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Abstract
This paper investigates the performing of the U.S. dollar as the international currency. The theory of money and the Triffin Dilemma concept are applied to assess the functions of the dollar as the international currency. The U.S. poor macro economic performance and the international financial distortion has affected to the functions of U.S. dollar as the international currency. This analysis suggests that the international currency should not function as the national currency and the international currency simultaneously. 
Relevance to Development Studies
In regard to the economic development, many countries have suffered with the economic crises for many decades, and also the causes of the crises usually came from the financial sectors. Therefore, it is essential to understand the dynamic of the international financial system for decreasing the impact of the volatile of the international financial system and increasing potential of the economic development planning. This may support developing countries to achieve successful industrialization and integration into the global trade and financial system.
  Keywords
International currency, the U.S. dollar, the U.S Economy, Global imbalance,
Chapter 1 Introduction
When we study the international economy, we cannot avoid the question, what is international money? This is because international economic activity, like domestic activity, requires the use of money. For decades, economists, especially, Cohen (1971), McKinnon (1979; 1993), Kindleberger (1981), and Krugman (1984), have developed the theory of international money. This theory is usefulness for the economists and people who interested in the international economy. In short, the international money like a domestic one is defined by the functions that it serves; it is the international store of value, medium of exchange and unit of account
.
However, to effective performing in these three functions, the international money is required to ensure the stability of international money supply. More clearly, the international money supply is the quantity of international money available in the world economy system for facilitating to the world economy activities. But by doing this, it is requited the stability of money supply. There are at least two reasons for this argument. The first is based on the quantity theory of money, if the international money supply increases rapidly; the price level will increase rapidly, the value of money decrease (purchasing power). But, if the international money supply decreases rapidly without any corresponding decrease in world real goods and service, there will be a shortage of international money, which will hamper the world economy.
The second reason is based on the equilibrium concept, when the international money supply increases rapidly more than the market needs (excess supply) the exchange rate value of the international money will depreciate. People will unwilling to hold the international money and will looking for a higher return by holding other assets. In contrast, if the international money supply decreases rapidly, it will impact in the opposite side. Therefore, the stability of the exchange rate of the international money is also an important aspect.
In this view, no matter increase rapidly or decrease rapidly of the international money supply it will affect to the exchange rate value of the international money and the price level. As mentioned, the international money has done the three functions so when the price level and the money exchange rate value is not stable from the money supply the international money cannot function effectively in these three functions. Therefore, the international money is requited to ensure the stability of the international money supply. 
Today, the U.S. dollar is functions as the international currency, but the serious problem of the U. S. economy right now is the chronic current account deficit. Meanwhile, many countries have the current account surplus, especially in Asia. The U.S. paid their current account deficit by issuing a new debt which has been mainly absorbed by Asia countries, particularly China. Moreover, after the Dot Com crisis
 the United States has implemented the loose monetary policies and loose fiscal policies for many years, in this view, the dollar money supply has increased rapidly. It is no doubt that the U.S. macroeconomic problem has affected to both the world economy and the U.S. dollar. The problem is the dollar is not only function as the national currency but also the international currency. Today, it is, therefore, interesting to study how the U.S dollar performs in the three functions as the international currency. 

This issue much more interesting when we have heard the argument from Michael Dooley, David Folkerts-Landan and Peter Garber (hereafter DFG)
 that the Asian emerging market economies have contributed a new Bretton Woods system (hereafter BWII). They explain that in the Bretton Woods system, Europe and Japan fixed their currencies to the dollar; today, the emerging market economies- starting with China and others in Asia- formally and informally tie their currencies to the dollar to maintain weak currencies; run current account surpluses; and achieve export-led growth and industrialization. This is the Bretton Woods II. 
The BWII have been used by DFG to explain the global current account imbalances in the last decade, and DFG have argued that this system of fixed and heavily managed exchange rates is fundamentally stable, and the intervention required to prevent Asian currencies from appreciating will continue to provide the large of the financing the US needs to run ongoing current account deficit. For the periphery countries, the benefits of maintain weak exchange rates exceed the costs of reserve accumulation. 

However, some people argue that the U.S. dollar would not be able to function as the international currency and need the reforming. There are suggested to gradual shift away from the dollar as the main reserve currency toward the use of the Special Drawing Right (hereafter SDR) or Euro as a substitute for the U.S. dollar.  

This research disagrees with the DFG’s argument, and would like to argue that the BWII is not stable; the dollar is not effectively function as the international reserve currency. The US dollar is used as the national currency and the international reserve currency; this is the basic problem of the adjustment mechanism for dealing with global current account imbalances. This argument brings to the conceptual framework by Robert Triffin in the 1950s. His analyzed has come to be known as the Triffin Dilemma”, and also lead to the history of international currency perspective. This research also argues that the SDR or Euro is unable to function effectively as the international reserve currency.  
1.1 Research Objective
The primary objective of this research is to assess the three functions of the US dollar as the international currency in the present day, i.e. store of value; medium of exchange and unit of account. In an attempt to achieve these objectives, Fourth key questions will be addressed.

 First, Today, is the US dollar effectively performing these three functions?  
Sub questions:

What is an international reserve currency?


 How the international currency performs the three functions i.e. store of value; medium of exchange; and unit of account? 


What are the conditions for the international reserve currency to perform these three functions effectively?  
1.2 Approach and Method
The approach for this research was to perform a critical literature review and apply the main arguments from the literature about how  an international currency functions, to the empirical analysis case of the US dollar, to determine if the dollar is ineffectively function as the international currency and the cause of the ineffective that is discovered. This research focus on the three functions of international currency i.e. store of value, medium of exchange, and unit of account. This research was based on the theoretical analyze i.e. the theory of international money and the Triffin Dilemma concept, and also based on historical perspective by learning from the history of international currency, how its function and why its failed. 

This research was conducted using a mix of quantitative and qualitative methods. Qualitative methods were used to evaluate more subjective elements of the evidence pertaining to the use of the dollar as the international reserve currency, such as statements by political leaders and the actions of central banks. Quantitative methods, mostly statistics based on selected United Stated macro economic indicators such U.S. public debt, money supply, current account etc., in related to the world economic such as world GDP, world reserve, long term commodities price etc.. These relationships will be calculated and analyzed, also including simple tables, graphs and charts are used in an attempt to quantify the role of the dollar in the various functions.
This research was also based on the analysis of secondary data from academics working in the field, and global financial institutions such as Bank for International Settlements and central banks. Books, journals, and TV documentaries that have analyzed from different angles the various issues related to the causes and consequences of the dollar perform, were used as secondary sources.  

1.3 Scope and Limitations of the Study
The main purpose is to contribute to the discussion collecting different points of view primarily from international financial analysts, researchers, bureaucrats, and governments; in addition to analyzing the most relevant aspects of the performing of dollar as the international reserve currency.

The focus would be on the global economic imbalance, the U.S. macro economic fundamental. The focus would also on dollar as the national currency which playing the role as main international currency. Most discussions based on the international money theory, the Triffin Dilemma concept and the historical perspective. 

This paper faces several limitations, starting with the availability of data. Most of national governments keep economic data, information on sensitive political and economic factors, such as the central bank authorities keep the exact size and composition of foreign exchange reserves under tight wraps. 
1.4 Structure of the Paper

After the introductory chapter, a review of the concepts, definitions, theory of the international reserve currency and the Triffin Dilemma will take place in chapter 2. In chapter 3, wills present the brief history of the international reserve currency, what have been international reserve currencies and why did it fails. Chapter 4 wills illustration the status of dollar as main international reserve currency. The several debates of the role of SDR, Euro and the BWII concept will be discussed by according to the historical of international reserve currency perspective and the Triffin Dilemma. Chapter 5 will present the conclusions and answers to the research questions. 
Chapter 2  Theoretical Framework
This chapter will explain the theoretical framework of international reserve currency. The theoretical framework will focus firstly on the important functions of international reserve currency i.e. store of value, medium of exchange, unit of account; secondly, this chapter will explain the concept of the Triffin dilemma; and thirdly, will presents the debates of the global imbalance and the Bretton Woods II concept.  
2.1 Theory of International Money
Economists quite less confidence to answer if confronted with the question ‘what is money?’ Instead of designating a straight answer what money is economists describe what money does, or more precisely what is the functions of money do. In general macroeconomics text books (e.g. Heijdra and Van der Ploeg 2002; Mankiw 2003; Abel, Bernanke and Croushore 2008; Colander 2004), the three functions of money can be defined: (1) money as a medium of exchange, (2) money as a unit of account, and (3) money as a store of value. 

In case of the international money, instead of designating a straight answer “what international money is?” economists, especially, Cohen (1971), McKinnon (1979; 1993), and Kindleberger (1981), Krugman (1984) describe what international money does, or more precisely what is the functions of international money do. The international money, similar a domestic one, is defined by the functions that it serves. These functions are usually specified as being three in number. They correspond to the three basic needs served by international money- the need for an international unit of account, the need for a function as international medium of exchange, the need for an international store of value with balances held both by central banks and private individuals (Ibid).

The reason why the world needs the international money is because the international economic activities, like domestic economic activities, require the use of money. In the past, both domestic and international economic activities have used the commodity money (such as gold), but, fiat money is the norm in most economies today, the important reason is because fiat money helps to reduce transaction cost compared with commodity money or barter trade.  

It should be noted, however, that the international money is different from the national money. The national money is almost serve as three functions in a country, but the international money is not only almost serve as three functions in the international, but also usually can serve in the three functions in many countries, especially, function as store of value. Furthermore, in countries that are economically or politically unstable, the international money may be much more attractive (much more acceptability, stability, and liquidity) than national money as a means of holding wealth (Ibid).    
However, the international currency need to ensure the stability international money supply to effectively performing in the three functions (store of value, medium of exchange, unit of account) (Triffin 1957,1960; Cohen 1971). These three functions are important for international currency to serve the world economy activities. If the international currency could not function effectively in these three functions or sometimes just lag in only one function, the international currency is not only ineffectively performing but in some case it has to retire. Although, these three functions are closely interrelated and interdependence among functions, but for easy to understand, it is useful to distinguish among them. 
Figure 2.1 
The Functions of International Currency
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The figure 2.1 shows the three functions of international currency to facilitate the world economic activities. It should be noted, however, that to perform these three functions, there are the three conditions for the international money to function effectively (i.e. acceptability, stability and liquidity). Next, this study will give a brief detail of the three functions and three conditions of the international money, and also the requirement of the “stable international money supply”. After that, this study will consider how these functions interdependence in regard to the functioning of international currency.     

2.1.1 Function as Store of Value and the Condition of Stability Price level and Exchange Rate Value
As a store of value (domestic money), money is a way of holding wealth. An extreme example is a miser who keeps his life’s saving in cash under the mattress (Abel, Bernanke and Croushore 2008: 249).  Money is also a way to transfer purchasing power from the present to the future. For instance, if people work today and earn 100 dollar, people can hold the money and spend it next week, next month or next year. People hold money because they can trade the money for goods and services at any time in the future (Mankiw 2003: 76).
In the term of international money, it is doing the similar function of domestic money (Kenen 1982; Krugman1984). Governments, firms and households hold international to accumulate wealth, also hold international money because they can trade the international money for international goods and services at some time in the future. However, it is important to note that the international money is useful as a store of value also depends on how well it maintains its value. For instance, if prices are going up 1,000 percent or going down 1,000 percent a year, the value of the money is highly volatile. People will reluctant to hold the money. In other words, the “stable” price of international money is important for the international money to perform effective.
 It should be noted that if the international money supply increase rapidly more than the market needs (excess supply) the exchange rate value of the international money will depreciate. People will reluctant to hold the international money and will looking for others assets as their store of value, this will effect to the function as the store of value of the international money. Therefore, the stability of the exchange rate is also an important aspect of the international money.        

2.1.2 Function as Medium of Exchange and the Condition of Acceptability and Liquidity 

In domestic money, the use of money as a medium of exchange makes it possible to trade real goods and services without bartering. It facilitates exchange by reducing the cost of trading. People go into the restaurant and pay for the meal with money; the restaurant owner can spend (trade) that money for anything she wants. Most necessary is that everyone believes that other people will accept it in exchange for their goods and services. (Colander 2004: 267).  
For international money, the function of medium of exchange, whereby goods and services are paid for and contractual obligations discharged. In performing this role the key attribute of money is general acceptability in the settlement of debt (Cohen 1971: 4). More precisely, everyone musts believe that other people will accept the international money in exchange for their goods and services. The international money also must have a stable purchasing power in order to be a reliable medium of exchange.  For instance, the automobile firm in Japan buys the rubble from the rubble firms in Thailand by the US dollar. The rubble firms in Thailand must confident that this US dollar is stable purchasing power and also other people in the world will accept this US dollar in exchange for their goods and services. 
In other word, the international money can be used directly, instantly, and without restrictions to make payments- is sometime call money’s liquidity. The international money is liquidity if it can immediately, conveniently, and cheaply be used for making payments. For instance, the U.S. dollar coins and notes can be used almost every countries, or in the financial market assets, the U.S. treasury Bills (T-Bills)
 are very high liquidity, and can be traded without restriction at any time of the day (Ibid).    
 2.1.3 Function as Unit of Account and the Condition of Stability
As a unit of account, money provides the terms in which prices are quoted and debts are recorded. Money is the yardstick with which we measure economic transactions (Mankiw 2003: 76-77). Money is a useful unit of account only as long as its value relative to the average of all other prices doesn’t change too quickly. That is because it is not only used as a unit of account at a point in time, but also a unit of account over time. Money is a standard of deferred of payment. The value of payments that will be made in the future (such as the trade payments many of firms will be making in the future) is determined by the future value of money (Ibid).  

For the international money, the function as unit of account is the same logic with domestic money. In international trades and services between two countries, there is a preference for invoicing in exporter’s currency, but also a preference for invoicing in the international currency. For instance, say the US dollar, much international trades and services are invoiced in dollar; the Fed
 plays a central role in money’s usefulness as a unit of account. If the Fed printed excessive money to pay all the government expenditure, money’s relative price would fall quickly, which is another way of saying that the price level would explode and the unit of account function would be seriously undermined (Krugman 1984:264; Colander 2004: 268). 

2.1.4 The Requirement of Stable Money Supply
According to the theory of money, the money supply is the amount of money available in an economy. In modern economies the money supply is determined by the central bank (Abel, Bernanke and Croushore 2008: 251). The characteristics of good money are that its supply be relatively constant (Colander 2004: 266-270). Put crudely, in the domestic fiat money economy there is a monetary authority that decides on money policy and controls the financial markets. Money can be good money if people can trust the government to limit its supply and guarantee that its supply will be limited when it is too much in the market. On the other hand, people must trust the government will increase money supply when the “market needs” the liquidity.        

In case of international money, the supply of international money is the “money” which available in the world economy. The international money is required to provide adequate money to the world economic activities. The effective in this requirement, the international money provide money supply that relatively to the need. For instance, for some reason suddenly there’s an increase in international money supply without any corresponding increase in world’s real goods and services. The result will be a fall in the value of international money. On the other hand, if there’s an increase in world’s real good and services but not a corresponding increase in money, there will be a shortage of money, which will hamper the world economy (Ibid).
But, the international money doesn’t have the international authority to control the international money supply. This is the main problem of the international money since the gold standard system until today. As we shall see later in the study, particularly, when the national currency function as the international currency, this creates a tension between the quantity of money supply that the country needs and the world needs.      
2.1.5 Summarizing 
These are the three important functions and the three conditions for international money to perform effectively, in regard to the international money supply. As pointed out in the previous paragraph, these three functions are closely interrelated and interdependence among functions. Consider the relationship between the function of medium of exchange and unit of account. There are closely linked together, because goods and services are most often exchanged for money (the medium of exchange function), expressing economic values in term of money (unit of account function) is natural. However, the unit of account and the medium of exchange are not always the same. For instance, in countries with high and erratic inflation fluctuating currency value makes money a poor unit of account because prices must be changed frequently. In such cases, economic values are commonly stated in terms of a more stable unit of account, such as dollars or ounce of gold (Abel, Bernanke and Croushore 2008: 249).

Now consider the relationship between the international money supply and the store of value; the medium of exchange; and the unit of account functions. If the international money increase rapidly, people will be doubt about the standard of value, people may concern about the value of international money in the future and the purchasing power of it. Therefore, the rapid increase of international money will affect to its function of store of value, unit of account and medium of exchange. On the other hand, when the international money shortage it will effect to the function of store of value, unit of account and medium of exchange but in opposite way. 
To sum up, it is apparent that the international currency like a domestic one is defined by the function that it serves.  These are the store of value, medium of exchange and unit of account. The international currency performs these three functions in term of holding wealth; reducing transaction cost; and the yardstick for measuring economic transactions respectively. The condition for international currency performs these three functions effectively is to have: stable price, general acceptability and liquidity, and stable exchange rate. These three functions and the conditions are related to the international money supply, without the stable money supply these three functions unable to function effectively.   
2.2 The Concept of Triffin Dilemma
Robert Triffin is one of the important economists in the world. He was interested in the international financial system, especially post WWII period. He devoted his economist’s career to the international financial issues. He observed, studied, discussed, predicted and proposed as the scholar to improve the international financial system in the Bretton Woods system.   
Triffin was very successful in predicting important economic events. More than by anything else, he predicted the fall of the Bretton Woods system long before it really happened. He did so already in 1957, in his book Europe and the Money Muddle. It would take more than a decade before his prediction became true, in August 1971, when the US government announced that they would no longer exchange gold for dollars. The dollar became a paper currency and flooded the world (Teunissen 2009: 3). 
In 1957 he had already expressed his doubts and made the important point about the ability of convertibility “if it remained based only –as in the nineteenth century –on the spontaneous adoption and unflinching pursuit of (appropriate) policies by independent, uncoordinated, national decisions on the part of sovereign counties” (Triffin 1957: ix). He had argued for some years that the dollar shortage had ended and would not be an obstacle to the return to convertibility: “the enormous improvement of foreign countries reserves which has taken place in recent years has been primarily the result of a vast redistribution of net reserves from the US to the rest of the world… It is evident that such a movement could not continue indefinitely without eventually undermining confidence in the dollar itself” (Triffin 1957: 296). 
 Robert Triffin’s analysis and suggestions presented in 1957 in Europe and the Money Muddle were elaborated later in 1960 in the Gold and the Dollar Crisis: the Future of Convertibility. Most discussion on the flaw of Bretton Woods system, Triffin has wisely argued that if the United States corrected its persistent balance of payment deficits, the growth of world reserves could not be fed adequately by gold production at 35 dollar an ounce, but that if the United States continued to run deficits, its foreign liabilities would large exceed its ability to convert dollars into gold upon demand and would lead to a “gold and dollar crisis”. Robert Triffin’s diagnosis soon became known as “the Triffin Dilemma,” the summary title given to it by his career friend Oscar Altman (1961) (Triffin 1978: 2). 
They obviously resolved the Triffin Dilemma in favour of the second rather than the first horn of that Dilemma. The Central problem is the United States did not correct its deficits, and its accumulate of indebtedness to foreign central banks and commercial banks consequence generated the gold and the dollar crisis that cumulated – but did not end in 1971 with the suspension of dollar convertibility and the collapse of the Bretton Woods system (Triffin 1978: 3). It would take more than a decade before his forecast became true, when the US announced that it would no longer exchange gold for dollars in August 1971. The Bretton woods system was suspended and the dollar became a paper currency. 
The Triffin dilemma obviously deals with the liquidity provision issue, more precisely, when the United States did not correct its deficits the supply of the dollar increased too much in the world market. As a result, the rapid increased of the dollar had affected to its function as store of value, medium of exchange and unit of account. People was doubt about the standard of value, people had concerned about the value of the dollar in the future and the purchasing power of it. Therefore, the US dollar was unable to function effectively as the international currency and finished by the broke down of the Bretton Woods system
. 
2.3 Global Imbalance and the Bretton Woods II
As is widely known, the global economy has accumulated large and widening imbalances in recent years. The central problem is the large current-account deficits of the United States, which is matched by an aggregate of surpluses in a number of other countries, mainly emerging countries in East Asia and commodity-exporting countries. The enormous and rapidly widening U.S. current account deficit has been the issue of intense debate in academic and policy circles
. To shed light on the global current account imbalance, it is useful to review the recent debates of this issue.  
Some argue (Chinn and Ito 2005; Roubini and Setser 2004; 2005a) that the main reason for the increase in U.S. current account imbalances is the decline in U.S. savings, especially fiscal deficit and private sector savings deficit- at low interest rate, since 2002. The global imbalance reflects excessive money supply in the United States through loose macro economic policies. This lack of the stable dollar money supply which undermine confidence in the dollar as the reserve currency.  
In contrast, Bernanke (2005), Clarida (2005a, b), and Hubbard (2005) argue that global imbalance is not come from the United States. ‘A global saving glut’ which is an excess saving from Asian emerging market countries, driven by rising savings and collapsing investment in the aftermath of the financial crisis, as the cause of the U.S. current account deficit. From this view, the U.S. external imbalance is a problem came from aboard and amenable to a solution only in the longer term, as better developed financial systems mitigate this excess savings problem.
According to the impeccable optimistic argument from DFG (2003, 2004a, 2007) they argue that there is no problem with the global imbalance, this system is stable. They explain that in the last decade, the Asian economies and, increasingly, most emerging market economies have contributed a new Bretton Woods system of pegs to the dollar (BWII). The emerging market economies- starting with China and others in Asia- formally and informally tie their currencies to the dollar to maintain weak exchange rates, for current account surpluses and achieve export-led growth and industrialization. The US needs to run ongoing current account deficit.
DFG have also argued that this system of fixed and heavily managed exchange rates is fundamentally stable, and the intervention required to prevent Asian currencies from appreciating will continue to provide the large of the financing the US needs to maintain current account deficit. For the periphery countries, the benefits of maintain weak exchange rates exceed the costs of reserve accumulation. China, for example, relies on export-led-growth to absorb hundreds of millions workers from its rural areas. Reserve accumulation by Asian and other central banks allowed the United States to rely on domestic demand to underpin its growth and finance its current-account deficits. 
Ironically, it actually has many flaws in the DFG’s argument. Some economists such as Roubini and Setser (2005), Roubini (2006), and Hunt (2008) have argued that this structure is unstable. They claimed that the size of the financial flows required financing U.S. current-account deficits will increase at a faster rate than the willingness of the world’s central banks to accumulate dollar reserves, eventuating in a collapse of the system. Palley (2006) argues that there are many theoretical reasons for believing that intervention to protect the target exchange rate; foreign exchange markets are prone to herd behaviour. It should be noted, however, that intervene exchange rate is always flawed does not mean markets perfect.   
For Eichengreen (2007) he believes the international monetary system has changed much from 1960s. He noted that in the past there was no major alternative currency to challenge the U.S. dollar as the international reserve currency and also the European countries that formed the periphery constituted a cohesive bloc; under the new structure the dollar faces a strong alternative in the euro and the countries of the Asian periphery tend to act in a heterogeneous way. The factors that differentiate the present system from the earlier structure suggest, therefore, Eichengreen argues that the present system will collapse. 
Furthermore, some economists have critiqued the DFG’s concept is a misleading. For instance, Goldstein and Lardy (2004, 2005) pushes us to think harder and deeper about the DFG‘s argument that Foreign Direct Investment to China contributes to the build-up of a highly-efficient capital stock that would otherwise be unattainable in that country because of inefficiencies and distortions in the domestic financial system. They have argued that foreign investment in China has funded about 5 per cent of fixed asset investment in China in recent years. This was very small a share to offset the alleged misallocation of investment financed through China’s domestic banking system.  

Moreover, some well-know economists, such as Roubini (2004), Rajan and Subramanian (2004), Eichengreen (2004, 2007), Rodrik (2006), Goldstein and Lardy (2004, 2005), and Ferguson and Schularick (2009) have taken the paper seriously enough to cite it, they have argued that DFG underestimated the costs of sterilization in China and other Asian economies, especially those associated with financial repression. Moreover, the evidence accordance with Truman (2008) and Goldstein and Lardy (2008)’s argument that the exchange-rate policies in many Asian economies, including that of China, have been more flexible exchange rate than assumed by DFG. From these perspectives, it is meaningless to argue that BWII is fundamentally stable.
.  
2.4 Conclusion
To answer the sub-question of this research, (1) it is apparent that the international currency like a domestic one is defined by the function that it serves.  These are the store of value, medium of exchange and unit of account. (2) The international currency performs these three functions in term of holding wealth; reducing transaction cost; and the yardstick for measuring economic transactions respectively. (3) The condition for international currency performs these three functions effectively is to have: stable price, general acceptability and liquidity, and stable exchange rate. These three functions related to the international money supply, without the stable money supply these three functions are unable to function effectively.   
The Triffin Dilemma has analyzed on the dollar dilemma i.e. the liquidity provision issue between 1957-1971 periods. However, even if this concept was coined under a completely different international financial system, characterized by fixed exchange rates, This study believe that it is still useful to describe the contemporary international financial system imbalance and also the function of international currency in relate to the global liquidity issue, due to the double role of the dollar as national and international currency.

The good international currency needs to function effectively in three functions; functions store of value, medium of exchange, unit of account and provide stable money supply to the world economy. This claim will be tested by analyzing the history of international money i.e. gold standard system, Sterling and gold exchange standard. How they work and why they failed will be explained in next chapter. After that, this framework will be applied to discuss about the US dollar, SDR, and Euro as the international money, and also be used to discuss to the BWII concept in the chapter 4. 
Chapter 3 The History of International Money and why Did It Fail? 

This chapter will use the theory and concept in chapter 2 to explain the history of international money. What had been an international reserve currency? How they worked? What was the condition for its work effectively and why they failed will be explored.  There are four parts in this chapter: 3.1 the gold standard period 1880-1914; 3.2 the Sterling standard period 1914-1945; 3.3 the Bretton Woods system period 1946-1971; and 3.4 the conclusion.  
3.1 Gold Standard 1880-1914
The story of classical gold standard often been told
, and this study does not require yet another detailed rehearsal. Therefore, this study will simply skim the surface of the tale, concentrating only on those details that are directly relevant to the focus of the research. The story of gold standard will start with a brief background of the system, follow by the condition for this system function effectively, and will consider the causes of its failed. 

 3.1.1 Background of the Gold Standard System
The story of gold standard system is essentially quite simply. The gold standard got started in 1717 when London’s “Master of the Mint,” Isaac Newton, tied sterling to a set quantity of gold (Nash 2002:5). It prevailed on a global scale for a third of a century, from 1880 to 1914 (Eichengreen and Flandreau1997: 4). 
The emergence of the international gold standard came from the need to have a common standard as a result of growing international trade but many countries had hesitated to make the move to gold because of the high cost of switching. There had to be some method to get rid of demonetized silver without suffering too high of losses and funds available to purchase additional gold reserves, however, this barrier was eventually overcome and the gold standard system was born (Flandreau 1996:864).
Even though the gold standard was never completely respected, but many states adhered to its principles in a consistent manner. However, there are three factors to hold for the gold standard work. First, countries were required to fix their currencies in relation to gold. This meant that they had to declare that their currency was worth a particular amount of gold and then be willing to exchange it for gold. The second requirement was to allow the relatively free movement of gold across state boundaries. The third requirement was that currencies would be able to change value in relationship to each other while staying fix to gold (O’Brien and Williams 2007: 87).
3.1.2 The requirement and the Conditions for this System Perform Effectively
In the general, the gold standard system worked smoothly because it was automatic. Each country's money supply was linked to its gold reserves, and balance of payments adjustment was accomplished by international shipments of precious metal. Each country being subject to the same gold standard discipline, the system brought about a de facto harmonization of policies and an admirable degree of exchange-rate stability. This practice playing by the gold standard was called by Keynes that ‘rules of the game’ (Eichengreen and Flandreau1997: 3-14; Bordo and Schwartz 1995:5-6). In this perspective, the international money supply was stable to provide liquidity to the world economic activity in related to the need and supply of gold. In other word, the gold standard system can achieved the conditions of exchange rate stability and acceptability when the gold supply stable and the rule of the game were complied.  
This means that the gold standard system is the system of international money. The value of the nation’s money supply was compatible with the gold’s value. Furthermore, in regards of the international money system, both gold and nation money function effectively as the store of value, medium of exchange, and unit of account in related to the stable money supply when the ‘rules of the game’ were complied. During the gold standard system or the international money system period 1870-1914, many core countries of Western Europe had a credible commitment to the ‘rules of the game’. Therefore, the world economy was flourishing in this period
. 
3.1.3 Why Gold Standard Failed
As we know, the central banks under the gold standard must play conscientiously the ‘rules of the game’, that is, the rule that a deficit in the balance of payments should be corrected by domestic policies to deflate the economy. However, the problem, it turned out, was that evidence of ‘rules of the game’ behaviour was weak. In the classic study, Bloomfield (1959) found that pre World War I central banks violated those rules in the majority of years (Eichengreen and Flandreau1997: 14). Meanwhile Bordo (1995) found that the ‘rules of the game’ were also widely violated after World War I and vanished in 1914. 
The fact is that it is very difficult for a nation to finance a war while on the gold standard. The gold standard was destroyed by WWI. To wage the catastrophic war each government had to increase its own money supply. Inflation was so severe that it was impossible for warring European governments to keep their pledges to redeem currency with gold; they were forced off the gold standard and relied on fluctuating fiat currencies (Kaza 1996: 49). This means that when the European governments could not redeem their currencies to gold, when they inflated their own money supply for warring, the world money supply were instable increased to meet the political wants rather than subject to the market need, so the condition for the international currency function well was violated. Therefore, their currencies could not function effectively as the store of value, unit of account and the medium of exchange.

Moreover, there existed the shortage of gold, due both to a decline in current supply and to an actual or perspective increase in demand for monetary purposes. The world output of gold declined by about one-third from 1915 to 1922 as a natural result of the general rise in prices during and after the war, which entailed a high rising costs of the gold-mining, and which was not accompanied by a corresponding rise in the price of gold. In this view, the gold supply was not stable for the need (Nurkse 1997: 263). 

The story of gold standard, therefore, tells us that when the ‘rules of the game’ were widely violated in the interwar time and the gold supply declined from 1915 to 1922, the world economy had high inflation and currencies fluctuation. Put another way, when the international money system (gold standard system) could not provided the stable money supply, the international money system could not achieved the exchange rate stability and acceptability conditions. Therefore, the international money system could not effectively perform as the store of value, medium of exchange, and unit of account; as a result, it was expired.     
3.2 The Sterling 1914-1945

The story of sterling also has often been told
, and this study does not require yet another detailed description. Therefore, this study will simply skim the surface of the tale, focusing only on those details that are directly relevant to the functions as international money and to analyze why it failed. 
3.2.1 Background of Sterling Standard
Put crudely, the international gold standard system had overlapped with the sterling standard as during this time period the British pound enjoyed pre-eminence among all the gold-backed currencies. Until 1914 sterling enjoyed universal acceptability and was thus favoured for international transactions. Many countries also maintained close trade and monetary ties with the United Kingdom (Katz 1954:81). Additionally, every country was keeping their foreign exchange reserves in London, as it was the most important trading and financial centre in the world at the time. Their balances fluctuated based on the status of their accounts—increasing when they had a balance of payments surplus and decreasing with a deficit (Paish 1952:323).
In other word, the pound functioned as the most important international currency, and London is the most important trade and financial centre. The largest proportion of world trade was financed, invoiced and settled in sterling; the largest proportion of internationally owned assets was dominated in sterling; and the largest proportion of official reserves, apart from gold, was held in sterling. The pound bestrode the financial world like a colossus (Cohen 1971: 59).
However, the sterling functioned as international currency cannot be understood without taking into account the military power of British. For the first three-quarters of the nineteenth century, British policy favoured an open international trading structure, and British power helped to create it. Britain used her military strength to open many backward areas: British interventions were frequent in Latin America during the nineteenth century, and formal and informal colonial expansion opened the interior of Africa. Most importantly, Britain forced India into the international economic system. This supported the British to be the centre of the world economy (Krasner 2010: 335-336).
3.2.2 The requirement and the Conditions for Sterling Perform Effectively 

In regard to the theory money, the international currency (the sterling) had to provide the stable money supply to the world economy activities in order to achieve the conditions stability, acceptability and liquidity market, to functions effectively as the international medium of exchange; store of value and unit of account. In the time when Sterling was in these conditions and the requirement, Sterling was most widely used as an international currency. It was fully developed international money, serving all monetary functions. At the level of private international transactions, the pound is an important asset currency. Moreover, at least 20 per cent of all international trade is invoiced in sterling and settled through sterling bank accounts. Virtually every country in the world makes use of the currency at one time or another: at this level of transactions the Sterling performs its roles on a truly global scale (Cohen 1971: 55).

Moreover, Foreign governments seeking to borrow abroad came to London, making sterling the logical unit of account for debt securities, since then as now there was limited appetite for bonds denominated in their own currencies, the markets in which were less liquid and whose value was more easily manipulated by the issuer. When funds became available, it was natural to keep them in deposit accounts in London, generally in the same bank that had underwritten the loan. 
This means that these economic activities further enhanced the liquidity of the London market, which was perhaps the single most important fundamental making it attractive for foreign central banks and governments to hold interest-bearing assets there in the first place. More than that, because the market was deep and liquid, official foreign holders of sterling could argument or deplete their positions without disturbing prices or revealing uncomfortable facts about their balance sheets. They could use sterling to intervene in the foreign exchange market to manage their exchange rate to the gold import and export points (Eichengreen 2006: 3-4). 
3.2.3 Why Sterling Standard Failed
However, the sterling was not only the international currency, but also the national currency. Therefore, the function of the sterling as international currency was not free, but had depended on the British’s macro economic fundamental.
For instance, when a deterioration of the British balance of payments led the Bank of England to increase Bank Rate, importers of stable goods, finding financing more difficult, would be compelled to liquidate inventories, thus forcing down the prices of Britain’s chief import goods. And this meant an improvement of Britain’s terms of trade, since such declines could be expected to be far larger than those in the less sensitive prices of British industrial exports. Consequently, higher interest rats would improve the balance of payments not only on capital account (by inducing a net inflow of capital) but also on current account (Cohen 1971: 63).  
But by doing this, the international economic activities finding financial more difficult, it is not only because the improvement of the Britain’s balance of payment and decrease the world liquidity, but the money will flow to the British because the British was the most important trade and finance centre of the world. Therefore, in the relative term, the British were most safety and attractive for investment both direct investment and portfolio investment. Furthermore, if foreigners want to borrow money from financial market the cost of fund is quite high. This is because the higher interest rats from the reason Bank of English want to improve the balance of payments, this will affect to the world economy.    
On the other hand, when the British had the deteriorate balance of payments, but for whatever the reasons the Bank of England cannot increase Bank Rate, and the deterioration of balance of payments is not improve. Foreigners who accumulated sterling will concern about the value of the sterling as the function the international medium of exchange and store of value. In this sense, the sterling will meet a constraint of effective functions as international money.  

For instance, the serious economic problem of the British since 1931, particularly the problem of chronic balance of payment deficit and international debts has declined the role of sterling as the international currency. That sterling standard began to crumble, starting with sterling moving off gold in 1931. The United States, and then other industrial countries, followed between 1933 and 1936. Consequently of the chain reaction of devaluations, the value of the stock of gold in official reserves had, toward the end of the 1930s, sharply increased by some 70 percent in terms of national currencies (Nurkse 1944: 132). In the table 3.1 shows the net liabilities of the British Government expressed from 1931 to 1945.   
Table 3.1
United Kingdom External Liabilities, 1931-1941 (in million pounds)

	Date
	Total
	British             Empire
	Rest of World

	1931: December
	411
	195
	216

	1932:June

        December
	457

468
	238

246
	219

222

	1933:June

        December
	518

538
	281

275
	237

263

	1934:June

        December
	591

580
	337

316
	254

264

	1935:June

        December
	544

600
	301

346
	243

254

	1936:June

        December
	645

721
	357

358
	288

363

	1937:June

        December
	770

808
	401

387
	360

421

	1938:June

        December
	778

598
	380

339
	398

259

	1939:June

        December
	542

517
	328

362
	214

155

	1940June

        December
	543

680
	434

544
	109

136

	1941:June

        December
	881

1170
	676

924
	205

246


The figures show net liabilities, whether expressed in sterling or in foreign currencies. Loans to the British Government expressed in sterling or sterling area currencies are included.

Source: Reserves and Liabilities 1931 t0 1945, Cmd 8354 (Sep 1951), in Note: Reproduced from Cohen J. B. (1971) 

This data accordant with Cohen’s arguments, that since 1931 the sterling’s relative importance has declined. The reasons are to be found in shrinkage of the British economy itself relative to the rest of the world. Britain is no longer predominant, either in world trade or international finance. The pound is not nearly attractive for transactions purposes as it used to be. Fundamentally, what has diminished the attractiveness of the pound most is the precarious state of the British balance of payments, particularly since the World War II (Cohen 1971: 70-71). At the end of World War II Britain was the world's leading debtor country: not only did she owe more than 3,000 million pound to her wartime creditors, most of who were in the sterling area, but she faced a prospective cumulative balance of payments deficit of 1, 250 million pound between 1945 and 1950 (Newton 1984: 392).
Not surprisingly, the chronic balance of payment deficit of the British, sterling was under the threat of devaluation or depreciation
. In this view, the sterling could not provide the stable money supply to achieve the conditions of stability exchange rate, to function effectively as the medium of exchange, unit of account and the store of value. As we know, after the war confidence in sterling tended to decline and the sterling failed to function as the international money. When the British had the macro economic problem it impacted to the sterling as the national currency and also as the international currency. The declined of the Sterling system was then brought about by large shifts of sterling balance into gold and dollar, and gradual weakening of foreigner’s confidence in the Sterling (Triffin 1960: 67). 
To sum up, the sterling failed to function as the international money because the sterling could not commit to provide the stable money supply in related the world market needed and achieved the conditions of international money in order to function well as medium of exchange, unit of account and store of value. The role of the sterling, simultaneously, functions as the national currency and the international currency was also the fundamental problem, as a result the sterling gradually lost its position. 
3.3 Bretton Woods System periods 1946-1971

According to the Bretton Woods System, this study wills simply focusing only on those details that are directly relevant to the functions as international money (i.e. the US dollar) and to analyze why it failed. By analyzing why the US dollar failed to functions as the international money in this system, this study will base on the Triffin Dilemma concept and the three functions of international currency. 

3.3.1 Background of Bretton Woods System
In July 1944, the allied countries gathered in Bretton Woods, New Hampshire, to outline a new financial and monetary system. The International Monetary Fund (IMF) was created as the important part of this system to ensure global financial stability and cooperation and to prevent competitive devaluations. Under the agreement, the members of the IMF also committed to maintaining balanced current accounts and were allowed to regulate capital flows. The so called Bretton Woods system was based upon fixed exchange rates to the US dollar, which was in turn pegged to the value of gold at a fixed amount of 35 US dollar per ounce (Molina and Ruiz 2010: 4; Solomon 1977: 1-12; Bordo 1993: 34-35; Cohen 2002: 2).

Each member of the Fund was required to establish a par value for its currency in terms of either gold or the U.S. dollar and to maintaining the market exchange rate of its currency within one per cent of the declared par value, by intervening in the foreign-exchange market by buying and selling the currencies of other countries. Instead of the rigid exchange rates of the gold-exchange standard, and the floating rates that characterized the mid-1920s, the earlier Bretton-Woods system featured fixed-but-adjustable exchange rates. Parities could be changed with Fund approval if a member faced a “fundamental disequilibrium” on its external accounts. Moreover, each member of the Fund was allowed to make its currency convertible for current-account transactions (Solomon 1977: 12; Bordo 1993:35; Kenen, 1993: 235). 

In short, the U.S. dollar was the centre of the Bretton Woods system. The U.S. pegged the price of the dollar at 35 dollars per ounce of gold by freely buying and selling gold to official bodies. Other countries were the periphery of the system by intervened exchange markets to keep their currencies within one per cent of parity against the dollar by buying and selling dollars (Bordo, 1993: 37-49). In this view, the US dollar perhaps formally starts functioning as the international reserve currency since the Bretton Woods agreement.  
It should be noted, however, that the cessation of WWII left Europe and Japan in a state of industrial and financial destitution. While the brutal of war damage to railway, shops, factories, roads, harbours, and homes from countries to countries, it was universally severe. Moreover, The United States had a relatively stable domestic level with a minimum of price controls. In 1945, the other industrial countries had varying degrees of open and repressed domestic inflation coupled with widespread currency restrictions (Solomon 1977: 15-16).  
After 1945, therefore, banks everywhere have traded against the dollar as the main intermediary currency to service the spot and forward foreign exchange needs of their nonbank customers. Dollar-based interbank markets are relatively deep and liquid at every term to maturity, acceptability, stable purchasing power, and greatly reducing transactions costs (McKinnon 2010: 3-4). It is, therefore, not surprising that in this time the United States was the county which was the strongest economically and politically in the world. This is the important factor for the dollar to occupy the role as international currency.   
3.3.2 The requirement and the Conditions for Performing Effectively
In regard to international currency, the function of the US dollar as the international money was not smooth functioning in the Bretton Wood period. The main problem was the US dollar simultaneously function both the national currency and the international currency. As the Triffin Dilemma concept explain, if the United States corrected its persistent balance of payment deficits, the growth of world reserves could not be fed adequately by gold production at 35 US dollar an ounce, but if the United States continued to run deficits, its foreign liabilities would inevitably come to exceed by far its ability to convert dollars into gold upon demand and would bring about a gold and dollar crisis (Ibid). 
This dilemma was a major weakness of the Bretton Woods system, put simply, even U.S. deficits had been incurred since 1950s, but the dollar shortage continued until the late 1950s. And although the overall U.S deficit became larger in 1958-1960, it was hardly to provide the world with excessive reserve in the 1960’s (Solomon 1977: 28). It is important to noted that, the problem of provide adequacy of total international money supply of the United States and the fear that the dollar shortage might hamper the growth of the world economy, led to the creating the special drawing right (SDR) (Clark and Polak 2004: 51).    
The SDR has introduced in 1969, the reserve asset issued by the International Monetary Fund, was prompted by the desire to establish a mechanism for the deliberate creation of international reserves that would supplement the dollar. Some people believe that SDR is a way out of the Triffin dilemma whereby additions to official dollar holdings were seen as undermining the stability of the system, given the tendency on the part of some central banks to convert their dollar reserves into gold, thereby drawing down the limited U.S. gold stock (Clark and Polak 2004: 49).
In short, the value of the SDR is calculated by averaging a basket of four world key currencies i.e. US dollar, Euro, Japanese yen and UK pound – in a weighted formula that is re-evaluated every five years to ensure it represents the relative importance of each. However, there is a cost to use SDRs, in which the government must pay interest rate charges on any SDRs it has converted into hard currencies that bring the total in their account less than they received in the original official allocations. The interest rate charge is calculated on the average of interest rates on short-term debt for the four basket currencies and is re-calculated every week. The interest rate charges continue until the user replenishes its SDR account by re-converting hard currencies back into SDRs. (Rowden 2009: 6-7). 
However, the problem of adequate money supply of the dollar, obviously favour in another horn of the dilemma, and that is the important cause of the collapse of the Bretton Woods financial system. To sum up, it is sufficient to note that the international currency must provide the stable money supply to the world economy; it is the requirement for the international currency to achieve the conditions of stability and acceptability for the international money to functions well in the three functions.
3.3.3 Why the Bretton Woods System Failed
The US dollar function as the international money, so the international money subject to the United States macro economic fundamental. For instance, the United States balance of payment surplus would have transferred gold and dollars to the United States, but the dollar balance were part of the foreign reserves, so the total world reserve will fall, so a U.S. surplus was seen as undesirable, this is a central problem. In fact, throughout the 1960s the United Stated had a balance of payment deficit. 
To rebalance, the United States either had to sell gold or accumulate dollar liabilities to foreigners. However, if the gold reserve decreased and liabilities rose, concern increased that the liabilities would increase larger in relative to the gold reserve to maintain the fixed gold price. The figure 3.1 shows the United States gold reserves and dollar liabilities to foreign central banks and governments from 1960-1972. In 1964, the dollar liabilities to central banks were equal to the U.S. gold reserves and by 1970 were twice the level of the reserve (Meltzer 1991: 56-57).      

Figure 3.1 
The US gold Reserve and Liabilities to foreign Central Banks and Governments
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Source: Meltzer, A.H. (1991), U.S Policy in the Bretton Woods Era.

In this situation, the interesting way for the United States to maintain the confident in the dollar is to deflate their economy. However, as we know, the contraction economic policy is not popular for people. This may be the most important reason for the United States government in that time did the opposite. The table 3.2 shows the data of US’ money supply M1 between 1959 and 1970, the money supply continues expanded all this period. Moreover, the increasing of money supply accordant with the sharp increased of the inflation of the United States in the second half of the 1960s (figure 3.2).        

Table 3.2
 The US money supply Billions of Dollars

	Date


	M1

	Dec  1959
	140.0

	Dec  1960
	140.7

	Dec  1961
	145.2

	Dec  1962
	147.8

	Dec  1963
	153.3

	Dec  1964
	160.3

	Dec  1965
	167.8

	Dec  1966
	172.0

	Dec  1967
	183.3

	Dec  1968
	197.4

	Dec  1969
	203.9

	Dec  1970
	214.4


Source: Federal Reserve Statistic Release

*Note Currency, traveller’s checks, demand deposits, and other checkable deposits, (Seasonally adjusted)
Figure 3.2 
Inflation of the U.S.1965-1970
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Source(s): Bureau of Labour Statistics

Note: All data are seasonally adjusted
Many countries worry about the quality of their dollar reserve, they feared that, in time, U.S. liabilities would increase too much in relation to U.S. gold reserves, therefore, leading to a devaluation of the dollar or, perhaps, inability to convert dollars into gold, this created the cycle of distrust. Not surprisingly, this situation declined the confidence to hold the U.S. dollar, after 1968 the Bretton woods system becomes increasingly unstable and collapsed in 1971 (Solomon 1977; Bordo 1991).        

Furthermore, in regard to the decline of confidence to hold the dollar, the question is what kinds of the confidence that declined. When the United States had the problem with balance of payment deficit, the supply of the dollar to the world had increased, also the high inflation in the United States and expansion of the dollar money supply in the second half of 1960s. Therefore, the foreigners had lost the confidence of the dollar as the store of value. This is the reason why in August 1971, British and France requested the United States for converting the dollar to gold, it is of course they lost the confidence in the value of dollar and followed by the collapse of the Bretton Woods System (Solomon 1977: 15-16).   

In the experience of the Bretton woods system, the international currency is necessary to provide stable money supply to the market need. Also it is important for the international money to ensure the stability exchange rate value and price level to function effective as the store of value, unit of account and medium of exchange. In case of the dollar in regard to the Bretton woods system, the dollar could not function effectively in provide the stable international money supply, this affected to the confidence in its value as the function store of value, medium of exchange and unit of account. As a result, the Bretton woods system was suspended.  

3.4 Conclusion 
In the brief history of the international money, how they worked and why they failed has been explored. The lesson we can learn from them is the international money is required the stable international money supply to achieve the conditions of stability, liquidity and acceptability to effectively function as the store of value, medium of exchange, and unit of account. These functions are closely interrelated and interdependence among functions. When the international currency could not function effectively in these three functions or sometimes just lag in only one function, the international currency is not only ineffectively performing but in some case it had to retire. Also the international currency, simultaneously, function both the national currency and the international currency is the fundamental problem. 

The theoretical framework and historical perspective from chapter 2 and 3 will be applied to analyze the US dollar as the international money at the empirical analysis level in the next chapter
Chapter 4 The US dollar as the international currency

In this chapter the theoretical framework of international currency and the historical of international currency perspective will be applied to analyze the function of the US dollar as the international currency. The story of the dollar will focus on the last decade 2000-2010. There are three parts of this chapter: 4.1 the background of the dollar as international money and the macroeconomic fundamental of the United States; 4.2 the discussing of the global imbalance and the dollar; 4.3 conclusions. 
4.1 The background of the dollar as international money   
The story of the dollar is interesting this is because after collapse of the Bretton Woods system, a weak and falling dollar value led to the great oil price shock, high price inflations and disastrous asset bubbles of the1970s. However, the dollar standard still survives despite major worldwide crises precipitated by errant American monetary policies in 1970−72 with the forced breakdown of the Bretton Woods financial system, and in the recent global financial crisis cause by an overly easy Fed policy in 2002-2006. The world dollar standard still dominates the financial underpinnings of most international trade— even trade not directly involving the United States (McKinnon 2010: 2). 
For example, figure 4.1 shows the foreign exchange reserve that composition of central bank’s holding. As we know, the reserve currency is one important aspect of international money; countries hold the international money to pay for the international goods and services. A large percentage of international trade and services are invoiced in the international currency, this is a strong incentive for the central banks to hold that currency. After the collapse of the Bretton Woods system the central banks still faith in the dollar, in the period of 1970-1980 the central banks held the dollar more than 60 % of the total world reserve, particularly in 1975, the central bank held the dollar close to 80% of the world reserve.  
Figure 4.1 
Foreign Exchange Reserves 1970-1995 (Composition of Central Banks’ Holding) 
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Note: Reproduce from Jeffrey A. Frankel (1995)
However, when the dollar declined gradually between 1980 and 1990, the mark and yen share increased gradually over the same period, starting from very low levels in the 1970s (Frankel 1995: 10). In this view, many economists and commentators have argued that the dollar was losing its role as international currency, and was expected that the dollar will continued to decline in its international currency role. It was widely believed that the dollar has declined, especially, after the Plaza Accord in 1985
 when the dollar had devalued a very large percentage compared with the mark and yen. The figure 4.2 shows the US dollar real exchange index rate between 1970 and 1992. The US dollar decreased sharply after 1985.
Figure 4.2 
The United States real exchange rate (index 1980-1982= 100) 
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 Source: Reproduced from Rudiger Dornbusch commented on Michael D. Bordo (1993) ‘The Bretton Woods International Monetary System: A historical Overview. 
Unfortunately, we know later that they are completely wrong. This might be because human behaviour is impossible to explain and predict, or simply because they haven’t yet penetrated its deep structure. It is not only the dollar has not declined its international currency role, but the dollar standard has increased the role as international currency and still dominates the world economy.  Many countries are willing to hold the dollar to pay for the international goods and services. In the figure 4.3 shows the percentage of the currency composition of foreign reserve holding, it shows that the dollar has increased after 1991 and peaked at 71% in 2001.  

Figure 4.3 
Foreign Exchange Reserves 1979-2009 (Composition of Central Banks’ Holding) 
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Source: U.S. Department of the Treasury

Note: The ecu was the unit of account for the European Monetary System (EMS) the precursor to European monetary union. It was computed as a weighted average of the currency participating in the EMS.
But, the important question is why the dollar still so attractive? What is the reason for the dollar to maintain the role as international currency? In economic point of view, the United States has the enormous size of the economy. Today the percentage of the U.S GDP to the world GDP is about 25%. This means that the enormous world economic activities have related to the Unite States both direct and indirect 

Moreover, Kirshner explained that the reasons dollar remains so attractive because institutional depth of the US economy, its robust capital markets, money markets, economic growth, vitality and profitability, the U.S. also maintains open financial markets with various financial products; other countries are free to buy or sell dollar assets in these highly liquid markets and, importantly, its political stability and unmatched physical security. Military spending in the United States is extremely high (454.1 billion dollar in 2004; 493.6 billion dollar in 2005). The US military spending accounted for 47% of world military spending in 2004. (Kirshner 2008:419-431). This is obviously that the strength political and economical fundamental of the United States has supported the role of dollar as the international currency.        

However, practically, it is unlikely possible to find the information on currencies used to invoice foreign trade and services in the world economy. Some evident that shows how the dollar functions as the international currency contributed by McKinnon. He claimed that the Bank of Korea’s website shows about 84 percent of Korea’s exports and 83 percent of its imports are invoiced in dollars. Moreover, China’s foreign trade, the proportions of dollar invoicing are probably higher. He also claimed that the international trade in homogeneous primary commodities, such as oil, copper, coffee or tea is virtually all invoiced in dollars. So beyond facilitating money transferring among banks as an intermediary currency, the dollar remains central as an international unit of account in trade in many goods and services (McKinnon 2010: 4). 
In regard to the function of international medium of exchange, the dollar remains dominate as the international medium of exchange. Based on the BIS (2010)’s survey, turnover on the global foreign exchange market, Global foreign exchange market turnover was average daily turnover of $4 trillion. Even the dollar continued a slow retreat from its 90% peak share of all transactions, reached in the 2001 survey just after the introduction of the euro. The share of foreign exchange transactions involving the US dollar has remained dominates, reaching 85% in April 2010. This data imply that the dollar has remain dominate the function as the medium of exchange. In this view, there is no doubt that the dollar is the international currency and function in the three functions.
It is, therefore, not surprising that the conclusions of this part is the strength of the political and economical fundamental of the United States has supported the role of dollar as the international reserve currency. The dollar still dominates the functions as store of value, medium of exchange and unit of account in the world economic activities. But we shall see later in the next part why this study argues that the dollar will not be able to maintain the status and role of the international currency.
4.2 The discussing of the US dollar and the global imbalance
The crucial question of the global economy right now is the US dollar effectively performing the three functions of the international currency i.e. store of value, unit of account and medium of exchange. To answer this question it is worthwhile to refer to The Triffin dilemma concept. The fundamental problem of the US dollar's role as the international currency is the national currency function as the international currency. As we have seen from the history of international currency, using of a national currency as international currency leads to a dilemma between national monetary policy and global monetary policy. 

However, for the last three decades the dollar can be used as a national currency and also as global reserve currency simultaneously, but why today it could not? To answer this, it is important to start with the U.S. current account and the economic policies after Dot-Com crisis (4.2.1). Section 4.2.2 explains the links between the U.S. economic fundamental and the global imbalance. 4.2.3 Analyzing why the cost of using dollar as the international reserve currency is now too expensive for the counties in the world to afford and why the dollar is unable to function effectively as the international currency. 4.2.4 Discuss why SDR, Euro cannot function as the international currency. 

4.2.1 U.S. current account and economic policies after Dot-Com crisis 2001   
The large U.S. current account deficit is the crucial feature of the U.S economy. The bar chart in figure 4.4 shows the current account deficit of the United States between 1999 and 2009. The U.S current account deficit increased sharply after 2001 and peaked at 811 billion US dollar in 2006 (around 6% of GDP). 
Figure 4.4
 Current-Account Deficits, 1999–2009   (Billions of Dollars)
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Source: U.S. Bureau of Economic Analysis  
Furthermore, after the Dot-Com crisis, to prevent economy or whatever the reasons, the United States associated with the expansionary fiscal policy and expansionary monetary policy. The figure 4.5 provides the data of the U.S. budget deficit since 2002 to present day. 
Figure 4.5 
United States Government Budget (% of GDP)
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Source: TradingEconomics; US Treasury
Moreover, in the case of monetary policy, the figure 4.6 illustrate the federal funds rate between 2000 and 2010, after the dot com crisis the Fed used the low interest rate policy for many years, especially between 2002 and 2004
. 
Figure 4.6 
Federal Funds Target Rate  
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In the case of the money supply, it should be noted, however, that traditional economists usually regard to the M1 and M2, such as Perry (2008) has analyzed macro economic of the US by comparing the growth in M1, M2 during two ten-year periods (1972-1982 and 1998-2008). But, the traditional idea of M1 andM2 as the core of liquidity is not enough, given financial innovations that have resulted in an ex​plosion of other forms of liquidity, like derivatives, that have truly escalated leverage (Independent strategy 2006, 2009; Kadish, 2010). Today, the world financial instruments are absolutely complicated such as the securitization, collateralized debt obligations (CDOs) etc. 
Directly or indirectly, the US loose monetary policy expands the base money which supports the development of the new financial instruments and speculative expansion of debt and financial products. Therefore, when we consider about the liquidity it is necessary to consider the value of the new financial instruments. The figure 4.7 is the concept of the liquidity pyramid. The power money (M1 and M2), at the base of this inverted pyra​mid, forms only 1% of the global liquidity pyramid. The next level is broad money, which accounts for 5%; then securitized debt at 12%, and finally, sitting at the apex are derivatives that account for 82% of global liquidity. The global liquidity market is estimated at $1,048 trillion or around 19 times of global GDP. This means that the US loose monetary policy allows a larger pyramid (Independent Strategy 2009). 
   
Figure 4.7 
Liquidity Pyramid 
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Note: Reproduce from Independent Strategy (2010)
This is the U.S macro economic fundamental and the world financial situation today. Next part will analyze the role of dollar as the international currency.   
 4.2.2 US Macro Economic and the Global Imbalance
As the international currency, the dollar has provided large money supply to the world economy by the current account deficit; government budget deficit; and the expansionary monetary policy for many years without threatening of inflation. In this view, the dollar still function effectively as the store of value, and also foreigners still using dollar as the international unit of account and medium of exchange. However, the increasing enormous of the dollar money supply without inflation it does not mean it have not created the problem to the world economy and the status of the dollar.  
When many Asian countries and China tie their currencies to the dollar and intervene in the forex market to maintain weak currencies, it means that they have to buy the dollar and sell their nation currency (Ibid). However, by doing this, there are many negative side effects. Firstly, the dollar which receive from the intervention in forex market (also from the current account surplus) usually have recycled back to buy the treasury bonds and bills in the United States which is the low interest rate and sometime no interest rate (see figure4.6). In contrast, the counties who intervened in the forex market have to pay for a higher interest rate from sterilization their nation currency
. Secondly, the more they accumulate wealth in term of dollar asset the more they have concerned about their wealth from the increasing U.S money supply.     

Moreover, the table 4.1 provides the data of foreign exchange reserve of middle and low income countries, the reserve of China and East Asia and Pacific (excluding China) dramatically shifted between 2002 and 2007.  This money had flowed back to the United States to financing the U.S current account deficits, as show in the figure 4.8, the left side is the U.S current account deficits and right side is the net financial inflows. From this perspective, it is accordant with the argument in previous paragraph. 
Table 4.1 
Foreign Exchange Reserves of Middle and Low-Income Countries
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Note: Reproduced from José Antonio Ocampo (2009)
Figure 4.8 
Current-Account Deficits and Net Financial Inflows, 1999–2009
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Moreover, after Dot Com crisis the Fed intended to pull the U.S. economy out of recession, so the Fed decided to use the low interest rate for many years. It is, of course, low interest rate lead business to borrow more, expanding investment and consuming expenditure in both financial sectors and real sectors. Obviously, this perspective provides the picture of the global imbalance and super distortion of the world economy.
But, for DFG, they really believe that this imbalance and distortion is fundamentally stable, and will continue until the China’s development model change. More recently, based on their BWII hypothesis, they argued that the BWII will continue longer because others emerging economies has pursued export-led growth model, every country happy and willing to maintain the distortion (Ibid). Even the BWII is successful to show the picture of the global current account imbalance, but this imbalance is not stable as they claimed. 
4.2.3 Short term stability and long term Collapse

It should be mentioned, however, that even the dollar money supply has rapidly increased in the last decade from the U.S current account deficits, loose monetary and fiscal policy but the price level is stable. Therefore, Ben Bernanke and his economist’s friends explain that in the past 25 years economic landscape has declined in the volatility of output and inflation and have dubbed this remarkable decline the “the Great Moderation”
. In his 2004 speech on the Great Moderation, Ben Bernanke highlighted three of hypotheses on the cause of the Great Moderation: 1) structural change; 2) improved macroeconomic policies; 3) and good luck. 
He explained that the structural change is the changes in economic institutions, technology, business practices, or other structural features of the economy have improved the ability of the economy to absorb shocks. The increased depth and sophistication of financial markets; deregulation in many industries; the gradual shift away from manufacturing toward services; and increased openness to trade and financial liberalization. This has led to the macroeconomic flexibility and stability. The second is the improved performance of macroeconomic policies, particularly monetary policy. The historical pattern of changes in the volatilities of output growth and inflation makes us believe that better monetary policy may have been an important contributor to increased economic stability. 
Ironically, it is clear that the Great Moderation hypothesis is wrong, in the last decade; it is not the Great Moderation, but the Great Bubble and followed by the Great Crisis. These distortions have been threatening to the global economic activities. The enormous increasing of the U.S. dollar money supply has created economic overheating, commodities bubble; real estates bubble; and the stock markets bubble, and followed by the world financial crisis. This is because the owners of the dollar debt- let say, China, India and some oil- and raw material producing countries- are increasing unwillingness to hold dollars, and looking for a highest return (Soros 2008: 82, 2009; Roubini, and Setser 2005a; Perelstein 2009: 15; Bibow 2010)     

In this sense, the foreigners have been worried the value of the dollar, even the dollar still dominates the function as the international currency, but the function as the store of value and unit of account are shaking. As we have learned from the history of international money, when using a national currency as international currency leads to a tension between national monetary policy and global monetary policy and also when the international money supply increase or decrease instable it has transferred the impact to the three functions of the international money and the world economy activities. In case of the dollar in the last decade, the instable increasing dollar money supply accordant with the history of international money story. 
This study has reviewed the history of international money for a century, the world economy and capitalism has never been like this. The distortion and the chronic U.S. current account deficit, government budget deficits and loose monetary policies have been flooding the global financial market with the dollar. There is more U.S dollar money supply in the world capitalism than what it needed. As a result, it created the world commodities, real estates and stock markets bubble. The data which I have collected shows the major commodities price index, the important stock markets index, and some house price index of the material rich countries, most of them soared in the same pattern since 2002 until the bubbles burst.   
The figure 4.9 shows the data of house price index of the material rich countries. It is important to emphasize that the house prices in the United States was the main bubble, in the figure 4.10 provide the data of U.S. house price percentage change year over year from 1996 to 2007. Adjusted for inflation the real U.S. house prices rose 34% in the period 2000-2005 (not adjusted 51 %) which is more than double any five-year rate in the past 30 years. Not surprisingly, many borrowers refinance their mortgages quickly. The rising of house prices improved households credit profiles, therefore, one could borrow on better terms than before. While, financial institutions have developed and designed many newly financial instruments such as the collaterized debt obligations (CDOs), mortgage products special designed, Subprime Mortgage-Backed Securities, adjustable rate mortgages (ARMs), ARMs with “teaser rates,”. Many foreigner were holding these mortgage-based securities, so when the subprime crisis triggered, the impact of contagion effects is worldwide. (Getter et al, 2007). 
Figure 4.9
 The Real House Price Index  
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Note: Reproduced from Charles Bean (2009)
Figure 4.10
 The U.S. House Price 1996-2007
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Source: Office of Federal Housing Oversight.

Note: The figure is based on a repeat sales index of single family homes with conventional loans. It measures the nominal appreciation in price of a given house from the first time it was sold to the second time it was sold. Reproduced from Getter, Jickling, Labonte and Murphy (2007).
Furthermore, over the past decade the distortion led to record prices for oil, gold, minerals, and other commodities (see, figure 4.11, 4.12, 4.13). Between 2002 and 2008, oil prices rose more than 320%, gold price rose more than 400% and food prices by 138%. There are many factors for the soared of the commodities price, but, one of most important reason possible because the confidence in dollar tended to decline. 
Figure 4.11 
Gold Price, US Dollars per Ounce
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Source: World Gold Council, Gold Research and Statistics, and Global Insight   
Figure 4.12
 Crude Oil Futures Trading Chart with Historical Prices ($: Barrel) 
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Source: TradingEconomics
Figure 4.13
 Commodity Price Indices (index: Jan. 2002=100)
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Source: IMF globalfinancialdata Note: Reproduce form Sanford and Weiss (2009)
The private sectors unwilling to hold the dollar and looking for a higher return by holding asset in the commodities term. The governments also has done the same, in recently, many governments have found the sovereign wealth funds by using their reserve to invert in the others term of assets, particularly, the assets that relate to their industrial strategy development
.
 More than that, some oil producing countries who has earned enormous dollar from the oil price increase unwilling to hold the dollar, and has shifted their petrol dollar to invest in the real estate, the case of Unite Arab Emirates constructed the artificial island is a good example.  “The Palm Jumeirah is an artificial island created using land reclamation by Nakheel, a company owned by the Dubai government”
 (Wikipedia Web-site)  
Picture 4.1 
The Palm Jumeirah 2005
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Source: Wikipedia 
Moreover, oil- and raw material producing countries- has earned enormous dollar from the commodities super bubble, are increasing unwillingness to hold dollars has shifted their money to stock markets. More than that, many commodities producing companies are listing in the stock market, when their performance is good from the increasing price of the commodities; this goodwill has led to the incentive for investing and accelerated the bubble. The data of the important stock market in the world and the stock markets of the countries that have an important commodities industrial export (Brazil, Australia, Russia, and Saudi Arabia) are accordant with this claim. 
The global imbalance and distortion has also created the super bubble in stock markets. After 2002 the important stock markets in the world soared in the same pattern with the commodities bubble trend until the bubble burst in the end of 2007. Unfortunately, when the commodities and foods bubbles has been created, just only few people are enjoy the benefits of the bubble, but the majority of people have to suffer with the bubble, especially, poor people in the poor material countries
. In contrast, when the bubble burst the majority of people have to take a responsibility. 
Figure 4.14-4.17 shows the same pattern of the soared and fell of the “important stock markets”. It should be noted that almost the stock markets index around the world also rose and fell in the same pattern during the distortion period 2001-2007.   

Figure 4.14
 United States Stock Market Index (Dow Jones Industrial) 
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Source: TradingEconomics 
Figure 4.15
 Euro Area Stock Market Index 
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Source: TradingEconomics
Figure 4.16 
Japan Stock Market Index 
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Figure 4.17 
Hong Kong Stock Market Index 
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Source: TradingEconomics
In the table 4.2 provides the data of the world stock market capitalization, in the end of 2002 the world stock market capitalization was just   22,834,052.6 millions U.S. dollar, but it has increased rapidly to 60,874,399.3 million U.S dollar in the end of 2007. Only 5 years the world stock market capitalization increased about 38 trillions U.S dollar. This is not surprising, there are those who benefit from this bubble, this bubbles serve some interests, some people, at the expense the majority people. This system has led financial fragility and deterioration in the world economic activities.  
Table 4.2
 World Stock Market Capitalization (Million U.S. dollar)

	Year
	World Stock Market Capitalization
	% Change

	End 2001
	26,904,918.0
	---

	End 2002
	22,834,052.6
	-15.2%

	End 2003
	31,202,299.9
	36.6%

	End 2004
	37,168,428.0
	18.7%

	End 2005
	40,974,050.0
	11.2%

	End 2006
	50,791,661.1
	22.3%

	End 2007
	60,874,399.3
	19.9%

	End 2008
	32,551,432.8
	-46.5%

	End 2009
	47,782,552.3
	45.5%


Source: World Federation of Exchange

Note: Asia-Pacific total region excludes Osaka SE and NSE India to avoid double Counting with Tokyo SE and Bombay SE respectively. Data combine the main and alternative/ SMEs market Capitalizations.
In this perspective, it is sufficiency to summarize that the increasing dollar money supply led to the decline of the confidence in dollar, and has created the inflated assets value. The dollar is not effectively function as the store of value. The dollar purchasing power lost more than 100%-400% in term of the main commodities price. In this view, it means that if the automobile firm in Japan sold their cars in the world market and received payments by dollar in 2005, but when this automobile firm needs to use that dollar to buy the iron ore from the Australia to produce the new cars in 2006, that dollar can buy the iron ore less than last year. 
Undoubtedly, dollar is also unable to function effectively as the unit of account and medium of exchange, as we know, the commodities is almost invoiced in dollars, but the value of dollar has been going down a large percentage a year in the last decade, the value of dollar is highly volatile in term of commodities price. In this sense, when the firms need to quote the price it is difficult to calculate the price to invoice in the dollar, that is because it is not only used as a unit of account at a point in time, but also a unit of account over time. The value of payments that will be made in the future is determined by the future value of money. Foreigners will also reluctant to hold the dollar in the medium or long term because the dollar is unstable exchange rate value.

4.2.4 Why SDR and Euro cannot function as the international currency. 

In recently, the demand for reforming the international reserve currency has focused on the SDR, some scholars have suggested the use of the SDR as a substitute for the dollar. The most reason behind this suggestion is because the dollar has done a poor job. However, although the dollar has done a poor job, it doesn’t give the right to the SDR as the international currency.  The SDR itself has many flaws and unlikely possible to function as the international currency. For instance, in the political term, the SDR were created and administered by the IMF, but the IMF is not democracy (Woods 2006, 2010; Stiglitz 2003, 2004; Scholte 2002, 2004; Woodward 2007; Roubini and Setser 2005). For example, the lasts SDR allocation 250 billion dollar would be done according to the countries’ quotas, which mean the richest countries would get the biggest share of the new SDRs, since they hold the highest quotas (Rowden 2009: 7).

In term of economic, counties hold the reserve for many objective, one of it is to use the reserve to manage their exchange rate, it means the international currency must flexible enough to use for intervene the forex market. But the value of SDR is calculated by averaging a basket of four national currencies, in this view, it is not efficiency to use SDR for manage the exchange rate, also the SDR cannot resolve the problem of the dollar’s loss of international purchasing power in the basket of national currency. The SDR is based on the national currency, so it can not guarantee of a stable store of international value. Although it may, reduce the volatility of the international currency purchasing power, but every country can diversify their reserve without the use of SDR (Kregel 2009:3).  

More than that, to function as the medium of exchange and unit of account, in performing these functions the key attribute of money is general acceptability in the settlement of debt and stable value. More precisely, everyone musts believe that other people will accept the international money in exchange for their goods and services. The international money also must have a stable purchasing power in order to be a reliable medium of exchange. In other word, the international money can be used directly, instantly, and without restrictions to make payments- is sometime call money’s liquidity. The international money is liquidity if it can immediately, conveniently, and cheaply be used for making payments.

In this view, the SDR has to provide the stable international “SDR money supply” and need the high liquidity in the financial market assets. But SDR allocation decision has been made by the IMF, and also decision how SDRs will be used by the IMF. In this view, the SDRs are low liquidity and high restrictions, inconveniently to make payments in the financial market assets. In the present structure, therefore, the SDR is obviously cannot effectively function as the international currency. Although, it has been recently propose the new institution, “a Global Reserve Bank” to responsibility for managing the global reserve system, there are many debates in detail of the reforming of the SDR and the new institution in both politic and economic terms. (UN 2009: 113-121). But it seems we have the long way to go before we can use the new form of the SDR as the international currency.  
Similarly, there has been a lively debate in academic and policy circles on whether the Euro will challenge the dollar as the main international currency. The dominate approach is the comparisons of the size of economics, international trades, capital markets and populations between the United States and Euro Area. To understand the basic macro fundamental is an interesting but to functions and achieve the conditions of international currency is the most important thing. Therefore, at the basic level, the Euro needs to provide the stable money supply, stable price and value, and high financial liquidity.   

But, the Euro is based on the nation economies; therefore, the Euro money supply depends on the member country’s economies. As we have seen from the history of international currency, using of a national currency as international reserve currency leads to a dilemma between national monetary policy and global monetary policy. If we look at the figure 4.18 we can see that in the last decade the GDP growth rate in the Euro Area is very low, even in the period of world economic bubble 2004-2007. Furthermore, with the conservative number of European Commission, the Euro Area government debt is in the high level about 78% of GDP (see, table 4.3), and also had the high unemployment rate since 1980 (see, table 4.4). In this perspective, if the Euro functions as the international currency, the poor performance of the Euro Area states will make the Euro currency an unattractive to invest.   
Figure 4.18
 Euro Area GDP Growth Rate 2001- 2010 
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Source: TradingEconomics
Table 4.3 
Euro area government debt

(As a percentage of GDP; four-quarter moving sums for quarterly data)
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Sources: European Commission (Eurostat and DG-ECFIN), national data and ECB calculations.
Table 4.4
 Population and the labour market in the euro area
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Moreover, the Euro Area needs to provide the high liquidity financial market assets, but, the Euro Area market assets is a collection of individual markets with differentiated rules and governance. Each government and regulator has been responding in the interests of its own country. For example, in the European equity markets, it is split up into segment such as French equity, German equinity, and Greek equity. This is significantly to distract from the attractiveness of Euro Area market assets. The Euro Area market assets are not depth and one large of financial markets, therefore, it less liquidity and inconveniently (Forbes 2009). 
To sum up, the Euro may can use for diversification, reduce the volatility of the international reserve currency’s purchasing power, but it has many weakness of Euro to be used as the international currency.     
4.3 Conclusion
The dollar has failed to function effectively as the international currency; it has not been able to provide the stable international money supply to achieve the stability value, the use of a national currency as international reserve currency leads to a tension between national monetary policy and global monetary policy. The too low too long interest rate; loose fiscal policy; the large current account deficit; and the large accumulate of debt make the U.S. dollar is unsustainable in the long run and unattractive to invest, it is also create an expectation of a depreciate in the dollar exchange rate value. 
The instable increased dollar money supply also created the commodities, real estates and stock markets bubbles.  This has led financial fragility and deterioration in the world economic activities. Therefore, it is important to recognize that, the DFG’s argument that the distortion and global imbalance is stable is a very loose argument, and it is an unrealistic assumption. The bubble has never continued forever, the global financial crisis and the world economic recession in 2007 insisted this truth.      
Chapter 5 The Conclusion
The main conclusion of the research is the international currency like a domestic one is defined by the function that it serves. There are the store of value, medium of exchange, and unit of account. This is the most important functions of the international currency. The international currency performs these three functions in term of holding wealth; reducing transaction cost, and is the yardstick for measuring economic transaction. The condition for international currency performs these three functions effectively is to have: stable price, general acceptability for the money and stable exchange rate. These three functions related to the international money supply, without the stable money supply these three function unable to function effectively.   
The study use the Triffin dilemma concept and the history of international money perspective to analyze the international currency, this study begin by taking a brief look at what has occurred since the gold standard, the Sterling era and the Bretton woods financial system, when the international money supply increase or decrease instable it has transferred the impact to the three functions of the international money and the world economy activities. When the international money (gold standard system, Sterling, and the Bretton Woods system) could not function effectively as the store of value, medium of exchange, and unit of account in related to the condition stable international money supply, it was expired.      
This study also concludes that using a national currency as international currency leads to a tension between national monetary policy and international monetary policy. The use national currency as international currency is inherently unstable. It is, therefore, not surprising that the dollar has failed to function effectively as the international currency. In the last decade, the dollar money supply has increased more than the need; the dollar money supply has increased from the chronic current account deficits, loose monetary policies, and fiscal policies. Even as the dollar is likely to remain the world’s most widely used international currency, this insatiability increasing of the dollar money supply made its ineffective to function as the store of value and unit of account in term of assets price, and it has also created the bubble in the commodities and stock markets around the world. This has led financial fragility and deterioration in the world economic activities.  
After the world financial crisis, it is likely we need to worry in the short run more than the long run. The United States has used the huge government deficits and the expansion monetary policy (Figure 4.5 and4.6). It is assumed that when the U.S. economy recovers from the crisis the government will drain the liquidity out of the system as fast as the credits expand. But intentionally or unintentionally, when the United States has injected the money to stimulus economy at home, it also affect to aboard. It is difficult to speculate what will happen to the dollar currency, other currencies and world economy in the near term. It is clear that if we looking for the new international currency, the international currency which we want should not function as the national currency and international currency simultaneously.        
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�Throughout this paper the terms ‘international reserve currency’, ‘international money’ and ‘international currency’ will be used interchangeably.  


� The Dot Com Crisis is referred to the Stock Market of the United States Crash of 2000-2002 (NASDAQ, Dow index and S&P).


� See DFG (2003, 2004a, 2004b, 2005, 2007, 2008, 2009).


� Treasury Bills are the U.S. government IOUs that mature in less than a year.


� The central bank of the United States in the Federal Reserve- often called the Fed. 


� The Triffin Dilemma and the broke down of the Bretton Woods system will be discussed again in chapter 3. (3.3).   


� Please see Eichengreen and Park (2006); Chinn and Ito (2005)





� In the chapter 4 (4.2.3) of this study will show why the BWII is not stable.  


� There are numerous stories of gold standard, perhaps the good books are Eichengreen, B. and M. Flandreau (1997) ‘The Gold Standard in Theory and History’, Routledge Press; Eichengreen, B. (1992) ‘Golden Fetters, The Gold Standard and the Great Depression, 1919-1939’ Oxford University Press. 








� It is called the golden age of capitalism. For example Bordo and Rockoff (1996) using a model inspired by the Capital Asset Pricing Model, argue that during the period of 1870-1914 adherence to the gold standard was a signal of financial rectitude, ‘a good housekeeping seal of approval’ that facilitated access by peripheral countries to capital vital to their development from the core countries of Western Europe. And conclude that those countries that adhere to the gold standard rule generally had lower fiscal deficits, more stable money growth, and lower inflation rates than those that did not. Moreover, under the gold standard system, many countries enabled to avoid the problems of high inflation and stagnation that troubled the late twentieth century; and Eichengreen, B. (1997) claimed that gold standard worked not only because the core countries had a credible commitment to it but also because they cooperated with each other to maintain it.


� There are numerous stories of sterling, perhaps the good books are Benjamin J. Cohen (1971) ‘The Future of Sterling as an International Currency’, Macmillan St Martin’s Press; A.C.L. Day 1954 ‘The Future of Sterling’ Oxford University Press. 





� In fact, the Sterling had to devaluation in a big number in 1931, 1949 and 1967. The devaluation was the importance reason to undermine the role of Sterling as the international currency. (See. Cohen. 1971). It should be noted that there are many facets of the sterling’s collapsed, this study just concentrating only on those details that are directly relevant to the focus of the research.   


�“In September 1985, the G-7 countries agreed upon the Plaza Accord which called for coordinated government intervention in the currency markets to pull down the overvalued dollar in order to help restore balanced trade. The Japan yen and the German mark, the currencies of the United States’ most important trading partners, reacted promptly and rose. Between its peak in 1985 and 1988, the dollar fell by 50% against both the mark and the yen”.  (See. Richard Duncan 2003 pp 197-200).


� ‘The Fed determined whether monetary policy is tight or loose depending on what is happening to the Federal Funds rate. In practice, it targets a range for that rate and it buys and sells bonds to keep the Federal funds rate within that range. If the Federal funds rate goes above the Fed’s target range, it buys bonds, which increase reserves and lowers the Federal funds rate. If the Federal funds rate goes below the Fed’s target range, it sells bonds, which decreases reserves and raises the Federal funds rate.’ Colander D. C. (2004: 313)


� “The technology of securitization was expanded over the past decade to encompass a range of evermore complex techniques and structures, including structured investment vehicles SIVs and conduits, collateralized debt obligations CDOs, collateralized loan obligations CLOs, synthetic securitizations and a range of other exotics such as CDO2s and synthetic CDOs. Many of these took the technology of securitization and combined it with that of over the counter (OTC) derivatives, especially credit derivatives such as credit default swaps CDSs” See Douglas W. A. 2009; Independent Strategy 2009)





� It should be noted that it is difficult to trace the data how much and when the central banks of each counties intervene in the forex market. Because who know the information they can use the information to speculate the exchange. However, Niall Ferguson (2010: 9-11) shows the data of China’s reserve accumulation compare with current account and capital account of China from 1990-2008, he claimed that the data is irrelevant, it means that the authorities of China intervene in the currency market to prevent a stronger currency. (See also, Roubini, N 2007; Roubini, N.  and B. Setser 2005a) 


� See Bernanke, B., 2004, "The Great Moderation," Remarks at the Meetings of the Eastern Economic Association, Washington D.C.


(http://www.federalreserve.gov/BOARDDOCS/SPEECHES/2004/20040220/default.htm).





� Commodity Beverage Price Index includes Coffee, Tea, and Cocoa. Commodity Agricultural Raw Materials Index, includes Timber, Cotton, Wool, Rubber, and Hides Price Indices. Commodity Metals Price Index includes Copper, Aluminum, Iron Ore, Tin, Nickel, Zinc, Lead, and Uranium Price Indices. Commodity Fuel (energy) Index includes Crude oil (petroleum), Natural Gas, and Coal Price Indices. Commodity Food Price Index includes Cereal, Vegetable Oils, Meat, Seafood, Sugar, Bananas, and Oranges Price Indices. Source: globalfinancialdata.com





� A Sovereign Wealth Fund is a state-owned investment fund composed of financial assets such as stocks, bonds, real estate or other financial instruments funded by foreign exchange assets. In the latest top ten  ranking, the Abu Dhabi Investment Authority tops the list at US$627 billion, followed by Norway's Government Pension Fund–Global (US$443 billion), Saudi Arabia's SAMA Foreign Holdings (US$415 billion), SAFE Investment Company (China, $347 billion), China Investment Corporation (China, $289 billion), Government of Singapore Investment Corporation (Singapore, $248 billion), Hong Kong Monetary Authority Investment Portfolio(China - Hong Kong, $228 billion), Kuwait Investment Authority (Kuwait, $203 billion), National Social Security Fund(China, $147 billion), National Welfare Fund (Russia, $143 billion) (Source: SWF institute) 





� “The Palm Jumeirah is in the shape of a palm tree. It consists of a trunk, a crown with 16 fronds, and a surrounding crescent island that forms an 11 kilometer long breakwater. The island is 5 kilometers by 5 kilometers and its total area is larger than 800 football pitches. The crown is connected to the mainland by a 300-metre bridge and the crescent is connected to the top of the palm by a subsea tunnel. The Palm Jumeirah is touted as soon to be one of the world’s premier resorts. The Palm Island is the self-declared 'Eighth Wonder of the World'. The island wills double the length of the Dubai coastline.” (Wikipedia). Actually, the question how the construction of the Palm Jumeirah impacts to the environment should be discussed.     








� See, Stephany Griffith-Jones and José Antonio Ocampo (2009) ‘The Financial Crisis and its Impact o Developing Countries’ Working Paper, UNDP.
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