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THERE’s ‘SOMETHING’ WEIRD GOING ON 
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DANCING AROUND THE OBVIOUS SHORTAGE 
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The term ‘rising dollar’ while 
appearing to denote the exchange 
value of the dollar is instead a 
euphemism for ‘dollar’ shortage 
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central banks to respond by 
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WHY DOES THE WORLD NEED SO MANY 
‘DOLLARs’? 
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Take the example of firms not connected at all to the dollar directly; one in Sweden exporting goods to 
another in Japan. The Swedish firm must be paid in kronor, so the Japanese firm would contract with a 
Japanese bank to buy kronor at some specified time, usually three months forward timed to the 
expected delivery of the goods. If the Japanese bank carried reserves of kronor, not likely, the bank 
would simply charge its commission and everyone would move on. Holding reserves of this kind, 
however, is inefficient and costly. Instead, the Japanese bank would intermediate through eurodollars: 
buy dollars for yen and then sell dollars for kronor. 
 

While that describes the intended channel, in actual practice the Japanese bank would actually 
engage in eurodollar forwards (or swaps). The Japanese bank could instead more efficiently buy a 
eurodollar deposit maturing in three months and simultaneously sell forward those dollars into kronor. 

In terms of actual money or currency, delivery forward is no longer the responsibility of the 
Japanese bank nor of the Japanese importer; delivery rests upon the ability of the 
“market” to deliver on time in the form of another bank’s liability in “dollars.” If at 
maturity, that eurodollar bank doesn’t have “spare” dollars to place in the kronor account, that bank 
will simply “borrow” them elsewhere in the eurodollar market (if not simply create the requisite 
liability itself; but that is another story) because the “market” always has them (pre-August 2007). 
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Bretton Woods was not 
replaced in 1971 by 
swapping dollars for gold 
exchange, it was dismantled 
piece by piece throughout 
the 1960’s by the 

eurodollar so that by 1971 
it was the eurodollar system 
that functioned as the 
global reserve. 
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Currency exchange rates don’t tell 
us the price of any currency, 
rather they show us a 
measurement of eurodollar flow 
and flexibility.  As CNY 
appreciated before and after 
2008, not during the crisis, it was 
as ‘dollars’ flowed in such that 
they had to be locked up in higher 
bank reserve requirements. 
Conversely, since 2013, as CNY 
‘devalues’ as ‘dollars’ disappear 
leaving the PBOC to either supply 
them itself or allow banks greater 
RMB flexibility through lower 
RRR. 
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It’s not just China; Brazil for 
example:  

What you see above is as ‘dollars’ 
disappeared from Brazil starting in 2013 
Banco do Brasil trying ever more 
desperately to fill the gap – and failing to 



AIP 
www.alhambrapartners.com 

That is why we can see Brazil’s 
economic disaster written in 
China’s currency:  

Because it’s not really Brazil or 

China, it is always ‘dollar.’ 
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SO WHAT IS ‘REFLATION’? 
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Nothing goes in a straight line, 
and the history of the crisis era is 
written in specific eurodollar 
episodes: 2008, 2011, 2014. 
‘Reflation’ is nothing more than 
the spaces in between them, 
largely due to misunderstanding 
what is going on monetarily. 
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Throughout 2007 and early 2008 markets were 
convinced that not only was the Fed going to 
fix everything, there was a danger it might 
over-fix them by doing too much and 
unleashing rapid inflation.  In July 2008 instead 
markets learned that the Fed wasn’t the 
correct monetary factor. 
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Reflation always fails 
because it isn’t actually 
reflation.  The market has 
learned that lesson over 
time, where repeated failure 
of monetary policy finally 
proves what the Fed can 
actually do in a eurodollar 
system.  Very little if not 
nothing. 
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That’s why this version of 
‘reflation’ is so far less than 
even 2013’s version. 
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The Fed has fixed nothing 
because the Fed can fix 
nothing.  Eurodollars are far 
beyond the self-imposed 
limitations of orthodox 
Economics and the monetary 
policies created from it. 
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The economic cost of this 
chronic eurodollar decay, 
irregular as it has been and is 
likely still to be, is already 
enormous. 
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Unfortunately, it has taken 
Economists a decade just to 
realize the Great ‘Recession’ 
wasn’t actually a recession.  
That leaves us with depression, 
a condition that is caused by 
monetary problems. 
 
We can’t afford to wait another 
one before authorities figure out 
the cause having finally realized 
the economic effect. 


