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I. Introduction 
 

A reserve currency or anchor currency is a currency that is held in significant 
quantities by many governments, central banks, and institutions as part of their foreign 
exchange reserves. This permits the issuing country to purchase the commodities at a 
marginally lower rate than other nations, which must exchange their currencies with each 
purchase and pay a transaction cost or more units, in case of depreciation of their 
currencies with respect the dollar. For major currencies, this transaction cost is negligible 
with respect to the price of the commodity. In 1999 another artificial (common) currency, 
the euro, appeared and its objective is to compete with the dollar and to control the 
economies of the member-nations that made the mistake to introduce it, even without 
referenda (undemocratically), as their “domestic” currency. 

 
A currency, in the most specific use of the word, refers to money in any form 

when in actual use or circulation, as a medium of exchange or as a tool of monetary 
policy. This use is synonymous with banknotes or with banknotes plus coins, meaning 
the physical tokens used for money or trade policy by a government of a sovereign 
nation. A definition of intermediate generality is that a currency is a system of money 
(monetary units) in common use, inside a nation and not a foreign currency imposed on a 
nation. Under this definition U.S. dollars and European euros are different types of 
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currencies. Fed and ECB are very important central banks not only for their economies, 
but for the rest of the world. Their policies are affecting the lives of 820 million people in 
U.S. and EU. But their independence from the governments makes their monetary 
policies less than socially optimal and ineffective. These two currencies, as stores of 
value are subject to trading between nations in foreign exchange markets, where 
international transactions, speculations, and expectations determine the relative values of 
all the different currencies, with the dollar undervalued and the euro overvalued since 
early 2003.  

 

II. Historic Role of these two Currencies and their Consequences 

Economists are saying that reserve currencies come and go, as it happened even 
with gold. “International currencies in the past have included the Chinese Liang and 
Greek drachma, coined in the fifth century B.C., the silver punch-marked coins of fourth 
century India, the Roman denarius, the Byzantine solidus and Islamic dinar of the 
middle-ages, the Venetian ducat of the Renaissance,1 the seventeenth century Dutch 
guilder and of course, more recently, sterling and the dollar.”2 But, a little more than ten 
years ago a new currency, like the “common of Athens” or the “common of Euboea”3 of 
the old times, appeared in Europe as the “common of Europe”, the destructive innovation 
for the ex-sovereign European nations, the euro.     

Before 1944, the world reference currency was the pound sterling (£). After 
World War II, the international financial system was governed by a formal arrangement, 

                                                 
1 The Orthodox Byzantines minted their own version of the Venetian silver ducat, called the basilikon. The 
basilikon (Greek: βασιλικόν [νόµισµα], “imperial [coin]”) was introduced shortly before 1304 A.D. by 
Emperor Andronikos II Palaiologos (r. 1282–1328), in direct imitation of the Venetian silver ducat or 
grosso, chiefly to pay the mercenaries of the Catalan Company. The Byzantine coin closely followed the 
iconography of the Venetian model, with a seated Christ on the obverse and the two standing figures of 
Andronikos II and his son and co-emperor Michael IX Palaiologos (r. 1294–1320) replacing St. Mark and 
the Doge of Venice on the reverse. The similarity was reinforced by the name of the new coin: the ducato, 
the “coin of the doge”, became the basilikon, the “coin of the basileus” , although the contemporary Greek 
sources usually call both doukaton. The basilikon was of high-grade silver (0.920), flat and not concave 
(scyphate = concave or cup-shaped) as other Byzantine coins, weighing 2.2 grams and officially traded at a 
rate of 1 to 12 with the gold hyperpyron (= νόµισµα ὑπέρπυρον) [was a Byzantine coin in use during the 
late Middle Ages, replacing the solidus as the Byzantine Empire’s gold coinage] or two keratia, the 
traditional rate for Byzantine silver coinage since the days of the hexagram ( ἑξάγραµµα, hexagramma) 
[was a large silver coin of the Byzantine Empire issued primarily during the 7th century A.D.] and the 
miliaresion ( = µιλιαρήσιον, from Latin: miliarensis), [was a name used for a number of Byzantine silver 
coins; in its most specific sense, it refers to a type of silver coin struck in the 8th–11th centuries]. The 
actual rate, however, was usually lower, and fluctuated depending on the changing price of silver: 
contemporary sources indicate actual rates of 12.5, 13, or 15 basilika to the hyperpyron. Examples of half-
basilika are also known to have been minted. In the 1330s and 1340s, however, the basilikon’s weight was 
much reduced, as a result of a silver shortage affecting all of Europe and the Mediterranean, falling to 
1.25 grams by the late 1340s. It ceased to be struck in the 1350s, and was replaced circa 1367 with the new, 
heavier stavraton. The stavraton or stauraton (σταυράτον) was a type of silver coin used during the last 
century of the Byzantine Empire.  

2 See, Helmut Reisen. "Shifting wealth: Is the US dollar Empire falling?". voxeu.org, June 20, 2009. 
3 See, “Euboea”, http://snible.org/coins/hn/euboea.html  and  “Numismatics”, Swiss School of Archeology 
in Greece, http://www.unil.ch/esag/page26203.html  
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the Bretton Woods Agreement. Under this new system the United States dollar ($) was 
placed deliberately as the anchor of the system, with the U.S. government guaranteeing 
other central banks that they could sell their U.S. dollar reserves at a fixed rate for gold 
($35/1 ounce of gold). European countries and Japan methodically devalued their 
currencies against the dollar in order to boost exports and development. In the late 1960s 
and early 1970s the system suffered setbacks due to problems pointed out by the Triffin 
dilemma,4 a general problem with any fiat currency under a fixed exchange rate regime, 
as the dollar was in the Bretton Woods system. In 1973, the fixed exchange system was 
abandoned because it could not be used as a trade policy instrument. Thus, countries must 
have their own domestic independent currencies that can be used as instruments of their 
public policy. 

The U.S. dollar is the most widely held currency in the Allocated Reserves today. 
Throughout the last decade, an average of two thirds (61.9% in 2012) of the total 
allocated foreign exchange reserves of countries have been in U.S. dollars. For this 
reason, the U.S. dollar is said to have “reserve-currency status”, making it somewhat 
easier for the United States to run higher trade deficits with greatly postponed economic 
impact or even postponing a currency crisis or stimulating an economy during a crisis 
(recession) by printing huge amounts of dollars. Central bank reserves held in dollar-
denominated debt, however, are small compared to private holdings of such debt. In the 
event that non-United States holders of dollar-denominated assets decided to shift 
holdings to assets denominated in other currencies, there could be serious consequences 
for the U.S. economy. But, they are not going to do it because of their mutual 
interdependence with the U.S. (U.S. buys their products and pays with dollars that are 
invested back to the U.S. in debt instruments). Thus, changes of this kind are rare, and 
typically change takes place gradually over time; the markets involved adjust 
accordingly. However, the dollar remains until recently the favorite reserve currency 
because it has stability along with financial assets that it uses to back it up, such as U.S. 
Treasury securities that have both scale and liquidity and the country is also a 
superpower. The U.S. dollar dominant position in global reserves is very much 
challenged currently, because of the growing share of unallocated reserves,5 and because 
of the doubt regarding dollar stability in the long term.  

In 1999, European Union introduced its common currency, the euro (€), in 
electronic form and on January 1, 2002 in bank notes and coins even though that the 

                                                 
4 The Triffin dilemma (or the Triffin paradox) can occur when a national currency also serves as an 
international reserve currency, in which case a conflict can arise between short-term domestic and long-
term international economic objectives. The resulting dilemma is thus to choose between these objectives, 
and was first identified in the 1960s by Belgian-American economist Robert Triffin, who pointed out that 
the country whose currency foreign nations wish to hold (the global reserve currency) must be willing to 
supply the world with an extra supply of its currency to fulfill world demand for this “reserve” currency 
(foreign exchange reserves) and thus cause a trade deficit. See, John N. Kallianiotis (2013), Exchange 

Rates and International Financial Economics: History, Theories, and Practices, New York: Palgrave 

MacMillan, ISBN: 9781137283221.  
5 The Fed’s monetary base from $183.203 billion (February 15, 1984) has reached $3,465.642 billion 
(September 4, 2013). This is an enormous growth of 1,791.70% in 29 years or 61.78% per annum. The 
world is over flooded with dollars. See,  http://research.stlouisfed.org/fred2/graph/?s[1][id]=BASE  
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fixed exchange rate had been abandoned since 1973 as non-performing and as an anti-
trade policy regime. The euro is currently the second most commonly held reserve 
currency, comprising approximately a quarter of allocated holdings (23.9% in 2012). 
After World War II and the rebuilding of the German economy, the German Deutsche 
mark (DM) gained the status of the second most important reserve currency after the U.S. 
dollar. When the euro was launched on January 1, 1999, replacing the Mark, French 
Franc and ten other European currencies, it inherited the status of a major reserve 
currency from the Mark (euro holdings was 17.9% in 1999). Since then, its contribution 
to official reserves has risen continually as banks seek to diversify their reserves and 
trade in the Euro-zone continues to expand until 2009; when the Euro-zone debt crisis 
struck this artificial market, currency, union, and euro started to decline. Euro is weaker 
than DM and for this reason is helping drastically the German economy, but stronger than 
the other European currencies and destroyed 16 economies in Euro-zone6 (except the 
German one). 

Even the former U.S. Federal Reserve Chairman, Alan Greenspan, said in 
September 2007 that the euro could replace the U.S. dollar as the world’s primary reserve 
currency. It is “absolutely conceivable that the euro will replace the U.S. dollar as reserve 
currency, or will be traded as an equally important reserve currency”.7 Econometric 
analysis by Jeffery Frankel and Menzie Chinn in 2006 suggests the euro may replace the 
U.S. dollar as the major reserve currency by 2020 if (1) the remaining EU members, 
including the U.K. and Denmark, adopt the euro by 2020 or (2) the recent depreciation 
trend of the dollar persists into the future.8 In recent years, as it was mentioned above, the 
euro’s increase in the share of the worldwide currency reserve basket has continued —
albeit at a slower rate than prior to the beginning of the worldwide financial crisis related 
recession and the European sovereign debt crisis, which adversely impacted the euro and 
slowed its adoption by other EU member-nations. 

                                                 
6 See, Thatcher, Margaret (1998), “A Family of Nations”, in The European Union: Readings on the Theory  

and Practice of European Integration, edited by Brent F. Nelsen and Alexander C-G. Stubb, Lynne 
Rienner Publishers Inc., Boulder, Colorado, U.S.A. Also, Margaret Thatcher had said that she denied to 
surrender her country to the EMU even though that she was pressed by the Bilderberg Club (The Spot 

Light, July 10, 1995). Γιὰ µένα εἶναι τιµὴ ἡ ἀπόρριψί µου ἀπὸ τὴν λέσχη Μπίλντελµπεργκ. Ὅποιος δεχθῇ 
νὰ παραδώσῃ στὴν Λέσχη τὴν αὐτοκυριαρχία τῆς Χώρας του εἶναι ἐκλεκτός , ἀλλιῶς 
ἀπορρίπτεται…Θέση τῆς Λέσχης εἶναι νὰ ὑποβαθµισθοῦν τὰ Ἔθνη καὶ νὰ ὑπάρξῃ µία Νέα Παγκόσµια 
Τάξη Πραγµάτων, ἀλλὰ θὰ ἀποτύχουν. Μὲ παραµέρισαν, γιατὶ ἀρνήθηκα νὰ παραδώσω τὴν κυριαρχία τῆς 
Βρετανίας στὴν Εὐρωπαϊκὴ Ἕνωση, ποὺ ἀποτελεῖ τὸ ἀπαραίτητο βῆµα τῆς Λέσχης γιὰ τὴν δηµιουργία 
µιὰς Παγκόσµιας Κυβέρνησης…» (δήλωση τῆς πρώην πρωθυπουργοῦ τῆς Βρετανίας Μάργκαρετ Θάτσερ 
στὴν ἐφηµερίδα The Spot Light, 10/7/1995). Ὅρα «Βοανεργές», ἀρ. τεύχ. 45, Σεπτέµβριος -Ὀκτώβριος 
2009, σ. 93 
7 See, "Reuters". Euro could replace dollar as top currency — Greenspan, September 17, 2007. This is 
expected because the objective is “one currency, one world, one economy, one …” 
8 See, Menzie, Chinn and Jeffery Frankel (2006). "Will the Euro Eventually Surpass The Dollar As Leading 
International Reserve Currency?" (PDF). NBER, January. Retrieved 2007-10-11. Also, "Aristovnik, 
Aleksander & Čeč, Tanja, 2010. "Compositional Analysis Of Foreign Currency Reserves In The 1999-2007 
Period. The Euro Vs. The Dollar As Leading Reserve Currency," Journal for Economic Forecasting, Vol. 
13(1), pages 165-181". Institute for Economic Forecasting. 2010-07-19. Retrieved 2010-07-05. 
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 Of course, inflation, through this U.S. monetary expansion, could raise aggregate 
U.S. debt and prices further. With the current enormous money supply and zero interest 
rate, we reached a liquidity trap and this policy has not so far and might fail to promote 
growth in the near future (U.S. unemployment rate is still 7.3%). Europe is in trouble; 
due to lack of liquidity (the ECB’s overnight deposit rate was 1%, became 0.75%, and 
recently 0.50%), which leads businesses to bankruptcy. Lending has declined drastically 
in the U.S. and even more in Europe. But, the problem is lack of demand, due to high 
unemployment and austerity measures; and only the aggregate demand, not the budget 
surplus, creates the aggregate supply (production and employment). The question is now: 
from where will the expected stimulus come? Troika “believes” that austerity generates 
growth (sic), which is very suspicious (planned) policy. This is the “new age” economic 
theory that is imposed (forcefully) on nations. Of course, if this U.S. monetary expansion 
had been used by the economy, we could have experienced hyperinflation in the U.S. 
Thus, it is safe for the economy, at the moment, because the high risk, the low income, 
and the high unemployment have made banks reluctant to lend and people unwilling to 
borrow. The U.S. has experienced high rates of inflation9 in the past, even though that the 

number one objective of the Fed is “price stability” ( 0≅e
π ). The dual mandate, it is not 

“full employment and price stability”, but “maximum employment and price stability”. In 
ECB, the mandate is price stability only and does not care for the 60% unemployment in 
Europe. The monetary expansion, the last six years, has far exceeded any previous ones10 
and the Fed is buying $85 billion securities per month to “improve” the economy,11 but 
the only positive effect is on the financial market.12 Then, what follows, when the 
unemployment will fall, it will be a high inflation. This liquidity and uncertainty in the 
financial market has increased the price of gold and silver, even the stock prices; another 
big bubble in precious metals and a depreciation of the dollar.13 

                                                 
9 From 1926-2008, the %1.3=π  and %2.4±=

π
σ . Source: Modified from Stocks, Bills, and Inflation: 

2009 Yearbook, annual updates work by Roger G. Ibbotson and Rex A. Sinquefield (Chicago: 
Morningstar). 
10 The Monetary Base (seasonally adjusted) in billions of dollars was: 2000: $613.869, 2001: $668.020, 
2002: $716.722, 2003: $754.871, 2004: $789.177, 2005: $814.831, 2006: $836.193, 2007: $846.212, 2008: 
$1,690.796, 2009: $1,994.401, 2010: $1,982.737, 2011:M07: $2,725.301, 2011:M09: $2,684.784, 
2012:M02: $2,753,  2013:M06: $3,245.245, and 2013:M09: $3,465.642 billion. Source: Federal Reserve 
Bank of St. Louis. See,  http://research.stlouisfed.org/fred2/data/BASE.txt  
11 Bernanke said that the Fed could start winding down its bond buying later in 2013 and end it by mid-
2014 if the economy improves, as the central bank’s officials expect. This announcement caused the DJIA 
to fall 206.04 points (-1.35%), the 10-year Treasury notes to jump to 2.308%, and the dollar to strengthen. 
(See, The Wall Street Journal, June 20, 2013, pp. A1 and A4). Next day, on June 20, 2013, the DJIA fell 
353.87 points (-2.3%) for the same reason. (See, The Wall Street Journal, June 21, 2013, pp. A1 and A8).  

12 “I am a most unhappy man. I have unwittingly ruined my country. A great industrial nation is controlled 
by its system of credit. Our system of credit is concentrated. The growth of the nation, therefore, and all our 
activities are in the hands of a few men. We have come to be one of the worst ruled, one of the most 
completely controlled and dominated Governments in the civilized world — no longer a Government by 
free opinion, no longer a Government by conviction and the vote of the majority, but a Government by the 
opinion and duress of a small group of dominant men.” U.S. President Woodrow Wilson about the Fed. 
See, http://www.salon.com/2007/12/21/woodrow_wilson_federal_reserve/  

13 The price of gold was; 2000:$280.10/1 oz Gold, 2001: $272.22, 2002: $311.33, 2003: $364.80, 2004: 
$410.52, 2005: $446.00, 2006: $647.10, 2007: $842.80, 2008: $841.70, 2009: 1,084.70, 2010: $1,405.60, 
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 Furthermore, the depreciation of the dollar, during the last decade, helps partially 
the U.S., but not the creditors of the country because their return is falling from their U.S. 
investments (translation exposure) and has become even negative.14 China has linked its 
currency to the U.S. dollar, so with any depreciation of the dollar, the yuan is also 
declining in value and China becomes the major beneficiary by increasing its exports.15 
Thus, the peg of the Chinese yuan to the U.S. dollar prevents the U.S. from altering its 
trade deficit by currency devaluation, but it helps the U.S. relative to the other countries 
(i.e., Euro-zone), where their currencies are appreciated. 

Unfortunately, lately, spreads on sovereign debt in Euro-zone nations are rising and 
credit default swaps (CDS) reflect the higher premiums being charged to protect against 
default. Investors compare risk ( Dσ ) to reward [ )( DRE ] and try to maximize the reward 

to variability (RV) ratio of their bonds’ investments (
D

RFD RRE
RV

σ

])([ −
= ) in regards to 

debt; when the reward is believed to compensate for the risk (max RV), the bond is 
bought and the bet is placed. Some countries in Euro-zone were paying 40% interest rate, 
due to high austerity measures that have increased the probability of bankruptcy, as it 
happened, lately, with Greece and other Euro-zone countries (PIIGS nations), where their 
unemployment has become double digits. We hope that this will not take place (will be 
prevented) in the most heavily indebted U.S.A. with the forthcoming new financial crisis, 
for which they are working now. 

III. Conclusion 

 The financial crisis resulted in a significant loss of trust in governments, in 
institutions (mostly the international ones), and the capitalistic economic system. The EU 
has failed completely as an idea to improve social welfare and democracy for Europeans 
and people’s confidence towards the EMU with its institutions has been nullified. With 
market confidence shaken and the financial system on the verge of collapse, only the 
public sector with its fiscal policy could curtail a systemic run. However, saving the euro, 
especially with extraordinary sacrifices from the people was a fatal mistake of the “new 
age” European governments. Monetary easing by the Fed, but not by the ECB, reduced 
the interest rate and bolster asset prices only, without increasing investment, economic 

                                                                                                                                                 
8/22/2011: $1,892.60, 4/25/2012: $1,638.40, 5/15/2013: $1,396.80, and 9/9/2013: $1,385.00 per ounce of 
gold. (Bloomberg.com). The DJIA from 6,547.00 (2009:03) had reached 15,658.36 (8/2/2013); it fell to 
14,776.13 (8/27/2013) after the announcement by Obama that the U.S. will bomb Syria. But the real DJIA 
is at the same level as it was in 1999. See, Yahoo. Finance. 
14 The effective rate of return ( eff

R
* ) for a foreign investor investing in the U.S. is: 

1)1()1( $
*

−−+= fdRR eff , where R = the nominal rate of return in the U.S. and $fd = the forward 

discount (depreciation) of the dollar.  For example, a European investing in 2012 (from January 1, 2012 to 
December 31, 2012), in one year maturity U.S. financial asset, 1-year Treasury Constant Maturity (

%12.0=R ) and the dollar depreciated by ( %6.1$ =fd ); his effective return was negative (

%9328.0*
−=

effR ). 
15 U.S. imports rose 1.6% in July 2013 from June on demand for industrial supplies and consumer products. 
See, The Wall Street Journal, September 5, 2013, pp. A1 and A2. 
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activity, growth, and employment in the U.S. Countercyclical fiscal policies have been 
abandoned, due to the budget surplus obsession of Troika. 
 
 Finally, the debt crisis cost to the PIIGS nations’ economy trillions of euros. The 
output loss, the enormous unemployment with its economic and social cost (foreclosures, 
dissolution of families, suicides, etc.) associated with deterioration in mental and physical 
health, including reduction in well-being among all people, have destroyed the social net 
of the nations. It is crucial and necessary countries to leave the euro and go back to their 
previous domestic currencies, their public policies, their independence,16 and their 
sovereignty.17 The primary causes of this planned crisis were the deregulation of financial 
markets and institutions, the corruption, tax evasions by businesses and wealthy 
individuals, the “new age” plague, and the common currency (euro). Nations have to 
implement effective domestic mixed public policies (monetary and fiscal) to avoid future 
episodes, whose magnitude could exceed the current financial crisis. Indicators show that 
a second new crisis is prepared from the “specialists”, but we hope to the true invisible 
hand, too.   

                                                 

16 The central banks all over the world have something in common that makes them highly interdependent 
and reduces their domestic independent policies. This is the following. The governors in many central 
banks around the world are coming from MIT and were students of Stanley Fischer. (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 ex-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 . 

17 The current military and political crisis in Syria, marked out only one independent nation (Russia) and its 
true leader, Vladimir V. Putin; the rest of the world “leaders” are just followers. These are the advantages 
(the grace of God) of an Orthodox Christian nation! See, Vladimir V. Putin, “A Plea for Caution from 
Russia”,  The New York Times, September 12, 2013, p. A31. 


