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. Austria, Belgium, Denmark, Finland, France, Germany, Italy, Ireland, Luxembourg, the Netherlands, Portugal, Spain, Sweden, and the U.K.

. Excluding intra-European Union trade.

. Shares adjusted for the double counting that occurs because each transaction involves two currencies.
. 1997 estimate is based on capital flows and does not include valuation adjustments.

a
b
c. Shares denominated in currency of country.
d
e
f.

Direct investment position at market value.

SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis; and International Monetary Fund, World Economic Outlook, October 1997, pp. 70-72.

On January 1, 1999, countries par-
ticipating in the European Monetary
Union will irrevocably link their cur-
rencies as a prelude to adopting a
single currency, the Euro, in 2002.
Many analysts wonder if the Euro
will diminish the dollar’s role as an
international currency—one held
and used by nonresidents.
Although the U.S. and Europe ac-
count for roughly the same shares
of global output and exports, the

dollar is now the preeminent inter-
national currency. The integration of
European markets probably will re-
duce the dollar’s role, but the Inter-
national Monetary Fund expects any
change to be modest relative to total
U.S. international assets and liabili-
ties ($3.35 trillion and $4.13 trillion,
respectively, at the end of 1996).

A currency’s international useful-
ness depends primarily on the sta-
bility of its purchasing power. Al-

though price stability is the Euro-
pean Central Bank’s key policy ob-
jective, Europe’s inflation rate has
typically exceeded ours. Economic
growth, a broad proxy for the ex-
pected real return on investments, is
similar in the U.S. and Europe.
Global investors’ concern about our
country’s growing international in-
debtedness, however, could eventu-
ally prompt a dollar depreciation.



