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Abstract

This paper studies a simple model of the transition from a world with

multiple national currencies to a world with a single currency. In the
context of the model, I discuss issues related to the choice of conversion

rates between the old and the new currencies. The main findings are: (i)

There is a large set of efficient conversion rates and therefore choosing
among them is a matter of wealth redistribution; (ii) Market forces cannot by
themselves determine conversion rates; (iii) With perfect capital mobility,
conversion rates have real effects if and only if the currency union is

anticipated.
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