
S
OMETHING BIG HAPPENED IN THE CURRENCY
markets on July 1, but if you read only the main-
stream media, you might have missed it. On that date
Russia made its ruble fully convertible for the first
time since Aug. 8, 1914. More precisely: It lifted all

restrictions on ruble flows into and out of the country. The ruble
can now be freely traded on international exchanges, and for-
eigners can hold ruble deposits in Russia and abroad. Investors
are no longer required to keep interest-free deposits at the Cen-
tral Bank (and pay an implicit tax) when they invest in Russian
fixed-income markets. 

Did this loosening cause a run on the ruble? Far from it. Over
the past year the ruble is up 6.3% against the dollar, including
0.7% gained since July. 

This move toward free markets is a very positive develop-
ment in a country that has had a rocky conversion from commu-
nism to capitalism. Russia’s fledgling capital markets stand to
become deeper, more efficient and more fully integrated with
international markets. In short, convertibility will push Russia
further along the globalist path, stimulating capital inflows and
further ruble gains against the dollar.

Why did reporters miss the ruble story? Because they’ve got
their minds made up that Vladimir Putin is taking Russia back to
its authoritarian past. They can’t even imagine—let alone print—
that a former KGB man could be presiding over any kind of eco-
nomic liberalization.

Moving from Moscow to Paris, we discover another note-
worthy currency story. Since Charles de Gaulle delivered his
famous February 1965 speech in favor of a role for gold in the
international monetary system, it’s been no secret that France has
had an international currency strategy: Any system that counters
U.S. dollar hegemony is good. This, of course, explains why the
French were European Monetary Union enthu-
siasts in 1999.

Jean-Claude Trichet, European Central Bank

president since 2003, is promoting a French point of view when
he says that the cheap Chinese yuan has given China a competi-
tive trading advantage and generated dangerous global imbal-
ances (read: a large U.S. current account deficit).

The neomercantilist Bush Administration, supported by
parochial special interests, has stumbled over this French trip-
wire. Indeed, the U.S. has led the campaign to force the Chinese
to unlink the yuan from the dollar and let the yuan float. If
that were to happen, the French would have their prize. The
other countries that link their currencies to the dollar and form
the Asian dollar bloc would cut their dollar tethers and the

bloc would break apart. This would roll back the U.S.
dollar hegemony, inject instability into what was the
Asian dollar bloc area and retard the flow of Asian sav-
ings to the U.S.

There is a good way for the Chinese to thwart both
the French and the American protectionists: adopt a
fixed yuan/dollar exchange rate while introducing full
convertibility. Such a change would leave China where it

wants to be and with the same
type of monetary regime as
Hong Kong’s. The Asian dollar
bloc would remain intact. I
think it’s a bad idea to buy the
yuan with the expectation that
the Chinese will allow a major
appreciation.

One more currency devel-
opment merits attention: the
Swiss franc’s apparent loss of its
safe-haven status. You’d expect
that war in the Middle East and
rising oil and gold prices would
make the franc a desirable store
of value. The Swiss economy,
moreover, is generating strong
growth, low unemployment,

low inflation and a huge current account surplus. And yet the
Swissie is trading near its six-year low against the euro and at a
two-year low against sterling.

What explains this puzzle? Low Swiss interest rates (one-year
money costs 2%) have attracted mass franc borrowing by indi-
viduals and small businesses in Eastern Europe (especially Hun-
gary) and Turkey. However, these mom-and-pop borrowers must
service their Swiss franc debts with incomes denominated in
Hungarian forints and Turkish liras, creating a dangerous cur-
rency mismatch. This is a train wreck waiting to happen—partic-
ularly when novices are at the controls.  When the wreck occurs,
expect a sharp rise in the value of the Swiss franc. Sell the
Euro/Swiss futures contract traded on the Chicago Mercantile
Exchange (symbol RF). a
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Good things
are happening
in the
economies of
Switzerland
and Russia. But
no one notices.
You, though,
can take
advantage.

Steve H. Hanke is a professor of applied economics at The Johns Hopkins
University in Baltimore and a senior fellow at the Cato Institute in 
Washington, D.C. Visit his home page at www.forbes.com/hanke.
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