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[0 O The widespread use of the U.S.dollar reflects its substantial international role as: "investment currency" in
many capital markets[] "reserve currency” held by many central banks[] "transaction currency” in many
international commodity markets] and “intervention currency” employed by monetary authorities in market
operations to influence their own exchange rates. In addition to those functions 9 the U. S. dollar also serves as a
"vehicle currency" which is a currency used to invoice international trade transactions. For most pairs of currencies
[ the market practice is to trade each of the two currencies against a third common currency as a vehicle[] rather
than to trade the two currencies directly against each other.00 For example[d a Chinese company wants to invest in
Indian capital market. The company will probably sell RMB for U. S. dollar and then sell dollar for Indian rupee.

O Although this approachd [ results in two transactions rather than oneld it may be the preferred way[l since
the RMB/dollar market and rupee/dollar market are much more active and liquid and have much better
information than a bilateral market for the two currencies directly against each other. In this sensel] the use of the
vehicle currency niay be cheaper for the Chinese company than it directly sells RMB for rupee.[J] [J The most
important trading centers are London New York and Tokyo.[J [0 London dominates the foreign exchange
market with average daily volume of 37% of the whole volume. The next is New York which accounts about 18%
of activity[] followed by Tokyo [ 6% of activity[] and. Singapore [ 5% of activity(] .[0 [J Major secondary
trading centers include Zurich[J Frankfurtd ParistJ Hong Kong and Sydney. Because foreign exchange
dealers are in constant telephone and computer contact[] the market is very competitive; in effect] it functions
no differently than if it were a centralized market..0 O O [
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