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I. Introduction 

Financial globalization, the bank deregulation, the European integration and the common 
currency (euro), an unprecedented international debt-fuelled artificial boom and the growth of 
the shadow banking system proved to us, the last four years, that this was not a normal process of 
economic growth, global improvements, and social welfare maximization for the citizens of any 
independent and sovereign nation. Like other societies, the U.S. and EU confront unparalleled 
levels of economic risk and uncertainty, but the euro continues to appreciate (the dollar is 
depreciated). What happens to us and how close we are dragged to economic meltdown is 
determined by the decisions of financial markets and the machinations of international 
institutions and their effect on politicians in different countries. Through it all, the Euro-zone 
member-nations policy makers are essentially powerless and the citizens of these nations are in 
economic and social destruction. 

 The current account deficit (because consumption exceeds production in the U.S.), which 
causes a capital account surplus (capital inflows in the U.S. to finance the deficit) and the scale 
of financing needed to support the U.S.  debts (fiscal deficit, national debt, and the private 
sector’s and households’ debts) together with the Federal Reserve’s policy of keeping U.S. 
interest rates low to ward off deflation, to stimulate the financial markets, and to revive growth, 
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has revived concerns about the sudden and sharp depreciation of the U.S. dollar since 2003. The 
Euro-zone faces worse problems compared with the U.S. ones, but the euro continues to 
appreciate. Many paradoxes take place in our economies, lately. Americans have lost an 
enormous amount of their purchasing power and wealth. Europeans have not only lost the 
purchasing power of their wealth, but they lost completely their income and wealth, and they are 
moving towards losing completely their property.1 The wars in Iraq and Afghanistan have turned 
Muslim investors to other currencies holdings instead of the U.S. dollar. The embargo of Iran 
will cause serious problems to Europeans, due to an anticipated increase of oil prices. 

This work examines potential triggers, mistakes, and indicators of such an economic crisis 
(“war”) and posits concrete policy options to limit U.S. and European vulnerability to the 
possibility of a plummeting dollar and emerging euro. It argues that the obvious long-term 
response to the risk of a dollar crisis is to limit buildup of the United States’ external debt (trade 
deficits) and domestic ones (public and private debts),2 and recommends that larger reserves (and 
well-understood mechanisms for borrowing foreign exchange reserves from major foreign 
central banks) would help to reduce the United States’ and Europe’s vulnerability to such a 
crisis. As a debtor, the U.S. is benefited from the devaluation of its currency, but for European it 
is destructive because euro is appreciated; and it seems that the “market” knows better than us 
and keeps the dollar “undervalued”. 

 

II. The Current Economic Strife 
 

 Currently, the international financial and monetary system (and the exchange rate) is very 
different from what it was 40 years ago. It is, now, in the process of evolving into a new stage 
through the ruinous globalization, which its first negative effect became visible globally in 
August 2007 and continues to alter our socio-economic structure. The one constant innovation of 
this free-market system was and still is to maximize the market value of the financial assets, 
which is a subjective and inferior objective and very costly for our society. Financial institutions 
play a critical, but very delicate role, since they are themselves value maximizing enterprises, 
creators of money from “thin air”, and innovators of any kind of new instruments (even “toxic” 
ones). Our economy is ultimately dependent on the viability of its financial institutions and 
markets, all of which are unregulated owned by institutional investors (hedge funds, insurance, 
pension funds, etc.). Thus, the focus of most of the economic analysis is on financial markets and 
businesses, which are legal entities, and not on households and people, who are the base and the 
apex of our society. These market prices (values) have caused serious instability, anxiety, risk, 
loss of wealth, and enormous psychological problems. How was it possible for so many people 
to be deceived? Lately, these markets, due to their corruption and greediness, had difficulties 
satisfying their objectives, which were investments and transferring of capital between savers 
(suppliers of funds) and investors (demanders of funds). 
 

                                                 
1 Europe is going back to medieval period. Property (assets) owners will be only a small minority in the near future 
in our free-market anti-humane economy. 
2 Total (public and private) debt of the U.S.A. was $157 trillion at the end of 2011. 
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 This modern capitalism involves the acquisition of expensive assets (real and financial) 
by borrowing (mortgages, car loans, etc. and buying securities with only 50% cash, margin 
requirements; the remaining 50% is purchased with call money loans), which is a very risky 
process. The entire economy is based on financial leverage and by paying a higher risk premium 
everyone can borrow money. This is unethical because a poor person or nation pay up to 40% 
interest rate (usury). The interest rate determines who gets credit.3 Over an extended period of 
boom, high growth, and enormous liquidity, economies tend to move from a financial structure 
dominated by hedge financing to a structure with increasing speculative financing. The shift 
towards speculative positions occurs intentionally and more or less inevitably because of 
innovations and overoptimistic expectations (“irrational exuberance”). The shift from speculative 
toward ponzi finance occurs because of lack of regulations, corruption, unethical business 
practices, and everything else that led the world, where we are today, to an unfair antagonism, to 
an economic war, and to a global financial crisis.4 
 
 Conventional wisdom argues that the economy is naturally stable, if people (all 
participants and institutions) are moral, ethical, and value the true “invisible hand”, which leads 
the economy to equilibrium and humans to perfection.5 Institutions, without regulations, are 
contributing to instability because their objective is the narrow one, the self-interest, which acts 
against the social interest and at the end against institutions’ interest and leads them to financial 
distress, bankruptcy, bail outs, unemployment, recession, and to the destruction of the social 
web. Interventions by government and regulators can thwart the instability of the financial 
market. Financial innovations through trial and error tried to satisfy the greediness of the 
institutional market participants. Thus, stability was very limited because they caused 
inefficiencies and disequilibria in the markets. Then, a financial crisis started and led to asset 
prices deflation, debtors’ repudiation, and interest rates ascension, which was very difficult to 
stop and generated tremendous losses in financial wealth to the creditors, and private pensions, 
as well as in real wealth to assets holders (housing), and in the entire economy.  
 
 Governments and central banks intervened in our economies and monetary and fiscal 
policies (countercyclical) were used to offset the losses of the private sector, except in Euro-zone 

                                                 
3 Minsky defines three financial positions: 

(1) Hedge Finance: Income flows are expected to meet financial obligations in every period. 
(2) Speculative Finance: The debt must be rolled over because income flows are expected to cover only 

interest costs. 
(3) Ponzi Finance: Income flows will never even cover interest cost, so the debtor must continue to borrow 

more and more or to sell off assets (privatization for nations) simply to service its debt.  
See, Demitri B. Papadimitriou and L. Randall Wray, “Minsky’s Analysis of Financial Capitalism”, Working Paper 
No. 275, Jerome Levy Economics Institute, July 1999. This Ponzi Finance is imposed to Greece, today, by the 

malevolent Troika. See, I.N. Kallianiotis, “Privatization and its Anti-Social Effects on National Economies”, Hellas 

on the Web, February 2, 2012, pp. 1-29. http://www.hellasontheweb.org/2010-04-05-22-20-08/2010-04-06-19-07-
44/12035-privatization-and-its-anti-social-effects-on-national-economies and “Greece’s Imposed Privatization 
(Denationalization) and its Effects on Individuals’ Utility and Social Welfare”, Christian Vivliografia, February 20, 
2012, pp. 1-13. http://christianvivliografia.wordpress.com/2012/02/20/greeces-imposed-privatization-
denationalization-and-its-effects-on-individuals-utility-and-social-welfare/   

 
4 See, Eiteman, Stonehill, and Moffett (2010, pp. 106-134), Kallianiotis (2011 and 2010), and Kallianiotis and Harris 
(2010). 
5 This is the only objective of human beings, to reach perfection in their life. 
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member-nations because they have lost their public policy tools. A large government investment 
and spending (G) can affect the aggregate demand (AD) and reduce the business cycles. 
Government deficits and debts have caused problems, especially in the Euro-zone, but this crisis 
was made by European politicians, who can be stopped by European voters in every nation. 
Countries and economies must be independent and uncorrelated. The large scale of this global 
financial crisis is due to globalization (high positive correlation among economies). Central 
banks have to be independent from the commercial banks and the financial markets, serving only 
the welfare of the citizens (then, they must be dependent to democratic governments). So far, 
nations have to pay for their mistakes (where central banks were contributors) and they are 
paying for five years. Social Justice demands justification! 
 
 After World War II, England lost its superiority and Germany was ruined with its 
fallacious decision to impose its will on Europeans militarily.6 Since the Korean War (June, 25 
1950 – July 27, 1953) until 2007, the U.S.A. was concurrently the biggest economic, military, 
and monetary power in the world (Table 1), with its currency, the dollar, to be the number one 
reserve currency of the world, with which all the basic commodities are priced and with this 
currency all transactions in the international commodities exchanges take place. Since 1999, a 
new rival appeared in the global currency market, the destructive, if it would be by mistake 
adopted, euro. The global dominium (dominance) of dollar made the new greater economy of the 
world, China, to peg its currency, the yuan, to the dollar and following a policy, which is a 
monetary war between the two nations and is increasing daily. China has become the most severe 
competitor of the U.S.7 Thus, the U.S. depreciated the dollar (Graph 1 and 4) to improve its 
trade, but the pegged yuan reduced U.S. competitiveness and made China very competitive 
because of its low cost of production and the undervalued yuan. The questions are, here: Why 
EU is keeping its euro overvalued (Graph 3) and has destroyed the European economies? Has 
this been done only for prestigious reasons or to reduce competitiveness from the poor members? 
 
 The U.S. was impelling the depreciation of the dollar towards the other non-pegged with 
the dollar currencies, especially the euro. With this decline of the value of the dollar, the U.S. 
increases its competitiveness and decreases the competitiveness of the Euro-zone and of the 
other developed countries. The Euro-zone countries blame the U.S. for this dollar’s depreciation. 
With more than 50% depreciation of the dollar, the U.S. has become more competitive during the 
decade of 2000s, where the European nations, due to the common currency, which has 
appreciated by 88% with respect the dollar, have lost completely their competitiveness. The 
economies of the Euro-zone peripheral nations have no future except if these nations leave the 
euro and go back to their national currencies. But, China, by pegging the yuan with the dollar, 
enjoys the same benefits as the U.S. plus some extras, due to the enormous low cost of 
production.8 Then, these two countries are technically making discounts to their own products 
and overvaluing the ones of the other nations (“beggar-thy-neighbor” international policy). These 

                                                 
6 Now, it imposes its will financially and economically without any war or resistance from the other Euro-zone 
nations. This is an indication of the downfall of Europeans. 
7 In 2011, the economic growths and the growth in stocks were as follows: In U.S. (1.8% and -0.9%) and in China 
(9.0% and -22.2%). (The Wall Street Journal, December 5, 2011, p. C5). 
8 In China, 1.34 billion people are working like ants and keep the wages to the lowest level compared with the other 
nations, especially the U.S. and EU.  
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pseudo-remedies, memoranda, austerities, Troika’s loans do not lead Euro-zone nations 
anywhere, except to their poverty and disappearance.  
 
 The rest of the nations, especially the Euro-zone, can sell their currencies (euros) and buy 
dollars and yuans to increase their values, but this is impossible (and costly, high transaction 
cost), due to the size of these two large economies. Then, the only means to improve their trade 
is through tariffs and import taxes, and other quantitative and qualitative restrictions.9 The euro 
caused serious problems to the countries, which were forced to accept it and abandon their 
domestic national currencies. These countries with high debts and deficits became less and less 
competitive. Before, they were surviving by devaluating their currencies. Now, with the euro, the 
countries of the Euro-area lost their contingency to control their monetary and consequently their 
trade policies. These new monetary conditions brought the countries-members (except 
Germany)10 to a very disadvantageous position. Greece, Portugal, Spain, Ireland, and Italy were 
destroyed with the overvaluation of the euro. The Euro became the most expensive currency 
globally. Europeans cannot compete with any nation after the adoption of the euro; they can 
acquire their former public policies only if they would go back to their previous national 
currencies (at an initial exchange rate of 1 unit of their domestic currency per euro).    
  

The paradox is the appreciation of the euro with respect to the U.S. dollar, at the time that 
the European economies are in deep recession. The Euro-zone debt and recession crises continue 
and many economists were creating scenaria of dissolution of the Euro-zone.11 The ex-president 
of France, Valery Giscard d’Estaing, said that Greece must examine the possibility of her exit 
from the euro for the citizens to avoid the pain of the austerities. If Greece had remained with her 
drachma, by now, it would have depreciated by 40-50%.12 Euro had appreciated with respect to 
the U.S. dollar13 by 88.24% and the poor Europeans have to reduce their cost of production 
(internal devaluation) by 88%, which has enormous social (impetuous poverty) and political 
(parliamentary dictatorship) cost. The adoption of the euro by the peripheral countries of the EU 
was a tremendous socio-economic mistake and the responsible politicians must be voted down 

                                                 

9 Trade barriers are government-induced restrictions on international trade. The barriers can take many forms, 
including the following: Tariffs, Non-tariff barriers to trade, Import licenses, Export licenses, Import quotas, 
Subsidies, Voluntary Export Restraints, Local content requirements, Embargo, Currency devaluation. Most trade 
barriers work on the same principle: the imposition of some sort of cost on trade that raises the price of the traded 
products. If two or more nations repeatedly use trade barriers against each other, then a trade war results. But, the 
ultimate objective of a nation must be the maximization of the social welfare of its citizens and not to help the allies 
by acting against its own citizens. Free trade has caused serious problems to European nations. 

10 The DM was appreciated much more compared to the euro with respect to the U.S. dollar. Then, Germany is 
better off with the euro instead of its own currency, the DM.  
11 The Japanese bank Nomura said that some Euro-zone nations will go back to their previous national currencies, 
which will depreciate drastically, due to their lack of competitiveness, wrong valuations, and inflationary shocks. 
The Greek drachma must be depreciated by 57.6%, the Portuguese escudo by 47.2%, the Spanish peseta by 35.5%, 
the Irish pound by 28.6%, and the Italian lira by 27.3%. See, dailynews24.gr, December 7, 2011.   
12 See, Hellas on the Web, December 7, 2011. 
13 The exchange rate between dollar and euro was, in October 2000, S=0.8500 $/€ and reached in April 2008, 
S=1.6001 $/€; an appreciation 88.24%. Today (April 18, 2012), where the Euro-zone is under dissolution, it is 
1.3130 $/€ (54.47% appreciation). Then, the markets might know something for the U.S. economy that the rating 
firms, the politicians, the central bankers, and the economists do not know. 
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for the prevalence of social justice. Bonitsis (2011) examined the stylized path of the 
competitiveness of the PIIGS nations and France’s and Germany’s by using the Harmonized 
Competitiveness Indicator (HCI). He found that Germany and France were at a competitive 
disadvantage and Portugal, Italy, Ireland, Greece, and Spain at a competitive advantage until 
2000 and then, with the introduction of the euro, Germany became the dominant competitive 
country, followed by France. The PIIGS lost their competitiveness and now have to follow all 
these fiscal austerity measures imposed by the Troika. British Prime Minister, David Cameron, 
decided to veto the EU (Lisbon) Treaty changes on its summit in Brussels on December 11, 
2011. Also, Sweden, Czech Republic, and Hungary decided to bring this issue to their 
parliaments for ratifications.14 Thus, economic fundamentals do not play a major role in the 
value of the currencies, today.  

   
 Further, Amstad and Martin (2011, p. 6, Chart 4) show that the central banks (Fed, ECB, 
Bank of England, and Swiss National Bank) assets were very close until 2008 (before the 
financial crisis) and then, there was a tremendous increase of the assets of the three central 
banks, but not of the ECB, to provide the liquidity (reserves) and help their economies facing the 
recession.15 The ECB’s increase of reserves supplying to the financial institutions was very 
small. This might have caused the continuation of the overvaluation of the euro (depreciation of 
the dollar) at the time that the debt crisis is keeping the Euro-zone in a deep recession. Why is 
this happening? Who is dictating this anti-European policy? Why European leaders accept this 
anti-social policy? The common currency and the common monetary policy in the Euro-zone 
have caused serious problems in the member-nations because they have different inflation rates 
and their economic growth and unemployment rates vary significantly, as well as their 
competitiveness in trade and foreign investments. Nechio (2011) says that the target rate of the 

                                                 

14 See also, David Cameron addressed MPs on the reasons behind his EU veto, Deputy PM Nick Clegg says the 
decision was "bad for Britain", and Labour say Mr. Cameron mishandled the negotiations and has left Britain 
isolated.  http://www.bbc.co.uk/news/uk-politics-16136672 

15 The governors in many central banks around the world are coming from MIT and were students of Stanley 
Fischer. This group consists: (1) Stanley Fischer (governor Bank of Israel), (2) Ben S. Bernanke (governor U.S. 
Fed), (3) Mario Draghi (governor ECB), (4) Mervyn King (governor Bank of England), (5) Lucas Papademos (ex-
governor of Bank of Greece, ex-ECB vice president, and prime minister of Greece), (6) Athanassios Orphanides 
(governor Bank of Cyprus), (7) Duwuri Subbarao (governor Reserve Bank of India), (8) Jose De Gregorio (Central 
Bank of Chile), (9) Charles Bean (King’s deputy in Bank of England), and (10) Oliver Blanchard (IMF). Stanley 
Fischer was from January 1988 to August 1990 Vice President, Development Economics and Chief Economist at the 
World Bank. He then became the First Deputy Managing Director of the International Monetary Fund (IMF), from 
September 1994 until the end of August 2001. By the end of 2001, Fischer had joined the influential Washington-
based financial advisory body, the Group of Thirty. After leaving the IMF, he served as Vice Chairman of Citigroup, 
President of Citigroup International, and Head of the Public Sector Client Group. Fischer worked at Citigroup from 
February, 2002 to April, 2005. He became Governor of the Bank of Israel on May 1, 2005, replacing David Klein, 
who ended his term on January 16, 2005. Fischer became an Israeli citizen, the aforementioned action being a 
prerequisite to this appointment. He has been involved in the past with the Bank of Israel, having served as an 
American government adviser to Israel's economic stabilization program in 1985. On May 2, 2010, Fischer was 
sworn in for a second term. Under his management, in 2010, The Bank of Israel was ranked first among central 
banks for its efficient functioning, according to IMD's World Competitiveness Yearbook. See,  
http://www.bloomberg.com/news/2012-01-12/rescuing-europe-from-debt-crisis-begins-with-men-of-mit-as-matter-
of-trust.html . 
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ECB does not fill all the Euro-zone members. The Taylor rule suggests lower target rates for the 
peripheral countries that have been caught in the sovereign debt crisis. The current monetary rule 
in EMU is in line with the Taylor rule recommendation only in the core group (mostly in 
Germany).16 For the peripheral countries the overnight deposit rate of the ECB is too high. This 
is another disadvantage of the common monetary policy for distinctive and different nations. The 
problem of the U.S. economy is the high unemployment, which cannot be improved with 
monetary policy (zero interest rate), but with some fiscal policy (“large program of public works 
spending”).17 EU’s and EMU’s problems are many (immeasurable) and they can be eliminated 
only when the EMU will be dismantled. 
 
 
 
  

                                                 
16 According to Taylor's original version of the rule, the nominal interest rate should respond to divergences of 
actual inflation rates from target inflation rates and of actual Gross Domestic Product (GDP) from potential GDP: 
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In this equation, ti  is the target short-term nominal interest rate (e.g. the federal funds rate in the US or the ECB key 

interest rate, OND), tπ is the rate of inflation as measured by the GDP deflator, *
tπ  is the desired rate of inflation, 

*
tr is the assumed equilibrium real interest rate, ty  is the logarithm of real GDP or the unemployment rate( tu ) , and 

ty  is the logarithm of potential output, as determined by a linear trend or the natural level of unemployment ( N
tu ). 

In this equation, both aπ and ay should be positive (as a rough rule of thumb, Taylor's 1993 paper proposed setting aπ 
= ay = 0.5). That is, the rule "recommends" a relatively high interest rate (a "tight" monetary policy) when inflation 
is above its target or when output is above its full-employment level, in order to reduce inflationary pressure. It 
recommends a relatively low interest rate ("easy" monetary policy) in the opposite situation, to stimulate output. 
Sometimes monetary policy goals may conflict, as in the case of stagflation, when inflation is above its target while 
output is below full employment. In such a situation, a Taylor rule specifies the relative weights given to reducing 
inflation versus increasing output. A simple version of the Taylor rule is: 
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Thus, the target rates (November 2011) must be: (1) Euro-zone: 0.2%=1+1.5(3%)-1(10.3%-5%), but it is 1% (high) 

(2) Germany: 1.7%=1+1.5(2.4%)-1(6.9%-4%), but it is 1% (low)  

(3) Greece: -7.75%=1+1.5(3.1%)-1(18.4%-5%), but it is 1% (very high) 

(4) Spain: -11.15%=1+1.5(2.9%)-1(21.5%-5%), but it is 1% (very high) 

(5) U.S.: 1.65%=1+1.5(3.5%)-1(8.6%-4%), but it is 0.25% (very low). 

The ECB key interest rate was 1.25% the last two years and on December 8, 2011, it was cut to 1%, which benefits 
only Germany. The U.S. federal funds rate is 0.25% since December 2008 and helps the domestic economy. 

17 See, Krugman (2012). 
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III. Conclusion 

  
The objective of this article is to determine the factors that have caused the appreciation 

of the euro (depreciation of the U.S. dollar) the last nine years, and their effects (positive and 
negative) on trade, wealth, and social welfare. The factors that have been determined, here, are 
the U.S. and European income, the U.S. consumption, the EMU prices, the U.S. national debt, 
the Middle East turmoil, which has increased the demand for euro, and speculation about the two 
economies (U.S. and Euro-zone).18 The exchange rate dynamics is based on shocks on the 
economy and on current account, due to oil prices, debts, and risk, between the U.S. dollar and 
the euro (Graph 2). Actually, there is a currency war among nations to stimulate their exports and 
improve the trade account (“beggar-thy-neighbor” trade policies). 

 
Lately, the U.S. dollar has been losing value with respect to the euro and other major 

currencies of the world. We want to see if this depreciation depends on economic shocks and 
economic fundamentals or if it is just speculation from individuals and countries, which hold 
large amounts of foreign assets denominated in different currencies or due to the current global 
financial crisis, recessions, instability, and the risk that the U.S. might freeze the foreign funds 
invested in its assets. The conclusion from this analysis can be that international investors are 
investing in countries with higher return or lower risk, and safety, depending on their utility 
function and the modern systemic risk. This increase in demand for these assets increases the 
demand for currency in that country and its currency is appreciated; the oil prices, the high risk 
and the enormous debts are affecting the currency, too.  

 
Before 2001, people were invested in the U.S. and Japan, so the U.S. dollar and the 

Japanese yen were appreciated. After 2001, they invested in the Euro-zone and the U.K. and the 
dollar and yen lost their value. Of course, due to high risk and wars (in Iraq and Afghanistan) and 
the creeping ones (in Syria and Iran), political conflicts, a unique financial crisis, and low 
returns, many speculators have invested in euros and other currencies, instead in dollars 
denominated assets. In the last months of 2011, we see a change in this trend because of the 
Euro-zone debt problems. The current account is affected by risk and high debts, too. 
Historically, the American governments have frozen the foreign assets inside the U.S., when a 
conflict arises. Investors know what is going on globally and act accordingly, so speculators take 
advantage of this knowledge.  

                                                 
18 Economy of Euro-zone (2011)   Economy of U.S.A. (2011) 

(1) GDP = $12,460 billion   (1) GDP = $13,423 billion 
(2) Growth of GDP = -0.3%   (2) Growth of GDP = 1.7% 
(3) Inflation rate = 2.7%   (3)   Inflation rate = 2.98% 
(4) Unemployment rate = 10%  (4) Unemployment Rate = 8.5% 
(5) Gross External Debt =  (NA)  (5) Gross External Debt = $8,400 billion 
(6) Public Debt = 86% of the GDP  (6) National Debt = $15,251 billion; 113.62% of the GDP 
(7) Budget Deficit =  of the GDP  (7) Budget Deficit = $1,300 billion; 9.68% of the GDP 
(8) GDP as a % of the U.S.A. = 92.83% (8) GDP as a % of Euro-zone = 107.73% 

    (9) Total Debt (Public and Private)= $115.7 trillion 
+$40.8 trillion=$156.5 trillion; 1,165.91% of the GDP 

Then, U.S.A. is not doing better than the Euro-zone. 
Why so much noise for the Euro-zone? There is no economic explanation!.. 
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 Finally, the decline of the U.S. dollar (and the overvalued euro) occur because the two 
economies have failed to correct the macroeconomic distortions in their economies (production, 
consumption, self-sufficiency, international relationships, debts and deficits, low return, high risk 
and unemployment, etc.). The overvaluation of the euro is due to ECB policy for “prestigious 
reasons” and to foreigners’ anti-Americanism (pro-European behavior). After this analysis, we 
can say that the dollar could appreciate with respect to the euro, except if we have any other 
domestic (like, increase of the federal funds rate or ECB rate, due to fear of inflation) or external 
shocks on the two economies (oil prices, Euro-zone member default, and new wars, etc.). Still 
the forecasting of the exchange rate remains as a problem and the appreciation of the euro will 
continue if the U.S. socio-politico-economic system stays the same. 
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Graph 1 

The Depreciation of the U.S. Dollar with Respect to the Major Currencies 
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Note: USXRI = Trade Weighted Exchange Index: Major Currencies: Index March 1973 = 100. 
Source: Economagic.com.  
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Graph 2 

Causality and Two-Way Causation (lags: 2) in the U.S. Economy 
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Note: See, See, Kallianiotis (2010, Tables 1 and 7). The arrow (→ ) shows the direction of causality. Y=income, E=aggregate Spending by U.S. residents 

(absorption), CA=current account, KA=capital account, S=spot exchange rate, iFF=federal funds rate, iGB=government bonds rate, iS-T=short-term interest rate (3-
month T-Bill rate), iL-T=long-term interest rates (AAA and BAA corporate bonds rates), DJIA=Dow Jones Industrial Average Index, ND=national debt, OPD=oil 
price domestic, and CPI=consumer price index.  
Source: Kallianiotis (2010, p. 50). 
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Graph 3 

The Appreciation of the Euro with Respect the U.S. Dollar 
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Note: EUS= the exchange rate between dollar and euro ($/€). 
Source: Economagic.com. 
 

Graph 4 

The Depreciation of the U.S. Dollar with Respect the Gold 
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Note: 1/GOLD=the value of U.S. dollar with respect the price of gold. (troy ounces of gold/$). 
Source: Historical Gold Prices-1833 to Present. http://www.nma.org/pdf/gold/his_gold_prices.pdf . 
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Table 1: Global Currency Reserves 

A 2011 study about the current dominant reserve currency in central banks shows that the dollar may not be the obvious dominant currency, 
because of the major part of Unallocated Reserves increasingly reported by central banks since 2001. Thus the following table is only a 
limited view about the global currency reserves because it only deals with Allocated Reserves: 

Currency composition of official foreign exchange reserves 

• v 
• d 
• e 

'95 '96 '97 '98 '99 '00 '01 '02 '03 '04 '05 '06 '07 '08 '09 '10 

Latest Data 

'11 Quarter 

III 

US dollar 
59.0% 62.1% 65.2% 69.3% 71.0% 70.5% 70.7% 66.5% 65.8% 66.0% 66.4% 65.7% 64.1% 64.1% 62.1% 61.7% 61.7% 

Euro 

    
17.9% 18.8% 19.8% 24.2% 25.3% 24.9% 24.3% 25.2% 26.3% 26.4% 27.6% 26.0% 25.7% 

German 

mark 

15.8% 14.7% 14.5% 13.8% 
             

French 

franc 

2.4% 1.8% 1.4% 1.6% 
             

Pound 

sterling 

2.1% 2.7% 2.6% 2.7% 2.9% 2.8% 2.7% 2.9% 2.6% 3.2% 3.6% 4.2% 4.7% 4.0% 4.3% 4.0% 3.9% 

Japanese 

yen 

6.8% 6.7% 5.8% 6.2% 6.4% 6.3% 5.2% 4.5% 4.1% 3.8% 3.7% 3.2% 2.9% 3.1% 2.9% 3.7% 3.8% 

Swiss franc 
0.3% 0.2% 0.4% 0.3% 0.2% 0.3% 0.3% 0.4% 0.2% 0.2% 0.1% 0.2% 0.2% 0.1% 0.1% 0.1% 0.1% 

Other 
13.6% 11.7% 10.2% 6.1% 1.6% 1.4% 1.2% 1.4% 1.9% 1.9% 1.9% 1.5% 1.8% 2.2% 3.1% 4.5% 4.8% 

  
Sources: 1995-1999, 2006-2010 IMF: Currency Composition of Official Foreign Exchange Reserves 
Sources: 1999-2005 ECB: The Accumulation of Foreign Reserves 

 
 

http://currency-exchange-calculator.com/metatropeas-nomismaton/  


