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ABSTRACT

This paper quantifies the relative dominance of global currencies and the competitive structure of
the international monetary system since 1825. I find the post-1945 experience of dollar hegemony to
have no historical precedent. No currency has ever maintained such a large, long-lasting lead over
global currency rivals. Close competitors frequently challenged the previous hegemon, the pound
sterling. I confirm the dollar temporarily overtook the sterling for the first time in the mid-1920s.
Among previously overlooked episodes of monetary competition, I highlight the rise of the French
franc in the 1850s and 1930s as well as of the German mark in the 1870s. In light of the recent debate
on the costs and benefits of a multipolar international monetary system, I document a positive
correlation between higher global currency competition and the prevalence of financial crises, which
is however highly dependent on specific sub-periods.
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NON-TECHNICAL SUMMARY

The hegemony of the dollar on the international monetary system has long been the subject of
controversy, going back to Valéry Giscard d’Estaing denouncing the “privilege exhorbitant” in the
1960s. Today, dollar dominance means that policy in third countries, and patticularly developing
economies, is constrained by financial spillovers from the Fed. A hegemonic supplier of global safe
assets might also be problematic for global financial stability, as growing demand for safe assets might
outstrip the fiscal capacity of the United States, giving rise to a new “Triffin Dilemma”. Many policy
makers outside of the United States have long been arguing in favour of a transition to a more
multipolar international monetary system. More recently, the decision by the United States and its
allies to freeze the reserves of the Russian central bank has spurred new concerns regarding the
sustainability of dollar hegemony in the current geopolitical context.

What would a transition of the international monetary system out of dollar dominance might look
like? As discontinuities in the international monetary order are rare events, empirical evidence is hard
to come by without recurring to historical analysis. A recent literature, informed by the experience of
dollar hegemony, has characterised the international monetary system as a winner-takes all
equilibrium, driven by network effects and strategic interactions, where a transition out of the dollar
is likely to translate into the rise of a new hegemon. Additionally, a multipolar international monetary
system might be subject to destabilising shifts of investors in and out of competing global safe assets,
leading to financial instability. On the other hand, the historical literature underlines how a more
multipolar international monetary system has been the norm in the past, and, subject to appropriate
international cooperation and institutions, it proved consistent with global financial stability.

This paper provides for the first time a continuous measurement of the relative importance of global
currencies over two centuries, relying on a newly collected dataset of foreign exchange returns,
covering the entire London FX market at weekly frequency since the 1840s. I employ a simple
algorithm, based on foreign-exchange co-movement models, to compute an international monetary
dominance weight for each global currency since 1825. This indicator of relative dominance is
comparable over time and significantly extends the coverage of existing quantifications. Based on the
estimated weights, I also quantify the structure and competition intensity of the international
monetary system over two centuries.

The key finding of this measurement exercise is that current dollar hegemony is a historical
idiosyncrasy, in terms of its length, the size of its lead and its stability. The previous hegemon, the
pound sterling, was frequently challenged. I confirm previous findings that the dollar temporarily
overtook the sterling a first time in the mid-1920s, but I also uncover previously overlooked episodes
of heightened international monetary competition. The French franc was a close match to the pound
in the run up to the creation of the Latin Union in 1865, while a clear episode of French monetary
dominance is recorded in the 1930s, following the collapse of the British and American currencies.
The run up to the creation of the German Empire also coincides with the deutschemark briefly
overtaking the pound twice. All in all, these findings suggest that either network effects were
historically too weak to force current levels of hegemonic equilibrium, but a structural shift has now
occurred, or that we might be underestimating the likelihood of international monetary multipolarity
in the future.

Looking at the relationship between the multipolarity of the international monetary system and
financial stability, I find a positive correlation between the intensity of global currency competition
and the prevalence of financial ctises globally. While this finding is consistent with recent theoretical
predictions, it should be noted that the relationship is not causal and is driven by specific
sub-periods, warranting further research.
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The figure shows annual GDP-weighted shares of international monetary dominance by global currency.

Deux Siécles d’Essor et Déclin des
Monnaies Internationales

RESUME

Cette ¢étude mesure influence relative des monnaies internationales ainsi la structure
concurrentielle du systeme monétaire international depuis 1825. Cette quantification montre que
P'actuelle hégémonie du dollar n’a pas de précédent historique. Aucune monnaie internationale n’a
pu maintenir un avantage comparable sur ses concurrents d’une durée équivalente. Le prédécesseur
du dollar comme hégémon monétaire international, la livre britannique, était fréquemment
concurrencé par des monnaies alternatives. Parmi les épisodes de compétition monétaire
internationale précédemment négligés, je quantifie 'essor du franc francais dans les années 1850,
puis 1930, ainsi que du mark allemand dans les années 1870. A la lumiére du débat concernant les
colts-avantages d’une transition vers un systéme monétaire international multipolaire, je
documente une corrélation positive entre le degré de compétition entre monnaies internationales
et intensité de crises financiéres au niveau global, cependant liée a des sous-périodes précises.

Mots-clés : systéme monétaire international, longue durée, hégémonie du dollar, multipolarité.
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Figure 7: Global Currency Competition since 1950
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The chart depicts, for every global currency, the GDP-weighted average of the
currency’s weight for all polities in the sample, estimated using Silver a s numéraire.
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the successive re-evaluations of the mark in the first half of the 1980s, but this is
soon reversed in the second half of the decade, coinciding with the Plaza and Louvre
monetary accords in 1985 and 1987. Interestingly, the "talking down” of the dollar
by Treasury Secretary Baker ahead of the Plaza meeting corresponds to, and does not
precedes, the trough of dollar dominance over the period, with the global weight of
the dollar stabilizing above or close to 60%. The establishment of the euro marked a
slight gain in dominance for the European currency, compared to the German mark.
However, this was reversed with the Furopean debt crisis of 2010-2011. This finding
is consistent with the recent ECB assessment of the role of the euro along multiple
dimensions (ECB, 2021).

Looking at individual polity results since the end of Bretton Woods (Figures 21)
it is clear that the "German dominance hypothesis” (Giavazzi and Giovannini, 1988)
seemed particularly reasonable by the end of 1980s. However, it is interesting to note
how both the dollar and sterling weights increase at the expense of the mark in the
European periphery, and particularly Italy, around the 1992 EMS crisis. More recently
(Figure 22), the international monetary system appears as strongly regionalised, with
the euro being hegemonic in Europe.

The (very) slight decline of the dollar weight at the end of the sample, as well as
some of the country-level results for commodity currency countries, are consistent with

the gradual diversification of global FX reserves documented by Arslanalp et al. (2022).

5.4. The Structure of the International Monetary System over

Two Centuries

Figure 8 provides an adjusted Herfindahl-Hirschman Index of concentration for the
baseline global currency weights outlined above. The shaded area represents the differ-
ence between the highest and the second highest global currency weight.

Several considerations can be made. First, the period between 1950 and 1973 is
a clear outlier, with an unprecedented degree of uni-polarity, only previously matched
in a brief interval of British hegemony around 1835-1840. Second, the whole of the
post-WWII period could be characterised as an historical idiosyncrasy looking at the

prominence of the international monetary system leader vs. the "runner up”. Such a
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Figure 8: The Structure of Global Currency Competition over Two Cen-

turies
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The line depicts the Herfindahl-Hirschman Index of competition intensity computed
from the yearly world GDP-weighted average weight for each global currency (Silver
numéraire). A higher figure denotes higher concentration in the international
monetary system. The shaded area marks the range between the currency with the
highest weight and the "runner up”.
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Figure 9:
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The vertical axis represents the Herfindahl-Hirschman Index of competition intensity
computed from the yearly world GDP-weighted average weight for each global
currency (Silver numeéraire). The horizontal axis is the Banking, Currency, Debt and

Inflation Composite Crisis Index computed by Reinhart and Rogoff (2008).

large distance in influence between the first and the second global currencies has never

been sustained for such a prolonged period of time over the last two centuries. Third,

the interwar period is notable for its multi-polarity. It particularly stands out for a

sustained small distance between the international monetary system leader and the

“runner up”, with similar levels only briefly observed before at major turning points

in international monetary system competition such as the early 1850s and 1870. This

puts into perspective the parallel between the the interwar gold-exchange standard and

classical gold standard periods as two episodes of multipolarity with differing outcomes

that is often made by proponents of a more multi-polar international monetary system.
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Figure 9 relates my index of international monetary system competition to the global
composite index of crises compiled by Reinhart and Rogoff (2008). The overall corre-
lation between IMS concentration and the crisis index is clearly negative. The positive
relationship between higher levels of safe assets competition and financial instability is
consistent with the theoretical predictions of Farhi and Maggiori (2018). Nevertheless,
the relationship is driven by two sub-periods: the crisis prone, high competition inter-
war period and the unipolar, stable, Bretton Woods period. This could be interpreted
as evidence that the relationship between the structure of the international monetary
system and global financial stability is indeed contingent on institutions and policy

coordination as argued by Eichengreen (2019).

6. Conclusion

This paper has presented a quantification of the rise and fall of global currencies
over two centuries, providing a continuous measure of their relative influence and of the
overall competition structure of the international monetary system at annual frequency
since 1825.

I document that, while the sterling has been the dominant global currency for the
period spanning 1825 to 1914, this leadership has been challenged and was not as
extreme as current dollar dominance. Local dominance as well as regional monetary
integration are recurrent features of challengers to the international monetary system
hegemon. It was the case with the rise of the franc amid active French monetary
diplomacy after 1852. It was again the case with the rise of the mark after 1866,
coincident with the process of German unification. It was the case a second time for
the mark starting in the 1970s, as European integration was underway.

My analysis also complements the studies of the interwar international monetary
system carried out by Eichengreen and co-authors. I find the dollar to be a key player
in the international monetary system as soon as the early 1920s, briefly overtaking
the sterling in 1927 and then again at the eve of WWIIL. I also uncover a new, so
far overlooked, important discontinuity in the international monetary system, with an

episode of French franc leadership between 1931 and 1936.
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Current levels of one-currency leadership are found to be a historical anomaly. This
is particularly true for the distance in the relative importance between the current dol-
lar hegemon and the "runner up”, the euro, which is largely unprecedented in the last
two centuries. An interpretation of this fact consistent with the Dominant Currency
Paradigm (Gopinath and Stein, 2018) is that changes in financial and monetary tech-
nologies have brought about a structural shift in the way the international monetary
system work. Looking at the model of Farhi and Maggiori (2018) one could also see the
large lead enjoyed by the dollar as evidence of a stable outlook for its hegemony, as a
closer "gap” between the hegemon and any competitor is more likely to spur multiple
equilibria. An alternative, more pessimistic, interpretation is that, given the unprece-
dented hegemony of the dollar, the destabilising consequences of a regime change might
also be larger in magnitude than in previous international monetary system disconti-
nuities (Farhi et al., 2011).

The correlation between the degree of competition in the international monetary
system and the level of global financial stress is found to be largely positive over the
last two centuries. One has however to recognise that this could well be endogenous
and that the correlation is highly dependent on observations drawn from the interwar
and Bretton Woods periods. Several episodes of high international monetary system
competition can be observed without any rise in the prevalence of financial crises.

All in all, the paper provides a new framework to look at the international monetary
system over a period of time long enough to observe several episodes of discontinuities.
Building on this measurement framework, future research will hopefully shed new lights
on the determinants of global currency status, the characteristics and consequences
of episodes of international monetary system discontinuity as well as the relationship

between international monetary system competition and financial stability.
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