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Widely Perceived Eurodollar System
Central bank is central Credit-based OFFSHORE system

Money multiplier, deposit-based Reserve-less, currency-less ledger money

Traditional reserve pyramid Wholesale, interbank; dynamic bank 
liabilities

Individual economies are closed systems Globalized economy intricately linked

Gold Exchange (BW) replaced by US$ Gold Exchange (BW) replaced by Euro$

Bretton Woods ended in 1971 Transition to eurodollar-based system 
1950’s and 1960’s



Global eurodollar System

“ Recently, I heard a high official of an international financial 
organization discuss the Euro-dollar market before a collection of 
high-powered international bankers. He estimated that Euro-dollar 
deposits totaled some $30 billion. He was then asked: “What is the 
source of these deposits?” His answer was: partly, U.S. balance-of-
payments deficits; partly, dollar reserves of non-U.S. central banks; 
partly, the proceeds from the sale of Euro-dollar bonds.

This answer is almost complete nonsense.

Milton Friedman
The Euro-Dollar Market: Some First Principles
Morgan Guaranty Survey: October 1969; Republished July 1971
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Global eurodollar System

“ The Eurodollar market was for years hidden from economists and 
other readers of the financial press by a remarkable conspiracy of 
silence. I stumbled on its existence by sheer accident in October 
1959, and when I embarked on an enquiry about it in London 
banking circles several bankers emphatically asked me not to write 
about the new practice.

Paul Einzig
Foreign Dollar Loans In Europe
1965
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Missing shadow Money

“ In reply, Mr. Coombs said an effort could be made to develop such a 
measure, but he doubted that it would be successful. The volume of funds 
which might be shifted back and forth between the of the monetary 
statistics arose in connection with Euro-dollars; he suspected that at least 
some part of the Euro-dollar-based money supply should be included in 
the U.S. money supply. More generally, he thought M1 was becoming 
increasingly obsolete as a monetary indicator. The Committee should be 
focusing more on M2, and it should be moving toward some new version 
of M3--especially because of the participation of nonbank thrift institutions 
in money transfer activities. 

FOMC 
Memorandum of Discussion
December 1974
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Missing shadow Money

“ The results of this paper are difficult to characterize. Insofar as the objective was an 
improved specification of the demand function for M1, capable of explaining the 
current shortfall in money demand, the paper is rather a failure. Specifications that 
seem most reasonable on the basis of earlier data are not the ones that make a 
substantial dent in explaining the recent data.

Stephen M. Goldfeld
Princeton University
The Case of the Missing Money
1976 8



Global eurodollar System

“ But this combination of improvisations could not cope with, and 
indeed may have contributed to, the enormous expansion in 
markets for U.S. dollars offshore, and the new networks of 
interbank relations that made possible the creation of additional 
supplies of dollars outside the United States and beyond the 
control of the Federal Reserve. The ‘offshore’ currency markets 
soon became securities markets and, spurred by the U.S. effort to 
maintain control over capital exports from the United States, 
markets in Eurodollar securities flourished.

Robert Roosa
The International Monetary System: Forty Years After Bretton Woods
Conference at Bretton Woods sponsored by Federal Reserve Bank of Boston
May 1984 9



Missing shadow Money

“ The problem is that we cannot extract from our statistical database 
what is true money conceptually, either in the transactions mode 
or the store-of-value mode. One of the reasons, obviously, is that 
the proliferation of products has been so extraordinary that the 
true underlying mix of money in our money and near money data 
is continuously changing. As a consequence, while of necessity it 
must be the case at the end of the day that inflation has to be a 
monetary phenomenon, a decision to base policy on measures of 
money presupposes that we can locate money. And that has 
become an increasingly dubious proposition.

Alan Greenspan
FOMC Meeting Transcript
June 2000 10
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To EVERY banker in the 
multiplier chain, the 
additional Eurodollar deposit 
came in the form of a check 
from Morgan Guaranty NYC.   
There are now $10 of 
eurodollar claims on each 
$1 of Morgan Guaranty 
‘money.’
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Missing shadow Money

“ The origins of the US dollar shortage during the crisis are linked to the 
expansion since 2000 in banks’ international balance sheets. The 
outstanding stock of banks’ foreign claims grew from $10 trillion at the 
beginning of 2000 to $34 trillion by end-2007, a significant expansion even 
when scaled by global economic activity. The year-on-year growth in 
foreign claims approached 30% by mid-2007, up from around 10% in 2001. 
This acceleration took place during a period of financial innovation, which 
included the emergence of structured finance, the spread of “universal 
banking”…

BIS Working Papers
The US dollar shortage in global banking and the international policy response
October 14, 2009
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Missing shadow Money

“ Until the onset of the crisis, European banks had met this need by tapping 
the interbank market ($432 billion) and by borrowing from central banks 
($386 billion), and used FX swaps ($315 billion) to convert (primarily) 
domestic currency funding into dollars. If we assume that these banks’ 
liabilities to money market funds (roughly $1 trillion, Baba et al (2009)) are 
also short-term liabilities, then the estimate of their US dollar funding gap 
in mid-2007 would be $2.0 – 2.2 trillion. Were all liabilities to non-banks 
treated as short-term funding, the upper-bound estimate would be $6.5 
trillion.

BIS Working Papers
The US dollar shortage in global banking and the international policy response
October 14, 2009
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Missing shadow Money

“ Prospective subprime losses were clearly not large enough on their own to 
account for the magnitude of the crisis. Rather, the system’s vulnerabilities, 
together with gaps in the government’s crisis-response toolkit, were the 
principal explanations of why the crisis was so severe and had such 
devastating effects on the broader economy.

Ben Bernanke
Chairman, Federal Reserve
Testimony to the Financial Crisis Inquiry Commission

18



Missing shadow Money

“ The majority says the crisis was avoidable if only the United States had adopted 
across-the-board more restrictive regulations, in conjunction with more aggressive 
regulators and supervisors. This conclusion by the majority largely ignores the global 
nature of the crisis. For example:

A credit bubble appeared in both the United States and Europe. 

There were housing bubbles in the United Kingdom, Spain, Australia, France and 
Ireland, some more pronounced than in the United States. Some nations with 
housing bubbles relied little on American-style mortgage securitization. 

Large financial firms failed in Iceland, Spain, Germany, and the United Kingdom, 
among others.

Financial Crisis Inquiry Commission
Dissenting Statement
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