Economics 103 — Spring 2022

International Monetary Relations
Writing Assignment 3
The U.S. Dollar as a Dominant Currency

May 10, 2022
Due: Fri, June 3, before 4:50pm
Submit through Canvas (Turnitin enabled)
Instructor: Marc-Andreas Muendler
E-mail: muendler@ucsd.edu

The purpose of the writing assignment is to help you build confidence in articulating relevant economic arguments about
international monetary relations and to provide an opportunity for you to learn how to effectively communicate in writing
to interested non-experts. This writing assignment asks you to assess the prospects for the U.S. dollar to remain a dominant
vehicle and reserve currency and the resulting “exorbitant privilege.” There is no unique theory or conceptual model for the
assessment, and there is no single data perspective. Make as compelling an overall argument as possible.

Readings and Data

On the prospects for the U.S. dollar, consult the article “Two Views of the International Monetary System” by Eichen-
green (2019) at https://doi.org/10.1007/s10272-019-0830-3. For an understanding of the concepts of
vehicle and reserve currencies, and their evolution, see Iancu et al. (2020) at https://www.imf.org/—-/media/
Files/Publications/DP/2020/English/RCEIMSEA.ashx. For a view on exorbitant privilege, consult the
post “The Dollar’s International Role: An ‘Exorbitant Privilege’?” by Bernanke (2016) at https://www.brookings.
edu/blogs/ben-bernanke/posts/2016/01/07-dollar—international-role. Read the publications
and make sure you understand the concepts of vehicle currencies, reserve currencies, and exorbitant privilege. Infer the
criteria by which the different authors judge a currency to be a dominant vehicle or reserve currency and to afford its issuing
country an exorbitant privilege.

Use the following two main data sources. For a quantification of the role of vehicle currencies, consult the Bank
of International Settlements and its statistics on Turnover of OTC foreign exchange instruments by currency at https:
//stats.bis.org/statx/srs/table/d1l1.3. For a quantification of the role of reserve currencies, consult the
International Monetary Fund and its statistics on the Currency Composition of Official Foreign Exchange Reserves at
https://data.imf.org/?sk=E6A5F467-C14B-4AA8-9F6D-5A09EC4E62A4. Relevant statistics from these
two main data sources are crucial for the quality of your writing assignment.

There is a number of useful ancillary data sources. For example, you can infer the total amount of U.S. dollars in cir-
culation from the Federal Reserve’s Money Stock Measures at https://www.federalreserve.gov/releases/
h6/current/default.htm. You may want to consider M2 as a useful money aggregate because the definition of
M1 happened to change substantively in May 2020. Or you can take a real-side perspective and query imports and ex-
ports of the United States as a share of the world total using the World Bank’s World Development Indicators (at https:
//databank.worldbank.org/reports.aspx?source=world-development—-indicators). For infor-
mation on interest rates of benchmark assets (such as 3-month Treasury Bill Yields or 10-year Government Bond Yields) you
can access Global Financial Data at https://finaeon.globalfinancialdata.com/account/login. The
use of these ancillary data sources depends on the argument that you want to pursue. They are not necessarily equally
important for the quality of your writing assignment.

Writing

Suppose you are writing to explain the prospects for the U.S. dollar to a freshman in economics at UC San Diego. Plan
on writing four paragraphs and up to 500 words total. If you need more paragraphs or more words, the cap is not binding.
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However, grading will reward concision and penalize imprecision or superfluous information.

In your paper, 1) write an opening paragraph that defines vehicle and reserve currencies and explains exorbitant priv-
ilege. 2) Use the three types of data sources above (on vehicle currencies, reserve currencies, and auxiliary information)
to characterize the evolving role of the U.S. dollar as a possible vehicle and reserve currency. Reference either Bernanke
(2016) or Iancu et al. (2020) to explain the plausible consequences for exorbitant privilege. If you need more than two
paragraphs to do so, write more than two paragraphs. 3) In a final paragraph critically assess the usefulness and limitations
of the basic statistics for your assessment of the prospects of the U.S. dollar as a dominant vehicle and reserve currency
with the associated exorbitant privilege.

Assessment Criteria

We will assess your paper according to the following six main criteria.

Analysis: Your paper organizes evidence to lead to substantive conclusions about the research question and qualifies valid-
ity of the analytic approach.

Argumentation: Your paper offers a well crafted and nuanced overall argument; develops the overall argument clearly
and logically while remaining consistent; appropriately employs relevant rhetorical appeals to respond to the given
objective, materials and target audience.

Use of Sources and Evidence: Your paper uses data sources in relevant and compelling ways to sustain the overall argu-
ment and to develop ideas. Your paper presents statistics in combination with relevant theories or models.

Clarity: Your paper organizes ideas and information in a seamless and logically coherent manner. Your paper uses adequate
language for the target audience and skilfully communicates meaning to readers, and is error-free.

Exposition: Your paper presents individual arguments concisely and without redundancy, keeps language precise and in-
cludes no superfluous information; your paper clearly reaches the target audience in its language use. Your paper
thoroughly uses citations and references.

Conclusion: Your paper’s conclusion of the overall argument is clearly stated and demonstrates an understanding of key
terms and ideas and their qualification.

Writing Tutor

For assistance during the writing process, the Writing Hub at the UC San Diego Teaching+Learning Commons has arranged
for special capacity to assist and advise you on the writing assignment. Seeing a Writing Hub tutor is mandatory, and
you receive ten points for seeing a tutor. Please make appointments early by visiting the Writing Hub at the UC San
Diego Commons or their web page at https://ucsd.mywconline. com. The writing tutor services are open Sunday
through Friday, including on evenings. Please see writinghub.ucsd.edu for hours. Appointment times are limited, so book
in advance. You do not need to have a late-stage draft for your appointment; you are welcome to work with the tutor on a
draft in progress. Consider using the appointment as a way to give yourself accountability for a timely completion of the
assignment.
To receive the 10-point credit for the tutor consultation, proceed as follows:

* open the automatically generated email that you receive as confirmation of your tutor consultation;
* save the email in pdf format;

* annotate the pdf file with your own comments (using the "’Comment” function) and state your implementation of the
tutor’s advice (such as “I rewrote”, “I provide example now””, “I added citation”, “I prefer to keep my own wording”,
and the like);

¢ upload the so annotated pdf file to Canvas.
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