0S 191 (uonesi[eides 1x1eW JO %) £1190[2A J9A0UIN) AFEIDAY
BY'L %Y 88 10 68 +9¢'S 1y'e LOT'S 9¥0'0¢ £6Y' 1T LLSOF TST9EL (@sn uw up) 2aoum A[1ep d3erAy
S8 ocI (10 00°LT 0r'9T gy or'l 0501 060 09'0C 0s'v1 9 ur satuedwos paysi| ugialo Jo areyg
bS €T BbY'TS 10 81 8Y¢ 6281 ws'e 9sT'€ €88'C PIT'E S00'9 saruedwod pasi| Jo JoquinN
BIYI %T 08 %01°0 %0OY'T %0TT BOY'€ BOS"L %0S'6 %0OS91 %09 8¢ uonesi[eides JoxIRW pLIOM JO 9 sB
(50 St 2Tt 960'T 1041 v6L'E 96L vSE'8 69561 (900Z Pu ‘s uq ut) uonesieides NI
£€0 J3IBU }D0)S
%80 BbLI6 w ST 161 8LI 0SH' I L8Y 066'L 10%'9 sajou pue spuog
B6'T %196 S 0T I € Lyl vl 1433 L8T sjudwnNsuL JaxeW KSUOIN
ad£y £q “3gap [euoneuwIAIUL JO FUIPULISINO SHUNOWY
BE9 %106 89 Lé¥ 869 991°1 SE8'T 806'8 1€8°81 LS 6T SuIpueISINO S3NLINI3S 1GIP JO JUNOWE [210],
BI'E %L 98 4! 8 9¢ 6 96 [§3 6Cl L81 SUOIIMISUI [RUOTBUIDIU]
%S0 %BS'L6 0 91 9 8 €61 €9 8L9 €L8 suonelodio)
%60 BIL6 e LT 8t Lyl 1671 €LE 6559 091°¢ suonmnsuy [erouLUL{
BTO %Y S6 (€€°0) T €T 11 L1 8l e 6L6 891 SJUQUILLIOAOD)
1P [BUONRUIANUI JO SUIPUBISINO SIUNOWY
BS'8 %L 88 0 vl rl 9l €C €L9 €Tl 008'C suoneiodio)
%6'Y %916 0 86 SIT ST 6LE 986 995°€ TIsEl suonmnsuy [erueury
BOT1 %08 0T I L6 S19 ce8 SPL'9 865°S LYT9 SIUDWUIDAOD)
(L90) 1G9p 1ISAWOP JO SUIPUBISINO SHUNOWY
€60 1d20u0d , peoaq,, - (@SN uq ur) IspIew 1gaq
L90 S)9MIBW [RIOUBUL) JO JZIS
L'6T 6Ly ((YV)] 0€'0 0s'T [ oLe 009 08's gyl 00°sT (% un) (dxo+dwr) open [eqo[3 ur areyg
6'81 $'89 ((YV)] 0zo 080 091 09T 00°¢ 0re 06'1T 0€'LT (9 ur) s201d Yu2LINS UL J(D PHOM UI dIRYS
€€°0 Awouo0dd Jo az1
([e10) PIIOM  UT SAIRYS) 10JRDIPUL [BQO[S  PUB[BIZ MIN PUBLIDZIMS eI[exsny epeue)) wop3ury pajiun  uedef BaIy oany| saje)s pajun J0yed1pU|
HING 8101, PadueApe [B)O], ansodwod SIIUOU0I PIIULAPY
ur ySrom

(9007) SI0JEIIPUI IZIS PIIIIS - SIADUILIND JO I[OI [BYO[S) “p J[qe L,

Working Paper Series No 1031

March 2009



'$9A10821 93URYOX? UF1010§ 212y} JO uonIsOdwod £5ULIND Y 1OdAI YOIYM SILIUNOD JAGUIDUL JO SIAIISI DY) UO PAseq e sareys KOUILIND Y,

“s3unsi| ueadomyg-enur Surpnpuy |

g0 ‘SI ‘(900 110day [pnuuyy) SaSUDYIXF Jo uouDAIPa,L PlIOA ‘(YOOINQ IMUOUOIT PIIOM ) AW] :S2I4108

vu eu BU eu BU BU BU 'U vu BU BU %00 'U eu £ SOAIASAL X [2qO[3 ur areys
%0001 %S0 %10 %¥0 eu %LO %TO %10 %10 %10 %90 %Y 0 %E0 %90 %Y1 (L00¢ 11dy) 19A0UIN 13 IEW X] [2QO[S Ul 2XeyS
Jo3aeW (X ) 93UBYIXD USIOY
6L1°07 vu vu BU 'U vU BU BU 9 vu vu BU vu BU 1€9 (Asn uq ur) SUIPUBISINO SHUNOWE ‘SIANBALIP X DLO
989°1 'U eu vu eu eu eu eu vu eu eu vu eu vu vu (@SN uq ur) 1A0UIN) A[IEp ‘SOATIBALIOP Q1B 1SAIUI DLO
L86° 16T vu rU 'U 'U BU BU BU z rU U 'U U BU €Sy (@sn uq ur) SurpueISINO SIUNOWE ‘SIATIRALIDP dJR1 ISAAUI DO
JIBW SAJLAIADQ
PET'T 6 9 eu eu 8¢ I eu eu 1 4! S 14 €1 6 (900T Pud) PASH SALH JO LoqunN
e 00 60 eu 00 60 09 0 S0 €0 6T v 8€l 8t oer (@sn uq ur) sodi ur paster eides moN
%68 %BE Y1 eu %TL %9°'6T %S St i had %HLTL %TIE %Y ILT %8'L9 WBEELT %T8S b1 (uonestendes Joyrew Jo %) AID0[aA JoAOUIN dFLIOAY
TST8LT ¥ST1 168 eu 1T 98¢ €It coe Siv 90¢ YEY'S ¥69°1 608" 1L 0LE'E (@sn uw ur) sorouim K[rep o5eIAY
BLL 00 Bu Ly 909 60 00 00 0 00 00 00 (343 Lo 95 ursatuedwod pals| us1210) JO 21eyS
SE9'0F 68¢ 91¢ eu 901 See 0S¢ e 8IS STO'1 689°1 9SI°1 k4 80L €LI'T sorurdwod pajsi| jo JoquinyN
b1 %E0 eu %10 %LO %Y1 %€0 %E0 %S0 %91 %S'1 %ET %80 %bY'E uonesi[EIded 1¥IRW PLIOM JO 9 St
$£9°0S TIL w1 eu s 8¥€ 01L 6€1 [Ug! 9¢€T €8 YLL SYI'L 8¢ SIL'T (900€ pua ‘@S uq ur) uonesiferdes 1YIEN
JoNIRW D0
1LS°L1 €T L € I 01 I I € I I 0 T 61 9 30U pue spuog
SL8 0 vu 0 0 I 0 0 0 0 0 0 0 T @ SIUINISUL JOXTRW KQUOAT
ad£y £q “3qap [euonBUIAUI JO FUIPULRISINO S)UNOWY
SO¥'69 €€l eu LE Ly 61¢ LOL LL Trl 8yl 101 9te S8I'1 101 Sel Surpue)sino sjunowe (210,
88¢ €l eu I 0 4 I 0 0 I 0 0 0 0 € suoNMINSUI [PUONEUIdU]
7881 [4 L I 0 T 0 0 0 ! I 0 0 I 4 suoneiodio)
SPEVI 6 eu T 0 L 9 I T 0 0 0 I 61 LL suonMINSUJ [RIdURUL]
LT9'1 0 eu 0 0 0 € 0 0 0 0 0 0 0 1 SIUDWILLIDAOD)
1g9p [RUONBUINUI JO SUIPUBISINO SUNOWY
LS 4! B 0 0 LT 9 14 9¢ €S 85T S 0L S 8 suoneiodio)
0L0'TT 4 Bu 0 1 [48! 8LT i4 0 163 6T 91 8T¢ 81 ST suonmnsuy feroueuLy
SR 74 0L BU 3% St 891 1Y 69 €L 65 09 <o 98L 9¢ 81 SJUAWUIA0D
Q9P SNSAUWIOP JO SUIPULISING SHUNOWY
3da5u0d  peoiq, - (@SN Uq ur) JaxIew Jqaq
S)o3IeUI [EDUEUL) JO 9ZIS
UqLEE TS L0 I'1 T 0 T 1 60 [ ¥l I'e 81 6L 9T re (9 ur) (dxo+ dwr) apen [eqo[3 ur areyg
uqsrT 8r$ S0 80 0t 0 L1 e 80 0 €0 81 81 Ss €0 ¥0 (% u) s900d JUALIND UF D PHOM UI d1BYS
Awouodd jo 571§
PIOA BILIJY YINoS Loyany,  eissny BUNUISIY  0JIXIIN BISOUOPU]  pUB[IRY], eISKe[eIAl ©2103] YINOS eIpuy euIy) J10de3uig Suoy] Suoyg J0jed1puy

eIy % adoang Sursoury

eLUWY upe

RISy SurdIawy

(9007) SI0)EIIPUI IZIS PIYIIIS - SIADUILIND JO [OI [BYO[L) ‘PINUNUOD § L],

ECB
Working Paper Series No 1031

March 2009



00T 001 001 001 001 001 001 001 (€z0) ,HUN0dJE Yurq Kouarmd uS1210J UMO 0) WOPAAL]
001 L'¢€6 $'89 001 001 001 996 001 (ST0) (001-0 0} PasteULIOU ‘gOQT ‘0I] pue uuIy)) ssouuado Junosde [eyde)
16 98 9¢ €8 6 L 8 78 (ST0) (Slonuod joxrew [ended [euoneuIdu]
06 L8 06 8 68 69 98 (43 (ST0) ,S19LLIRq apen K101R[NSa1 JO WOPadl]
ST0 (ddurUL] puk SPO0L)) SILLIB( dPR.L],
9¢'e SOl ¥Se 00T 0€'cT 0€0 61'C voe (sT0) (% u1) 900 ur AN[Osqe uone[FuL
€90 ¥T0 o €0 L¥'0 0 LO00 €L0 (sTo (9 un) sxeak ¢ 1se[ Jo Ane[oA UOUR|IU]
8¢ €9 6C Ly 3 8¢ 08 8 (05'0) (oouapuadopur yueq [enua)
STo SINSS] AIBJOUOIA]
0 €1 4! 0 0 0 6T 0 sz (% ur) SYUBQ PAUMO-JUIWUILAOT JO dIeYS
0 0 91 0 8! 8 cl 14 (ST0) ,(JUSUIISIAUT D1ISOUIOP SSOIT JO 9 UL) JUSWISIAU] HOS
S6 16 L8 €6 06 89 L 6L (ST0) ,uondn1Iod Jo Wopaor]
001 001 001 001 001 001 16 001 (sTo (swsu Kuadorg
ST0 3e)S JO AZIS
L6 L8 6 16 66 6L €8 16 (0T 0) Juoneonsiydos 1oxrew [erouTuL
8¢ 19 09 9 €9 6 1Y L9 (0T 0) ,Anboa 03 ssa00y
€€ €€ 06 08 89 0 8¢ 06 (0z0) Juoisiaradng
a4 124 99 001 99 99 a4 001 (0T0) Lqury
L9 L9 SL 6 €8 SL 6 001 (0T 0) (eInsopsIq
[§40) uone[N3AI JY IR [BIOUBUL]
Pue[EdZ MIN PUBLIDZIIMS BleIISNY epeue) wop3ury paju uedef ©BIIY 0anj] s9e)§ paju) 10Jed1pUT J0jed1Ipu]

T1eqo[3 ensodwod

Y Ul SIYSIOM

SIIUIOUODF] PAIUBAPY

SI0JBIIPUI [BINJINIIS PIJIIIS - SADUILIND JO IO [BqO[S) °S J[qBL

ECB

Working Paper Series No 1031

March 2009



*(LO0T) dPEAIN puE am01) ¢

AIMnSUL J19SRI] YL |

“JOOpINQ WO PO ‘JINT ¢

*Xapu] ssauaAnnadwo)) [2qO[D) ‘WNIO JIWOUOIT PO z
*(9002) 4oJ12[YS pue soue[ig-op-zador] ‘BuOd B |
2§2034nog

0s 001 0s 001 0s 0s 001 0 0 001 0 0S 001 001 ,JUN020E Yurq AUALING USIAI0) UMO 0) WOPIL]
Tsl TSl 0'6¢ 0'6¢ $'89 %92 $'89 06¢ 0'6¢ 0'6¢ TSl Tl 001 001 (001-0 03 "wou 90T ‘oM/uuIyD) ssouuado 300v feyde)
6 0s 6¢ 65 LS 99 L€ v 42 9 € 6¢ 18 6 ,STonuod JoxTew [endes [euonPUIAUY
LL 9 LS 09 L LS 09 0L 8L vL 9 9 €6 €6 (SI9LLIEG SpEI) KI01R[N32] JO WOPAdL]
(durUL] puE SPO0L)) SIALLIE] IPBI],
69 09°6 89°6 0601 €9°¢ 0Ty orel o'y 65°€ vTT Sr'9 L'l L60 0T <(% 1) 900 ur Anjosqe uone[juf
06C 6091 8€'T 66'L 950 66'C ore [ 80’1 S0 860 191 9,0 81T (9 ur) smak ¢ 1se[ Jo Anne[oA UonEUL
st S8 9 6L 9 9 8 |54 Ly L€ 8T 09 L1 vu Pouspuadapur yueq [enua)
SANSS] AIBJUOTA]
0 9s u 19 9€ € [3% L1 o1 ST S8 vu 2l 0 (9 uD) $YURQ POUMO-USWIAAOT JO reyS
61 L€ eu o1 1 w@ €l S 91 vz It eu 0 0 ,(uauISaAUT 1ISIWOP $501F JO 95 UT) UAUWNSIAU] HOS
v w wu K4 [\ 13 1 k4 9 3% T eu 66 oL ,uondniIod jo wopaaxg
09 08 vu 08 09 09 09 001 08 001 09 eu 001 001 swsu Aradorg
3)¥)S Jo oZIS
€8 L 8¢ 9 69 99 SL YL 88 €8 6L S L6 001 uoneonsiydos joyrew [erouruly
65 0s vu 4 6¢ v St w IS 0s € vu ss 99 (Knba 07 55000y
st €9 eu 8¢S ¢ 8¢S 9 [ LL 44 L9 eu L8 L8 Juoisiazadng
99 w vu w@ 1 €€ 99 w 99 99 99 eu 99 99 (Anmqer
€8 0s u 0s 8¢ ST 0s 6 6 SL 6 u 001 6 |aInsopasIq
uoneM3aa I3 IeU [BIURUL]
BILIJY [JNo§ Aony,  eissny BUNUATIY  OJIXJ\ [izeag BISAUOpU]  puEB[Iey], eisKe[eA ©aI10Y] YINog eIpuy eurq)  oalodeSuil§  Suoyf Suoy J10jed1pU|

ey % adoany Sursrouy

BLIRWY upe|

vISY Sursiouy

SI0JBIIPUI [BINJINIIS PIJIIIS - SADUILIND JO IO [BGO[L) *PINUNUO0I S IR,

Working Paper Series No 1031
March 2009

ECB




Table 6. The “Global roles of currencies” based on size and structural indicators

(percentages)
Global role Adjusted Established Global role Size Structural Capital
measure global role international role measure by indicator indicator account
measure measure country groups US=100 US=100 openness
Advanced economy currencies 88.8 93.5 97.1 100.0 96.2 99.6
1 US dollar 38.7 412 443 437 100.0 100.0 100.0
2 Euro 27.0 27.7 313 304 66.8 104.2 96.6
3 Japanese yen 8.6 92 53 99 253 89.5 100.0
4 Pound sterling 7.1 7.5 9.3 79 18.8 96.0 100.0
5 Canadian dollar 2.7 29 1.1 3.1 7.1 100.7 100.0
6 Swiss franc 23 24 33 25 59 97.3 100.0
7 Australian dollar 1.8 19 1.9 1.8 4.6 924 100.0
8  New Zealand dollar 0.7 0.7 0.6 0.6 1.6 89.9 100.0
Emerging market currencies 112 6.5 29 100.0 70.5 45.6
1 Mexican peso 19 14 0.1 157 6.7 68.6 68.5
2 Singapore dollar 15 1.6 02 140 43 96.4 100.0
3 Hong Kong dollar 14 14 0.6 134 45 87.8 100.0
4 South Korean won 1.3 0.5 0.0 12.0 43 815 390
5 Chinese renminbi 13 02 0.0 114 8.6 384 152
6 Indian rupee 0.8 0.1 0.0 6.8 28 70.1 152
7 Brazilian real 0.8 04 0.1 6.4 29 64.8 453
8  South African rand 0.5 0.1 04 44 18 70.8 152
9 Turkish lira 0.3 0.1 02 34 12 85.0 152
10 Malaysian ringgit 03 0.1 0.0 30 13 704 390
11 Russian rouble 03 0.1 0.0 2.6 2.1 36.5 390
12 Indonesian rupiah 03 0.2 0.0 2.6 1.0 78.1 68.5
13 Thai baht 0.3 0.1 0.0 22 1.1 59.3 39.0
14 Argentinan peso 02 0.1 0.0 2.1 0.8 792 39.0

Note: The global role measure comprises 15 size and 16 structural indicators of a currency’s financial markets and the
underlying economy (provided in Tables 4 and 5 and summarised in columns 5 and 6 of this table). The adjusted global
role measure takes account of financial markets’ openness (which is shown in the last column, based on Chinn/Ito,
2006, normalised to 0-100). The established international role measure is based on the currency’s share in the

international debt market.
Source: Author’s compilation.
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