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MR. FISHER. What interests me is that when I talk to bankers, 
many of them will tell me very frankly that their credit lines to 
their Japanese counterparties are completely full. That is, 
their traders are taking maximum advantage of trying to 
capture this premium and arbitrage it. But the bank credit 
departments are now in charge on an individual trade-by-trade 
basis, and they are up against their limits.

Peter Fisher, Federal Reserve Open Market System Manager
FOMC Transcript
May 1998
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Asian Fin’l Crisis: Regional $ Shortage
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MR. FISHER. Just before Christmas, we confronted an order 
from the Japanese authorities to sell in Treasury bills. In the 
absence of [blank] 
We took [blank] of bills into the SOMA account, selecting bills 
that we would be able to run off in the course of January so as 
not to make our need to drain reserves any worse at the end of 
the month. We sold [blank] for them in the market and took 
another [blank] out of the repo pool, where we have had an 
elevated cash balance for them, to help them in effect to meet 
their cash needs. 

Peter Fisher, Federal Reserve Open Market System Manager
FOMC Transcript
February 1998
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“ Mr. Daane mentioned that there had been confirmation in 
Europe during the past week, particularly from the Japanese, 
that the flow of new funds into the Euro-dollar market was 
drying up…It was reflected, however, in transactions in the 
New York money market; the Japanese government, for 
instance, was selling U. S. Treasury bills to provide funds for 
Japanese commercial banks to repay Euro-dollar loans they 
were unable to renew.

Federal Reserve FOMC Meeting
Historical Minutes
December 1963
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Local Euro$ Shortages
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Although we cannot precisely measure the costs SLR capital 
requirements impose, it appears that executing swap spread 
trades is now more expensive for dealers than in the past
largely because of the amount of capital that dealers must hold 
against these trades…As a result, while current negative swap 
spread levels may have presented attractive trading 
opportunities in the past—which would have reduced 
deviations from parity—our analysis suggests that, given the 
balance sheet costs, these spreads must reach more negative 
levels to generate an adequate ROE for dealers.

Nina Boyarchenko, Pooja Gupta, Nick Steele, & Jacqueline Yen 
Negative Swap Spreads
FRBNY Economic Policy Review 24, no. 2, October 2018
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Broad Euro$ Shortages
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On the small-scale, this is also a key factor of the IRS arbitrage 
the FRBNY authors omitted. Focusing on the long UST side of 
it…to complete the arb requires participating in the IRS which 
therefore means being cleared via a CCP – which means putting 
up more initial collateral to get it started.

Meaning, it takes both balance sheet capacity along with 
collateral in order for the dealer to even think about arbitraging 
any negative or low swap spread.

Jeffrey Snider
It Isn't the Fed's Theater of Rate Hikes That Got Us Here
RealClearMarkets; May 6, 2022
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First, there is a strong negative relationship between the US 
dollar and cross-border bank lending denominated in US 
dollars. Second, an increase in US dollar denominated cross-
border lending to a given EME is associated with greater real 
investment in that EME. Finally, a decline in the value of a 
country’s currency against the US dollar triggers a decline in real 
investment in that country.

Avdjiev, Stefan, V Bruno, C Koch, and H Shin (2018)
“The dollar exchange rate as a global risk factor: evidence from 
investment,” BIS Working Papers, no. 695. 
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The focus on the US dollar as the currency underpinning global
banking lends support to studies that have emphasized the US 
dollar as a bellwether for global financial conditions.

Bruno, Valentina and H Shin (2013)
“Capital Flows and the Risk-Taking Channel of Monetary Policy” 
Griswold Center for Economic Policy Studies Working Papers, No.
237b. 
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A rising dollar is the eurodollar system 
demanding a higher coverage charge to 
come in and drink at the only drinking 
establishment in town. 

Emil Kalinowski 
Eurodollar University
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(EURO)DOLLAR MARCH 2020
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https://www.youtube.com/watch?v=0EHWqbuf-eM

https://www.youtube.com/watch?v=LaQhyd2h974

https://www.youtube.com/watch?v=QuEKIEsks8I

https://www.youtube.com/watch?v=0EHWqbuf-eM
https://www.youtube.com/watch?v=LaQhyd2h974
https://www.youtube.com/watch?v=QuEKIEsks8I


MR. SCHULTZ. But it seems to me that this is only 
half of the problem. Half of the problem is that we 
don't know what the monetary aggregates are; the 
other half of the problem is that we don't know 
what the relationship is between the aggregates 
and GNP.

Federal Reserve FOMC Meeting
Transcript
July 1981
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MR. MORRIS. Well, Mr. Chairman, all this conversation, or 
much of it, suggests to me that we ought to face up to the 
fact that we do not know how to measure transactions 
balances in our present society. We have overnight RPs, 
for example, that are used by a good many corporations as 
transactions balances, and RPs are not in M-1B at all. I 
really don't think we will ever, from now on, be able to 
have a concept of a transactions balance in which we can 
have the same confidence we used to have in the old M1.

Federal Reserve FOMC Meeting
Transcript
July 1981

31

eurodollar.UNIVERSITY

Volcker Myth

“



32

eurodollar.UNIVERSITY
VOLCKER MYTH SERIES

The Myth of Paul Volcker: Part 3: TBD

https://www.youtube.com/watch?v=4HbXUJXhqM4

https://www.youtube.com/watch?v=9XqHyZOLiEc

https://www.youtube.com/watch?v=4HbXUJXhqM4
https://www.youtube.com/watch?v=9XqHyZOLiEc
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