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Abstract

Evidence from the past three years {ndicates that the exchange rate
between the private ECU and the official ECU Basket can deviate
substantially from par. The value of the private ECU is driven by
expectations that a future European Central Bank will enforce par
convertibility between the private ECU and the official ECU basket of
currencies. Meanwhile, no existing institutional arrangement limits the
private ECU’s value in terms of the Basket. This paper addresses the
question of what determines the values of the private ECU and of private ECU
interest rates. We show that an anticipation of a future fixing of the
private ECU’s value, together with the interest rate setting mechanism of
the large-value ECU payment and clearing system, are sufficient to determine
its value. The determination of the private ECU exchange rate provides the

template for how to determine the value of any private composite currency,
such as, for example, a private SDR.
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