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SteveH asked where it all started so I told him "Jamaica Accords". In good order, Cage Rattler found a nice rundown about the entire evolution of the world monetary system. Everyone here should read all of it because it helps put into perspective much of the Historical material that we analyze. 

As for an international or heads of government signed accord, the Jamaica is as close as you will ever see. Often, in politics, protocols are but forced standoffs. Just like when two armies stop shelling each other. Someone makes the wise observation that "the generals must have come to an agreement to stop fighting". Yet, a reporter, trying to make a "responsible" assessment to the public, asks "when will we see a copy of the contract?"! My friend, the observer exclaims, "the events and the actions are the agreement"! –FOA (8/2/99)

_________

Exchange rate stability has long been promoted by economists and desired by central banks. But when Freegold was officially launched for the first time on April 1, 1978 (don't worry, I'll explain in a moment), it was a shock to economists and central bankers alike that the dollar plunged 15% against other currencies and 30% against gold in just 5 short months. The USDX is at 81 today, so that would be like a plunge to 68 before the end of the year (the lowest the dollar has ever been was 70.69 in 2008). Gold is at $1,295 as I write, so that would be like gold jumping to $1,850 in December. 

I realize that doesn't seem very alarming given the volatility of the last decade, but try putting yourself back in 1978. We'd recently come off the Bretton Woods system in which currencies traded for 25 years within 1% of their par values. The dollar had previously declined as much as 10% over 5 months, but this time it dropped 7.5% in a single month. Some of the European central banks knew what had changed, and they knew it wouldn't stop there, nor would its effects be limited to the United States. This realization would change the course of monetary history for the next 35 years. 

What happened on April 1, 1978 was that the 2nd Amendment to the IMF Articles of Agreement went into force, officially legitimizing floating exchange rates and allowing each CB to choose its own exchange rate policy. They could choose to float their currency or tie it to any external anchor with the sole exception of gold. 

In other words, gold was officially set free from its shackles to the monetary system for the first time in history. The 2nd Amendment not only set gold free, but it also effectively established the first ever fiat currency floating exchange rate regime. Together, those two things constitute Freegold, and that's why I said it was officially launched on April 1, 1978… then it was quickly aborted by the same European CBs who had lobbied for it. But I'm getting a little ahead of myself. 
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Smithsonian Agreement

Under the Articles of Agreement of the International Monetary Fund, the Bretton Woods system required currency exchange rate transactions to stay within ±1% of their fixed par value with the dollar. To maintain this tight range, the foreign public sector, the European central banks, had to fix their currency exchange rates each day by supplementing either supply of or demand for their own currency or the dollar. Before 1958, this meant buying dollars with gold. After 1958 it meant buying dollars with newly printed currency. 

Par values could be adjusted only with prior approval from the IMF, and only if there was a "fundamental disequilibrium", a notion that was never precisely defined. But by 1971, fundamental disequilibrium was systemic, and this rigid system was under great tension. In a situation reminiscent of the last days of the London gold pool, the Bundesbank had to buy a billion dollars in a single day on May 4, 1971, in order to maintain its par value. The next morning it had to buy another billion dollars in just the first hour. At that point it made the decision to let the mark float. 

In the weeks that followed May 5th, pressure on the dollar grew to extreme levels as the foreign private sector (often called "the speculators" when it goes against the status quo, but I prefer to simply call it "the market") bet on an imminent dollar devaluation. But while each CB could propose a change to its own par value against the dollar, it wasn't so simple to effect a change in the dollar itself. Under IMF rules, a uniform change in par values (which was what a dollar devaluation was by definition) required a majority of the voting members to agree to simultaneously revalue their currencies against the dollar, and many countries didn't want to do this because they thought it would negatively impact their exports to the US. Besides, they didn't mind printing to buy dollars to maintain their par values because the dollar was still technically convertible to gold at $35 per ounce, a 22% discount to the market price at that time. 

Then, three months later on August 15, 1971, a Sunday, President Nixon shocked the world by announcing that the dollar was no longer convertible to gold, and that a new 10% tax on imports would remain in effect until US trading partners agreed to revalue their currencies against the dollar. That announcement brought the "Group of Ten" (Belgium, Canada, France, Italy, Japan, the Netherlands, the United Kingdom, Germany, Sweden and Switzerland) to the bargaining table at a meeting at the Smithsonian Institution in Washington, D.C. in December of 1971. The group agreed to devalue the dollar and the import tax was removed.
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Snake in the Tunnel

One of the results of the Smithsonian Agreement was the idea of a 2.25% trading band. The dollar was devalued with a new set of par values for the other main currencies, and the tight band of 1% in Bretton Woods was widened to 2.25%. 

Four months later, in the "Basel Agreement" on April 10, 1972, the members of the European Economic Community (EEC) conceived the idea of the snake in the tunnel. It was an easy explanation of the Smithsonian Agreement setup, but more importantly, it distinguished the snake (the European currencies) from the tunnel (the dollar), opening the possibility of the snake existing without a tunnel. It also marked even tighter European cooperation than the Smithsonian Agreement technically required. 

Here is the explanation of the snake in the tunnel from Wikipedia:
"With the failure of the Bretton Woods system with the Nixon shock in 1971, the Smithsonian agreement set bands of ±2.25% for currencies to move relative to their central rate against the US dollar. This provided a tunnel in which European currencies to trade. However, it implied much larger bands in which they could move against each other: for example if currency A started at the bottom of its band it could appreciate by 4.5% against the dollar, while if currency B started at the top of its band it could depreciate by 4.5% against the dollar.

If both happened simultaneously, then currency A would appreciate by 9% against currency B. This was seen as excessive, and the Basel agreement in 1972 between the six existing EEC members and three about to join established a snake in the tunnel with bilateral margins between their currencies limited to 2.25%, implying a maximum change between any two currencies of 4.5%, and with all the currencies tending to move together against the dollar."

The snake in the tunnel marked the trailhead of the dirty float trail which is ending today, as well as the beginning of Eurocentric exchange rate cooperation that ended with a common currency in 1999. But the snake left its tunnel after barely one year. 
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Exchange Rate Anarchy 

Lest you got the impression that Bretton Woods was a strict disciplinary system under a tyrannical master (the IMF), let me assure you that it was not. Regardless of how it was written, in practice, it was a system of voluntary cooperation (more or less) between CBs. In fact, enforcement was pretty slack. It was actually more of an honor system.

Some countries used "multiple" par values, and some never declared any par value at all, essentially floating their exchange rates without incurring any sanctions. And most par value adjustments (unilateral de- or re-valuations) were not run through the IMF as was required. 

When Bretton Woods started, the IMF had 44 different member currencies. By the mid-1970s, that number was up to 127. The point of mentioning this is not that some of the members disobeyed the rules, but that most of them followed the rules voluntarily, without any serious threat of sanctions. The international monetary system yearns for a set of rules that everyone can easily follow, voluntarily. But from mid-1972 until 1978, anarchy was a good description of the international monetary system. 

In June of '72, the UK decided to float the pound, followed by Italy in January of '73. In February of '73, the EEC had to buy $3.6 billion just to keep the snake in the tunnel. Then on March 1st, the EEC temporarily closed its foreign exchange markets and pulled its snake out of the dollar tunnel allowing it to float as a group against the dollar. Japan and Switzerland followed. Over the next three years, a number of international meetings were held in attempt to deal with the chaos, to somehow make sense out of the anarchy, and to try to codify it into a new set of rules that would be agreeable to the majority. 

In September of '73, a new IMF "Committee of 20" (the full name was the Committee on Reform of the International Monetary System) met in Nairobi to begin constructing new IMS rules. Two basic ideas were agreed upon in Nairobi. 1. Stable but adjustable exchange rates were the goal. At the time, that seemed to mean something in between fixed parities and floating exchange rates. And 2. There should not be a single national currency with the privileged position of the dollar in that all other currency pairs must not only watch their exchange rates with each other but also their combined relation to the dollar. 

A few weeks after Nairobi, the oil crisis hit, and with it came a dramatic rise in the general price level of raw materials and food. In April of 1974, the EEC met informally in the Dutch town of Zeist where they decided that their gold reserves should be mobilized (bought and sold with each other and with the free gold market) at the free gold market price in order to help the struggling European oil and raw material importing countries. Some even took the additional step of revaluing their gold reserves from the current $42.22 to the market price which, at the time of the meeting, was $174 per ounce. 

Then, in June of 1974, the IMF decided to change the value of an SDR from gold to a trade-weighted basket of 16 different currencies. International monetary links to gold and the dollar were quickly disintegrating, but the monetary system continued to destabilize. One by one, European countries severed their ties to the snake, including France in July of 1975, until it was little more than a worm with just five remaining members. 
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Jamaica Accord

By 1976, the Bretton Woods monetary system was little more than a distant memory, but the Articles of Agreement for the International Monetary Fund were still the rule book for the international monetary system which had grown from 44 to 127 members. The US had broken the rules in 1971, but by 1976 everyone was breaking the rules. 

So what do you do when everyone is breaking the rules, when everyone is a barbarous outlaw? That's right. You rewrite the rules! And that's precisely what the Committee of 20 set out to do when it met again, this time in Jamaica, on January 7-8, 1976.

What came out of that meeting was the 2nd Amendment to the IMF Articles of Agreement. The 1st Amendment was back in 1969, creating the SDR as a supplemental reserve asset. But the primary achievements of the 2nd Amendment were sweeping; a full rewrite of Article IV—Obligations Regarding Exchange Arrangements, as well as the abolition of the official price of gold and authorization for central banks to carry out gold transactions at free gold market prices. 

Regarding exchange rate policy, the new Article IV laid down the general objectives as promoting and fostering growth and stability, while avoiding "erratic disruptions" and exchange rate manipulations that prevent effective adjustment mechanisms, "or to gain an unfair competitive advantage over other members." Each member would have 30 days after the Amendment went into force to notify the IMF of its chosen exchange rate policy. The range of possible choices was unlimited except for one single restriction. The sole limitation was that no member could choose to maintain the value of its currency in terms of gold. 

In addition to Article IV, the 2nd Amendment mentions gold in five more of its 31 Articles as well as in four of its 13 Schedules. Here are the highlights:

Under Article V: Operations and Transactions of the Fund, Section 12, it made provisions for the sale of IMF gold back to its members that want it back and for other purposes excluding "the management of the price, or the establishment of a fixed price, in the gold market."
Section 12. Other operations and transactions

(a) The Fund shall be guided in all its policies and decisions under this Section by the objectives set forth in Article VIII, Section 7 and by the objective of avoiding the management of the price, or the establishment of a fixed price, in the gold market.

[…]

(e) The Fund may sell gold held by it on the date of the second amendment of this Agreement to those members that were members on August 31, 1975 and that agree to buy it, in proportion to their quotas on that date.

Under Schedule B: Transitional Provisions with Respect to Repurchase, Payment of Additional Subscriptions, Gold, and Certain Operational Matters, it says that any existing obligations for a member to pay gold to the IMF will now be paid in SDRs:
2. A member shall discharge with special drawing rights any obligation to pay gold to the Fund in repurchase or as a subscription that is outstanding at the date of the second amendment of this Agreement, but the Fund may prescribe that these payments may be made in whole or in part in the currencies of other members specified by the Fund.

Under Schedule C: Par Values, in the case that adjustable par values are ever reestablished based on an 85% majority vote [bracketed notes are mine]:
1. […] The common denominator shall not be gold or a [single] currency [like the dollar in the past].

Under Schedule K: Administration of Liquidation (of the IMF)
9. The Fund shall determine the value of gold under this Schedule on the basis of prices in the market.

The 2nd Amendment was approved and adopted in April of 1976, and went into force two years later on April 1, the first day of the second quarter of 1978. It is still in force today. You can read the new Article IV here, as well as the full text of the IMF Articles of Agreement as they stand today. 
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Q2 1978

Q2 1978 marked the first and only major change in the official rules governing international currency exchange rate policy in the last 70 years, legitimizing floating exchange rates and allowing each CB to choose its own policy. Coincidentally (or not… probably not), it also marked the first quarter since the collapse of the Bretton Woods fixed exchange rate system that European central banks, in aggregate, stopped buying dollars.

The term "dirty float" has two components. "Float" refers to the private sector, "the market" as I like to call it, or "the speculators" as the public sector likes to call it whenever it upsets the status quo. And "dirty" refers to the public sector resisting market forces, also known as CB intervention whenever "the speculators" disturb the status quo. 

Even though the snake pulled out of the tunnel and the European currencies began floating against the dollar in 1973, it was still a dirty float all through the 70s, until Q2 1978 when it suddenly went clean. To give you an idea of the abruptness of this "going cold turkey" change, during the two preceding quarters, foreign CBs in aggregate bought $16B per quarter, or about $5.3B per month, just to support the dollar exchange rate. But in Q2 they not only stopped buying dollars altogether, they actually sold $5B of their dollar reserves during that quarter. [1]

Also coincidentally (or not… probably not), May, the 2nd month of the 2nd quarter of 1978, marked the beginning of the largest and quickest decline in the dollar exchange rate that had ever occurred. A five-month, 15% waterfall-like decline in which 50% of the fall happened in October alone, the last 20% of the time period. 
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Overvalued 

There's a very simple way to know if a currency is overvalued. If its currency zone is running a persistent trade deficit, the currency is overvalued. It's as simple as that. But the causes, cures and consequences are a little more complex, especially for the dollar. 

From mid-May until October 1st, 1978, the dollar declined 8.5% on the USDX. October 1st was the date of the annual meeting of the IMF which, in 1978, was held in Washington. At that meeting, European central bankers urged then Fed Chairman G. William Miller to take tough action to stem high dollar inflation, the persistent US trade deficit and the dollar's steep decline which was already seen as disastrous for the global economy. 

The dollar was the only real international currency at that time, and it was estimated that as much as 80% of all private sector international transactions outside of the US were conducted in dollars, simply for want of an international currency. This was called the Eurodollar market, and it was estimated to be $560B circulating through banks outside of the Federal Reserve System, so any abrupt decline in the dollar's exchange rate threatened both global trade flows and the entire international financial system. 

But the dollar's decline only accelerated in October, plunging another 8% over the next four weeks. Here are a few excerpts from newspaper articles during that time. 
Newsweek 
October 2, 1978
International Finance
By Paul A. Samuelson

Lord Keynes used to say there are two opinions in economics, public opinion and inside opinion… Inside opinion is split on the state of the dollar. Poll bankers and foreign-government officials. I think you will learn their views resemble the following.

1. The decline in the dollar exchange rate relative to the German mark, the Japanese yen and the Swiss franc is a disaster. 

2. President Carter, Treasury Secretary Michael Blumenthal and Under Secretary of State Richard N. Cooper must bear the blame for unwillingness to intervene to support the dollar.

[…]

By contrast, take a pool of 5,000 U.S. economists gathered at a convention. Or better, sample views of the 1,000 who specialize in international finance and macroeconomics. Three quarters would hold the following quite different opinions…

1. If the dollar floats downward (or upward, for that matter), that is a good or bad thing depending upon whether it represents a movement toward or away from equilibrium. 

2. The great advantage of getting away from the shackles of pegged exchange rates, a la the old Bretton Woods regime or the limping gold standard, is that it permits each country to pursue its own economic objectives.

[…]

The annual meeting of the International Monetary Fund and World Bank, now taking place in Washington, is a forum in which the above contrasting views will be debated both publicly and in the hotel corridors. Somehow a unified insiders' consensus will have to emerge. 

There are yet few signs that the U.S. trade deficit is on its way toward being permanently reversed. I must therefore warn against the tempting assumption that the dollar has already dropped so much that it can be safely assumed now to be an undervalued currency. Agnosticism is still in order. One must counsel Carter against premature agreement to peg the dollar by massive interventions and binding guarantees. 

Chairman G. William Miller of the Federal Reserve Board is aware that the U.S. recovery could turn into a 1979 mini-recession. I trust that he and his Fed colleagues will not yield to Continental bankers' demands that we deliberately court a recession to fight inflation and defend existing dollar parities.

Xinhua General News Service 
OCTOBER 28, 1978
U.S. Records more trade deficit in September 
DATELINE: Peking

The U.S. registered another trade deficit of 1.69 billion dollars last month, the 28th in a row, the U.S. government announced yesterday… 

The U.S. trade deficit has been a cause for the steep slide in the value of the dollar. Reuter reported yesterday that the U.S. dollar exchange rate fell to 1.7595 against West German mark and 178.23 in terms of Japanese yen. On October 26 last year, the dollar traded in London at 2.26 mark and 251 yen.

Newsweek 
November 13, 1978
SAVING THE DOLLAR BUT RISKING A RECESSION
By LARRY MARTS with RICH THOMAS, THOMAS M. DeFRANK and ELEANOR CLIFT in Washington, PAMELA LYNN ABRAHAM in New York and bureau reports.

[…] In theory, a falling dollar makes imports more expensive and thus helps domestic manufacturers compete. But in practice over the past few years, domestic producers have seized on rising import prices as an excuse to raise their own prices, not undersell the competitions.

Perhaps for the same reasons, the falling dollar hasn't helped the U.S. balance of payments, as long promised. In theory, a falling currency discourages imports and spurs exports. There is always a lag in this benefit, known to economists as the J-curve. But for the U.S., the downward leg of the J has seemed interminable. And the nation's persistent deficit in its accounts with the rest of the world spews more dollars overseas and in turn, in a vicious circle further erodes their value. 

The dollars abroad multiply not only from the U.S. deficit, but in the course of normal banking operations. By one common measurement, the Eurocurrency pool swelled from $360 billion in 1974 to $700 billion last June, and $560 billion of the total was in dollars. For a while, expanding world trade and the need to finance oil payments at quadrupled prices absorbed the increasing flow of dollars. But lately, as The Times of London put it last week, "There are more dollars around than people want." Since the U.S. inflation rate considerably exceeds those of the strong-currency nations, dollars are increasingly suspect as a store of value, and more and more investors tend to prefer assets denominated in Deutsche marks, yen or Swiss francs. 

BUYING AMERICAN CHEAP

The result: the dollar's exchange value has plummeted far below its realistic purchasing power - that is, a dollar in the U.S. will buy far more goods and services than its equivalent in, say, marks will buy in Germany. And in growing numbers, foreign holders are taking advantage of this disparity by using their cheap dollars to buy vast quantities of common stock, farm land, houses and factories in the U.S. 

But the most frightening potential effects of a continued dollar decline could be a catastrophic world crash. At some point, foreign holders of dollars might become so nervous that an orderly fall in prices could turn into a panicky rout, with investors and speculators frantically trying to find havens for their money. Since there is no equivalent to the dollar - all the Deutsche marks outside Germany, for instance, amount to only $84 billion-the result would be a frantic rise in the price of everything in harder currencies, a collapse of the dollar, stringent exchange barriers and a virtual halt to world trade. The only consolation, as Carter's financial aides saw it, was the bitter old adage that a whiff of panic both permits and forces a Head of State to take steps that would be unthinkable in normal times…
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Solomon's Kitchen Sink 

Late in the day on October 24th, President Carter was scheduled to make a speech announcing his new anti-inflation plan. But a copy of the press brief was leaked to a banker about an hour before the speech and word quickly spread that the details of the plan were weak. Front running the yet-to-be-news, a sell-off of the dollar began in Singapore which was the only dollar market open at that time, and it continued around the globe dropping the USDX another 4% over the next four days. 

Treasury Under Secretary for Monetary Affairs, Anthony M. Solomon, had been working on a contingency plan ever since the IMF meeting at the beginning of October which Treasury insiders had started calling "Solomon's Kitchen Sink" because it called for throwing "everything but the kitchen sink" at the problem of the dollar's declining exchange rate. Following the Oct. 24th disaster, Solomon's plan became the plan.

This time Carter insisted on strict secrecy prior to announcing Solomon's plan. One of Carter's aides later reported that he wanted to maximize impact at the time of the announcement, saying "One of the pleasures in this is punishing the damn people who have been underselling the dollar." Carter, together with Treasury Secretary Blumenthal and Fed Chairman Miller, made the announcement a week later, on November 1st, this time right before the New York stock market opened. 

Aside from one suspected leak in Switzerland, the elements of timing and surprise in Carter's bear trap bombshell worked, catching traders short and exposed, and delivering the dollar a quick 10% bounce. One trader commented, "They really clobbered the foreign traders. No one will dare make a move for several months. The losses must have been staggering." Even Jim Sinclair gave a comment to Newsweek, saying the mood was like a funeral for anyone who had recently jumped on the currency market bandwagon. 

Carter's kitchen sink approach was a multi-front attack on the dollar's weakness, from buying up international dollar liquidity through "massive intervention" in the foreign exchange market and tightening domestic liquidity by raising interest rates and bank reserve requirements, to quintupling the size of the ongoing US Treasury gold auctions from 9 to 46 tonnes per month. Carter's war chest of foreign currency ammunition was declared to be $30B, $5B already held by the US at the IMF, and another $25B in foreign currency that would be borrowed, primarily through expanded swaps with foreign CBs. 

The expanded swap line agreements were arranged with Germany, Switzerland and Japan the week before the announcement (thus the suspected leak in Switzerland). The plan was that the US Treasury could, at any time it wanted, exchange dollars for German marks, Swiss francs and Japanese yen and use them to buy dollars on the open market. The foreign CBs would hold the swapped dollars as reserves until the market calmed down and the Treasury was able to repurchase the foreign currency and swap it back again. 

Notice that this was essentially the same mechanism as the dirty float prior to Q2 1978—the foreign CB prints new currency which gets used to buy dollars on the open market and the foreign CB ends up sitting on dollar reserves—with a few notable differences. One difference was that the US Treasury was now in control of the timing and magnitude of the manipulation rather than the foreign CB. Another was that the US Treasury couldn't do it on its own like the foreign CBs could. It needed their support and cooperation. And the last main difference is that it was done belligerently, to scare the private sector market, rather than quietly in the background. 

I also want to note that it was widely believed that Carter's domestic monetary tightening, the largest interest rate increase in 45 years, a full percent from 8.5% to 9.5%, would likely induce a recession in the US economy, making it a surprisingly conservative move which concerned some of Carter's fellow Democrats. It was a bold and risky move that most people were optimistic about, even if they were split on whether it went too far or not far enough. 

Here's part of a good article from November 13th to give you a feel for the mood following Carter's November 1st announcement:
Newsweek
November 13, 1978
YES...BUT
By Paul A. Samuelson

President Carter scored a smashing tactical triumph. His surprise counterattack against the speculators turned the dollar around, sending it up against the yen, mark and pound. The dollar price of gold, always a barometer of psychology about U.S. inflation and stability, plummeted.

The Carter team is beaming. Bankers and businessmen applaud, complaining only that it should have been done earlier. Main Street likes a President who is doing something-anything. Naturally it likes a medicine man who sends up its common stocks.

What do economists think? Is the battle against inflation at long last getting somewhere? Will the euphoria last? Is $30 billion a large enough fund to succeed in pegging the dollar at its new parity? What will be the price that the American economy will have to pay if the first tactical victory is to be consolidated into a lasting strategic success?

The jury of analysts cannot be expected to arrive at unanimous verdicts on every one of these crucial questions. But there should be possible a reasonable consensus on the important variables that will be decisive in determining the longer-run consequences of our new economic game plan.

First, here is the hard-boilded interpretation. Carter, knowingly or naively, has acted to create a 1979-80 recession. High interest rates, sustainable only by a tight monetary policy on the part of the Federal Reserve, will choke off housing starts, dampen investment spending, turn around inventory growth and undermine consumers' incomes and willingness to spend.

Indeed, the only effective way of bringing down inflation in the short run is to cool off the economy, increase unused plant capacity, add to the supplies of unemployed labor. This hard boiled school does not blame Carter for engineering a recession. It was inevitably coming, anyway. Now it will come earlier. Probably it can therefore be a milder and shorter recession. By Election Day 1980, candidate Carter may well be glad that he grasped the nettle 24 months ago.

SWEAT AND TEARS

These economists may be right. Political economy is not, however, so exact a science that you should put all your bets on a full-fledged recession in 1979. For one thing, the President and Congress may not in fact persist in their defense of the dollar and determination to fight inflation at all costs. After the cheering has died down, once there begin to be complaints from the electorate about layoffs, declining real income, and melting corporate earnings, Washington Democrats may begin to falsify the hopes of European bankers.

For another thing, a considerable part of the hysteria about inflation and the bottomless floating dollar was just that-hysteriabased more upon the self-fulfilling fears of the market mob than upon objective evidence that U.S. inflation was escalating out of control and that our trade deficit was incapable of being cured by a finite depreciation of the dollar.

[…]

IN SUM

My own view is that pegging exchange rates is usually unwise. Usually governments defend the indefensible. Usually they present speculators with juicy heads-I-win tails-you-lose chances. I do not deem it philosophically sinful for government to intervene-only for the most part stupid.

But occasionally that rare opportunity arises when government can counterspeculate successfully. This may have been just such an opportunity.

I must still remain an agnostic on the longer-run question: has the dollar fallen enough to make our costs so competitive as to ensure curing of the basic U.S. balance-of-payments deficit?

Only time will tell. Meanwhile, I must warn against the notion that a recession is our only salvation.
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Belgrade 

The dollar's exuberant bounce in November was rather short-lived. In December it fell 5% and in June and July of 1979 it did it again. By September 28, 1979, the dollar was 4% below where it had been a year earlier, and back down to the same low level it was in late October, 1978. Meanwhile, the price of gold had more than doubled from its kitchen sink low in November. 

In July of 1979, a desperate Jimmy Carter, facing numerous problems including a tough reelection campaign, fired five of his cabinet members including Treasury Secretary Blumenthal, reportedly calling him "inept" in a private conversation. Fed Chairman G. William Miller left the Fed to become Carter's new Treasury Secretary, and Paul Volcker, the President of the New York Fed and former Treasury Under Secretary for Monetary Affairs during the Nixon Administration, was chosen to be the new Fed Chairman. 

The annual IMF meeting that year was to be held in Belgrade, Yugoslavia, from September 28th to October 5th. Volcker and Miller would both attend. You won't hear much about this meeting anywhere else, but my readers know that I have mentioned it numerous times. That's because it marks an important turning point in monetary history. 

FOA: We are, today, at the very conclusion of a fiat architecture that is straining to cope with our changing world. Neither the American currency dollar, its world reserve monetary system or the native US structural economy it all currently represents will, in the near future, look anything as it presently does…

…one important, almost unthinkable question; what if current trends are moving away from using our dollar reserve system? Even further, let's ask; what if the last decade's efforts to prolong dollar use, both internally and worldwide, have inflated its worth to such an extent that it's now vastly overvalued? Asking more; what if the architects of a competing currency system and the major players that helped guide its internal construction, all took a hand in promoting the dollar's extended life, its overvaluation and its use; so as to buy time for this great transition in our money world?

In my analysis, Belgrade marks the resumption of the dirty float that abruptly ended in Q2 1978, and the beginning of foreign public sector (CB) structural (dirty float) support that carried the dollar for the next 34 years, ending just this past November (more on this in a moment). 

Back in Q2 1978, a series of meetings in Europe made great strides toward monetary union and a "European Monetary System" resulting in the European Currency Unit or ECU, the predecessor to the euro, which was introduced in March of 1979. 

In May of 1978, the European League for Economic Cooperation or ELEC, an influential private sector organization, unanimously approved a proposal for "A European Parallel Currency as a Shelter Against Exchange Rate Instability". The proposal, which was drafted by Robert Triffin, urged the adoption of a European currency tentatively named the Europa as "an attractive alternative to the parallel currencies widely used already in transnational contracts which cannot, obviously, be denominated simultaneously in the national currencies of each of the contracting parties. The exchange rate of an appropriately defined European parallel currency would be less volatile [than those of the Eurodollar, Euromark and other Eurocurrencies most in use today], its fluctuations remaining more moderate vis-à-vis the national currencies of member countries, as well as vis-à-vis other currencies." [2]

In June of 1978, the European Economic and Social Committee or EESC, another influential organization representing the European private sector, met in Brussels and produced an opinion paper on "Community Approach to the Present International Monetary Disorder" to be submitted to the EEC. It concluded that "the Community must not abandon the objective of complete economic and monetary union, in spite of the failures and setbacks. In the present international monetary disorder, the EEC should gradually form an "area of stability", which would help in restoring world monetary equilibrium. The ESC will continue its work in this field, examining other aspects of economic and monetary union with the aim of determining the requirements for the creation of a common currency which can help restore equilibrium to the national monetary system." [3] 

Then in early July of 1978, the European Commission met in Bremen, Germany where German Chancellor Helmut Schmidt and French President Valéry Giscard d'Estaing proposed the European Monetary System (EMS) and the European Currency Unit (ECU). Both would begin eight months later in March of 1979. 

According to a paper by Robert Triffin four months later, "The first reactions of the Carter Administration to the Bremen proposals were ambivalent. The Administration reiterated both long-standing U.S. support for European monetary union, and U.S. skepticism over its feasibility. High-ranking Treasury officials also reiterated U.S. support for making SDRs the principal instrument for international settlements and reserve accumulation, "but, of course, without eroding the traditional role of the dollar." This is, of course, a contradiction in terms since the dollar has been, since the war, and remains, by far the major instrument in both these respects. American officials also expressed some fears about the inflationary potential of ECU issues and accumulation — as though the use of the dollar had not proved wildly inflationary and was not one of the main arguments for an ECU alternative more controllable by the Europeans than the unlimited acceptance by their central banks of dollar overflows.

"Finally, and most bizarrely, they voiced their concern about the fact that the new system might deter the strongest currencies from appreciating sufficiently against the dollar. While it is true that such appreciation might be slowed by being more evenly spread out from the present "refuge currencies"-primarily the mark and the Swiss franc —to a broader range of currencies, Washington's major worry should be exactly the opposite: an excessive, rather than inadequate, depreciation of the dollar vis-à-vis the ECU and the European currencies anchored to it. Possible switches in international demand from a weakening dollar to a stronger ECU would indeed threaten to accelerate dollar depreciation and so to make the dollar more and more undervalued. If this were to happen, the clamor for protection against U.S. "exchange-rate dumping" might become nearly irresistible abroad, and the depreciation of the dollar might also trigger a panicky reaction here at home toward protectionism and even some forms of exchange controls and restrictions. Americans and foreigners should accept a depreciation of the dollar sufficient to restore our price and cost competitiveness in world trade, but should not be expected to tolerate the much deeper depreciation that might be —and perhaps already is being—triggered in the exchange markets by the diversification of portfolio holdings from a near-monopoly of the dollar into a broader range of "parallel currency" alternatives. The Europeans are even more anxious than we are to avoid such a danger, and to participate with us in the joint defense and readjustments of the dollar rate vis-à-vis their currencies." [4]

Meanwhile, at the same time as serious plans for a pathway to European monetary union were taking shape, the dollar collapsed until Carter threw everything but the kitchen sink at it, most of which was borrowed from European CBs. After a one-month bounce driven more by rhetorical shock and awe than fundamentals or technical intervention, the dollar spent the next ten months returning to its pre-bounce lows even as Carter fired his Treasury Secretary who would have been in charge of exchange rate interventions, which brings us to Belgrade. 

Having made the decision to proceed toward European monetary union and ultimately a common currency, and to structurally support the existing dollar reserve system until it was complete, the euro architects (the core European central banks, probably Germany, France, Italy, the Benelux countries plus Switzerland) would have faced two distinct but related challenges regarding the dollar: controlling both domestic US and international dollar liquidity. 

Controlling international dollar liquidity was easy, and dirt cheap from a European central bank's perspective (although it had a steep cost to its local economy in the form of an artificially-suppressed living standard). All the foreign CB had to do was print new currency and use it to buy dollars on the open market whenever the private sector dropped the dollar ball. 

There was a very real fear at the Belgrade IMF meeting that the global financial system was on the verge of collapse. A collapse in the dollar's exchange rate was one problem, but the more challenging problem was that the Fed's interest rate increases had failed to tame domestic money supply expansion—some of which spilled over into the foreign exchange purchasing new imports—and therefore failed to sufficiently reduce the US trade deficit which was still 400% higher than in 1976. This represented $25B in new dollars or dollar-denominated US assets that would have to be absorbed by someone each year, just to maintain the status quo. 

$25B per year doesn't seem like much by today's US trade deficit standards, but in hindsight we can add up how much of it actually needed to be absorbed by the foreign public sector (as opposed to the profit-driven foreign private sector). Adding up the US trade deficitsfrom 1971 through 2013, the total comes to $9.5T. Of that, 42% or $4.05T was absorbed by foreign CBs. We see that number on the Foreign Official holdings line of the TIC data put out by the US Treasury. 

The biggest problem isn't "the excessive dollar overhang piled up in the past" as Triffin called it, it's that the US has become structurally dependent upon it continuing to pile up more and more each month, and that's not something the US controls. Possibly trying to head off this potential future nightmare, the core European central bankers confronted Paul Volcker in Belgrade with "strongly stated recommendations" that stern action needed to be taken immediately. 

Back in the US, the Federal Reserve Board spent the past year deeply divided and indecisive. It was a perfect example of the Fed's dueling (dual) mandates. On the one hand, there was the emerging recession for which the Fed doves wanted looser monetary policy, and on the other hand was the rising inflation rate for which the hawks preferred tightening. Paul Volcker was well known as one of the hawks. As Chairman of the Fed, Miller was weak, hardly ever expressing his own opinion, always seeking a compromised consensus, and troubled by any dissent. 

During his interview with President Carter for the chairman's seat, Volcker recalls, "I told him the Federal Reserve was going to have to be tighter and that it was very important that its independence be maintained." He thought this would exclude him from the seat, but Carter picked him anyway, tacitly coming down on the side of inflation being a more pressing concern than recession. 

In his first meeting as Chairman in August of '79, Volcker expressed his desire to take bold action, but he also said that it should only be done during a crisis. Less than a month and a half later, his idea for bold action had taken shape a fundamental change in Fed policy from controlling interest rates to letting the market take control of interest rates and the Fed directly targeting the money supply aggregates, and his crisis had also apparently arrived just as he was leaving for Belgrade on September 29th. 

Volcker flew over on the plane with Miller, now Carter's Treasury Secretary, and Charles Schultze, chairman of the Council of Economic Advisors. On the plane ride over, Volcker explained his new plan to the two Carter advisors who made it clear to him that they didn't like it and neither would the President. 

After meeting with his European counterparts, Volcker unexpectedly left Belgrade, three days before the end of the conference, leaving the rest of the US contingent behind. According to a Fed paper published in 2004, "Chairman Volcker arrived in Washington on Tuesday, October 2, with his ears still resonating with strongly stated European recommendations for stern action to stem severe dollar weakness on exchange markets. His unexpectedly early return fueled market rumors that action dealing with the crisis might be imminent. This had a stabilizing effect on commodities markets, with futures markets opening lower on October 3, retracing some of their sharp increases on the previous several days." [5]

The next regular FOMC meeting was scheduled for October 16th, but as soon as he got back from Belgrade, Volcker held three secret meetings, one on Thursday the 4th, a conference call on Friday the 5th and another meeting on Saturday the 6th. 

Meanwhile, back in Belgrade where the IMF meeting was still going on, Saudi Arabia took the opportunity to address the West. The American Banker reported on 10/4/79:
In another development here Wednesday, a strong warning was delivered to Western governments by Saudi Arabia, which said in effect that it could continue to pursue a responsible oil policy only if the West pursued a responsible monetary policy.

The strength of Saudi Arabia's view was underscored by the fact that its governor of the World Bank and [International Monetary] Fund was availing himself for the first time in six years of the opportunity given to all governors to address the joint meetings.

Sheikh Mohamend Abalkhail, the Saudi Arabian Minister of Finance, said, "it would be naive to pretend that a continuous erosion of our financial resources through inflation and exchange depreciation could not provoke reactions. We have undertaken to provide a larger supply of oil to promote more orderly conditions in the oil market and promote a higher level of sustained growth of the world economy. But we are finding it increasingly difficult to maintain our policies under prevailing instabilities in exchange markets coupled with high levels of inflation in industrial countries."

The American Banker also reported on rumors that Swiss and German central bankers were not exactly happy with the Treasury's direct intervention in their currency exchange rates over the previous year, and that they may have even done their own counter-intervention against US interventions earlier in the year. Even though I'm referring mainly to the USDX in this post, an index of the dollar versus a basket of currencies, US interventions were made against specific currencies, primarily the German mark and the Swiss franc, using marks and francs borrowed from their CBs. 

The Belgrade meeting ended on October 5th, and back at the Fed, Paul Volcker's FOMC meeting began at 10AM on Saturday the 6th. By 1:30 they had a unanimous vote, and a press conference was scheduled for 6PM that same day. At the press conference, Volcker began his explanation of the reasons for the Fed's unscheduled actions thusly:
"I think in general you know the background of these actions; the inflation rate has been moving at an excessive rate and the fact that inflation and the anticipations of inflation have been unsettling to markets both at home and abroad. That unsettlement in itself and its reflection in some commodity markets is, I think, contrary to the basic objective of an orderly development of economic activity…"

[image: http://1.bp.blogspot.com/-0WTlOtXKB34/U92HOQPFkNI/AAAAAAAAGAA/2GZ1W5mQITc/s400/gold-1980.gif]

Aftermath 

The Fed's actions that day have been called the most significant change in Fed policy since 1932. The details of the change are not really relevant to this post, but basically the Fed switched from a "gradualist" policy targeting money demand to a policy directly targeting money supply. If you are interested in the details, you can read all about them in the link at footnote [5]. 

The relevance of Volcker's October 6 surprise is not the specific actions he took, but the timing. As I said earlier, Belgrade marks an important turning point in monetary history. It marks the resumption of the dirty float that abruptly ended in Q2 1978, and the beginning of the foreign public sector (CB) structural (dirty float) support that carried the dollar for the next 34 years. So while Vocker's stern actions ("with his ears still resonating with strongly stated European recommendations for stern action") made all the headlines, there was plenty more going on quietly in the background on the European side that made no headlines. 

You might also be starting to pick up on a distinct cultural difference between the American and European sides in the way their public sectors influence the private sector (the market). The American side tends to prefer bold announcements and subtle innuendo meant to scare the private sector back into line, rather than real, sustainable action, while the European side tends to prefer quiet, behind-the-scenes action. The result is that the Americans and their bold headlines often get the credit of causality for what follows. 

What followed the Belgrade meeting and Volcker's subsequent "stern actions" was that the US trade deficit dropped 21% in the first year and another 17% the next year. With fewer dollars being created and therefore fewer flowing overseas, the USDX began climbing immediately, and inflation began its decline shortly thereafter. With the market now in control of interest rates, the Fed Funds rate, the interest rate at which banks trade reserve balances at the Fed with each other to meet overnight reserve requirements, rose from around 11% to 20%. The US had two recessions, a very short one in 1980, and then another one from mid-1981 through 1982. And I think we're all familiar with what happened in the commodity futures markets, especially gold. Gold rose from $385 on October 5th to $850 3½ months later on January 21st, then quickly fell back into the $600s, ending the year 1980 at $590, up 12% for the year and up 53% since Belgrade and the stern actions. 


Two Versions

First, here's the Fed's version of the story in brief:
A quarter-century after Paul Volcker’s monetary policy reform in October 1979, the profound significance of restoring price stability for the nation’s prosperity is widely recognized. Taming the inflation problem of the 1970s did set the stage for a long period of prosperity, as Volcker and many others had hoped. Over the past two decades, the nation has enjoyed greater price stability together with greater economic stability. Expansions have been uncommonly long and recessions relatively brief and shallow. [6]

And here's Another version, as told by FOA and edited by me. I'm not here to tell you which one to believe, I'm merely presenting them both so that you can make up your own mind. ;D

FOA: "For decades hard money thinkers have been looking for "price inflation" to show up at a level that accurately reflects the dollar's "printing inflation". But it never happened! Yes, we got our little 3, 4, 8 or 9% price inflation rates in nice little predictable cycles. We gasped in horror at these numbers, but these rates never came close to reflecting the total dollar expansion if at that moment it could actually be represented in total worldwide dollar debt. That creation of trillions and trillions of dollar equivalents should have, long ago, been reflected in a dollar goods "price inflation" that reached hyper status. But it didn't. 

That "price inflation" never showed up because the world had to support its only money system until something could replace it. We as Americans came to think that our dollar, and its illusion of value, represented our special abilities; perhaps more pointedly our military and economic power. We conceived that this wonderful buying power, free of substantial goods price inflation, was our god given right; and the rest of the world could have this life, too, if they could only be as good as us! Oh boy,,,,,, do we have some hard financial learning to do.

[…]

Our recent American economic expansion has, all along, actually been the result of a worldly political "will" that supported dollar use and dollar credit expansion so as to buy time for Another currency block to be formed. Without that international support, this decades long dollar derivative expansion could not have taken place. Further, nor would our long term dollar currency expansion produce the incredible illusion of paper wealth that built up within our recent internal American landscape.

[…]

For another currency block to be built, over years, the current world economy had to be kept functioning. To this end the dollar reserve system had to be structurally maintained; with its IMF agenda intact, gold polices followed and foreign central bank support all being part of that structure. Truly, the recent years of dollar value was just an illusion. An illusion of currency function and value, maintaining the purpose of holding the world financial and economic system together for a definite timeline. Politically, the world does not hate America; rather they hate the free lifestyle our dollar's illusion value brought us yesterday and today.

[…]

In the past if the system began driving the dollar too high and forcing US trade deficits, the Fed would raise rates to throw us (USA) into an economic recession that broke the vicious deficit trade cycle. Knowing full well that it would be a short recession policy because "no one" would jump the dollar ship before the medicine could work. Looking around back then we see there was no other reserve currency ship to jump to. We either lose jobs and profits from an "overvalued currency" or from an induced recession. The first can lead to a financial breakdown, the last corrects things after only a short while. Naturally, we embarked on the quick fix of a fast recession.

This is why our times are so very different now. What we came to know over this 20+ year period as a strong America in a high dollar, was always something our money creators were striving to fight against. We truly have always been inflating our currency for these many years in an attempt to keep the natural effects of the IMF reserve system from spiking the currency too high up. Again, if we had a regular currency, our policies would have been reflected in sky high prices for everything. What most of us know as price inflation reflecting money supply inflation.

Ever since the Euro was seen by US policy makers as an eventual success, our treasury has tried to put its best "New York Spin" on the ongoing process. Simply stated; from the early to mid-90s we are in favor of a strong dollar policy. In reality, with the advent of the Euro and the evolving stance of the BIS, this has made our "economy killing" strong dollar unavoidable.

There is no way the Fed can create a new recession now without everyone jumping ship for another currency reserve. There is no possible way the Euro Zone will suffer as big a downfall as the US in another policy induced recession. Just looking at their closed economy and debt structure tells that story by itself. Any US slowdown means a run for the Euro, yet weakness in the Euro means the US must inflate at a torrid rate. We now stand toe to toe and wait to see who will fall first. All the while our world dollar gold markets are caught in the cross fire!

This is where we have been for the last decade. This explains why the DOW and all its paper cousins have enjoyed the effects of a massive, ongoing dollar expansion worldwide without any official policy interference. Right when we were to the point of changing policy to slow things down, the Euro was to be introduced in a year or two and risked taking away or sharing the dollar's standard.

[…]

The lesser of the two evils today (and this is the one the ECB / BIS enjoys watching) is our current frozen policy. We can no longer cut off the strong dollar / growing deficit cycle by raising rates and invoking a recession as in the past. This time we must continue to pump the reserves at all costs in a process that only floods the world with more dollars. It's called a currency hyperinflation and is one we (as US people) have never witnessed in modern times. The pressure has built up full volume now as all escape valves are being closed. We are well on the way to a derivatives exploding event that will break into the open with a cascading dollar and full force US price inflation.

[…]

But once we get to that stage, I expect that a super US economic downturn will ensue. Then the fed will go wide open and cover everything in sight to keep us going!"

"Wait… WHAT?! Is the dollar too strong or too weak? Does the Fed want it stronger or weaker, and what does Europe want? I'm confused!" Yes, I know it's confusing. It's not about too weak or too strong at this point. The dollar is simply overvalued, and has been since 1958 when the Bretton Woods gold flow reversed. In the 1960s, that overvaluation was reflected in the European accumulation of dollars and the one-way gold flow. Today it is reflected in the perpetual US trade deficit, which over 40 years has become structural and immutable within the status quo. 

The foreign private sector use of dollars as the primary international currency (which still continues today) overvalues it. Back in the 60s, the Bretton Woods foreign public sector exchange rate fixing encouraged this foreign private sector use of the overvalued dollar. Ever since then, the foreign public sector (foreign CBs) simply supplemented the private sector use to keep the world economy functioning in the absence of an alternative international currency. That structural support (aka, the dirty float) apparently ended eight months ago. 

Back in 1978 at the bottom of the dollar's plunge, it was still overvalued. The plunge was stopped because the public sector stepped in, but what the European CBs learned from that experience was the difference in motivations between the public and private sectors. The private sector is very simply motivated by profit, while the public sector is motivated by its desire for exchange rate stability. They learned that, without their structural support (supplementing private sector demand for an overvalued currency via the dirty float), the private sector (the market) will not support a currency if such support turns unprofitable, regardless of the fact that it would collapse the whole system. 

The answer to this problem was to create an alternative international currency, with sufficient depth and liquidity to match the dollar, so that they could eventually stop supporting an overvalued national currency (which while it was dirt cheap to them personally, still cost their local economies dearly by suppressing their overall standard of living) just to prevent a collapse in the modern global economy. The answer was the euro, and it was already well in the works after the July 1978 meeting in Bremen. The last piece to the puzzle was that the dollar system obviously needed foreign public sector structural support in order to buy the time necessary to meet that goal. 

The dollar didn't plunge in 1978 because the foreign private sector stopped using dollars. The dollar was still the only choice at that time. It didn't plunge because the Saudis stopped pricing their oil in dollars. They didn't. In fact, the price of oil was rising dramatically at that time and the dollar still plunged. The reason it plunged is that foreign private sector use, including oil, is simply insufficient to support such an overvalued international currency. Non profit-motivated structural support is required to hold such a system together for an extended period of time. We can know this is true by the fact that 42% of the US trade deficit over the last 43 years came from the foreign public sector in aggregate supporting foreign dollar settlement with CB storage.

Back to FOA:

"The game is to let the US economy suffer from its own bloated expansion by moving slowly away from supporting foreign dollar settlement with CB storage. This is more than enough to end the dollar's timeline as we are already stretched to the leverage limit. They know that Greenspan has but one policy to use and that will be super printing. He is doing it now, right on cue!

[…]

Remember back in the early 80s or even further back into the 70s. All we heard was how the dollar was finished and going to crash and burn. Books about hyper inflation and the need for gold / swiss francs were all over the place. 

I read all of them to gain perspective and also acted on some of their advice. Made some money on it too. But even then, something just didn't completely ring true about the whole scenario. Indeed, in hindsight, gold never did return above $800, the dollar didn't hyper inflate and most of the world kept using the dollar as a reserve. 

Today, we can more fully understand why so much of that early insight failed to deliver. 

True, the dollar was seen as a basket case back then. It had just been pulled from its gold bond and prices were going up all around us. However, because the world had been on a semi dollar / gold standard, all nations that had previously signed onto using the US buck as their currency reserve now did so with even more resolve. More important, it seemed that using gold itself was out of the question as every country's Central Bank bought dollars as fast as we printed them. The dollar still settled most all trade accounts while dollar reserve buying made an obvious show of support for this world system. No matter how much bad press was offered, they were staying on track and they have continued to do so right up into the 90s!

But all of this flew in the face of what every economist was saying back then. The common understanding of the era was: if the US didn't stop over printing its money, we would all experience a major price inflation,,,,,, and no one could stop it! Again, "major" inflation didn't happen and to ask a further question: if the dollar system was so bad, why didn't the world just dump the reserve system and refrain from using it further? In other words, let the dollar be "the US dollar" but don't use it as a backing for your own money system. 

Going against the logic of "sound money": throughout all the currency turbulence of the 70s and 80s era (including today), the US never did rein in the over printing of its currency. It continued almost non-stop money supply expansion for its local economy and in addition sent a good portion of its cash all over the world. On and on the US trade deficit continued to do its work of feeding ever more US cash into foreign economic systems. We printed paper currency by borrowing it into existence,,,,,, used it to purchase real goods overseas ,,,,,, while foreign governments actively soaked up this dollar flood by expanding their own money supply.

Like this: When you buy an item externally, a dollar is sent overseas to pay for it. Usually, through the world currency trading arena, that dollar is converted into the local currency of the nation which the goods came from. But more often than not,,,,,,, as we print that dollar out of thin air, the foreign government takes the dollar into its reserve account and prints one of their units for deposit in the local economic system. They do this because: if the foreign CB didn't save the dollar as a currency reserve ,,,,,, and sent it back into the world currency markets to "buy" an existing unit of their money supply,,,,, this action would drive up their currency value vs the dollar and make the price their goods non-competitive in world markets. In other words, a US citizen couldn't use a printed (borrowed) dollar to buy an item for $10.00 that outside the "dirty float" of exchange intervention would cost $15.00. 

This is how the "dollar reserve process" inflates the money supply worldwide as we (USA) run a trade deficit for our benefit. It keeps the dollar exchange rate higher than it would naturally be thus allowing a US citizen to buy goods at a cheaper price than our expanding money supply and implied currency value would normally dictate. A process in and of itself that invites still more dollars to flow out and purchase still more external goods. Had foreign CBs not taken so many dollars, the ever expanding US money supply would have long ago impacted currency exchange rates and forced a major price inflation internally (in the US). Yes, the major inflation so many saw coming,,, back then,,,,, would have arrived,,,,, then.

So why did these other CBs do it? The standard explanation was that this created a market for their goods here in the US. Yes that's true, but it begs the question; did no one in their land want to buy goods manufactured locally,,,,,, and pay for them with the same printed money supply? Why is it the US could inflate its money supply to buy cheaper goods externally for no more than the price of printed paper? But, in the same country our paper was sent to, they couldn't print their own currency to buy their own goods? Why couldn't they raise their real standard of living somewhat using the same process like the US,,,,,, and doing so without the burden of inflation or importing foreign currencies?

Again, why would our printed, inflated money movements not create price inflation for us (USA) in goods purchased externally? What if they (foreign goods producing countries) printed an amount of their money equal to the inflow of dollars,,,, but, without holding paper dollars as reserves to back it,,,,, bought the exact same goods from themselves. Common prevalent economic theory says price inflation would result? Or would it? Or better said: why them and not us? 

Again, and as above,,,,, In the 70s, it was widely held that the dollar reserve system forced other countries to inflate their local currencies, thereby importing dollar price inflation. But, as time went by,,,,, indeed a decade or two now,,,,,, the same process continued non-stop, with no change. It seemed that some "other" countries had found a "new way" to somewhat circumvent the dilemma. Or was this "new way" something sold to them in order to extend the dollar system's timeline?

Many of the lesser third world countries experienced a combination of sporadic hyper inflation and deflation as we forced the dollar reserve system down the throats of their citizens. Their people's living standard constantly fell as they worked ever harder to produce more goods in return for more of our printed dollars. But, instead of using the extra inflow of dollars (positive trade balance) to buy their own currencies in the local system,,,,, thereby keeping their currency strong,,,,, they used that dollar flow as collateral to borrow (from IMF and international banks) more dollars from the world dollar float (mostly called Eurodollars). The lure (or the hard sell) was that they could build up their infrastructure,,, increasing their production efficiencies (human productivity),,,, thereby raising the national standard of living. Further, they were sold the unneeded idea that even if they didn't completely use the dollar surplus to borrow more, they should hold those dollars in reserve (buy and hold US treasuries) and print more of their own money!

Again, it seemed they had no advocate to push for their own best interest. No one told them that their people already worked cheaply enough to more than offset the competitive loss of a stronger local currency. No one told them that with a strong local currency structure,,,, (that using the dollar surplus to buy their own currency would create),,,,,,,, would allow them to borrow in their own capital markets. A more go slow approach that builds long term benefits. This process would free them from the entanglements of making international debt payments in another money. Indeed, the costs of those involvement's later proved overwhelming!

For third world countries, their international dollar debt exposure eventually locked them into a servitude to the dollar reserve system. Despite all their natural and human resources, currency involvement had taken a lion share of any productivity increases and increased lifestyle this modern world offered. 

However, it did help the cause for the dollar reserve system. By creating an ever growing international debt in dollars, eventual dollar demand to service this debt would only increase. Thereby keeping its value artificially high. In addition, any leftover floating dollars quickly took the form of US treasury debt held in these small countries treasuries. There they were used to further hyper inflate their own currency supply.

For the more developed gold owning countries of the G-7, they had a different question in mind. Again, if taking in inflated dollar reserves was the act of importing US dollar inflation into ones local economy,,,,, and in the process creating a market for your goods overseas,,,, why not just print your own currency [the euro] without taking in dollars,,,,,, and in doing so give the same buying power the US citizens have in your market,,,,,, to your own people?

If it's not price inflationary to take in part of a world "inflated dollar supply" and create jobs for your people locally,,,,,, why would it be any more inflationary to print your own currency outright? Indeed, why does one need a dollar inflow to legitimize the same money inflation process? That being currency inflation to create jobs?

Why should we (as dollar asset holders) think about this question? Because someone else is and doing something about it today!

Today,,,,,, and after all of this,,,, the dollar never did crash from price inflation. At least nothing like what was expected earlier in the last two decades. 

The dollar reserve system was never going to fail then because the major world economic powers were willing to use (waste) all the productive efforts of the world's people to keep it running. Looking back we now understand the thinking behind this… There was no other currency structure strong enough or deep enough to carry the load.

[…]

So, dollar hyper inflation never arrived and gold did not make its run because world CBs bet your productive efforts on supporting the dollar reserve. In the process, the US standard of living was raised tremendously on the backs of most of the world's working poor. But this is not about to last!

Not long after the US defaulted on its gold loans,,,, dollars held as gold certificates,,,,,, major thinkers began the long process of forming another world currency. One that would not maintain the fiction of a gold standard with the somewhat fixed gold prices inherent in such a system. The creation was distorted, to say the least. Just as the River in my first post was often seen in distortion, so too was this currency issue. It began with the European Currency Unit (ECU) [agreed upon at the Bremen meeting] and has later progressed to its present state of the Euro.

After operating on a fiat system for 20+ years people are starting to realize that the only thing that backs a currency is the real productive efforts of their people. Yes [yet?] , over time we always borrow more than our productive efforts can pay back and proceed to crash the money system. But what else is new? (smile) 

We call this a money's "timeline" and it's as new an idea as life, death and taxes! Time and debt age any money system until it dies. The world moves on. Only this time gold is going to play a different part in the drama. We will all watch it unfold.

[…]

What changes is the recognition of what we do produce for ourselves and what we require from others to maintain our current standard of living. In the US this function will be a reverse example from these others. We will come to know just how "above" our capabilities we have been living. Receiving free support by way of an overvalued dollar that we spent without the pain of work.

[…]

We are, today, at the very conclusion of a fiat architecture that is straining to cope with our changing world… Trained from birth, as all Western thinkers are, to read everything economic in dollar system terms; we, too, are all straining to understand the seemingly unexplainable dynamics that surround us today.

[…]

Indeed, as an ongoing trade deficit in the US has become irreversibly structural to the integrity of the local economy and remained in this function for many years; the legal tender function of foreign dollar reserves comes very much into question. 

[…]

The relatively small goods "price inflation" so many gold bugs looked for will be far surpassed and the "hyper price inflation" I have been saying is coming is now being "structurally" set free to run. 

Why "structurally", why now?

For years now, "politically", the dollar system has had no support! Once again, for effect, 
"Politically NO", "Structurally Yes"!

[…]

To this end, I have been calling for a hyper inflation that is being set free to run as a completed Euro system alters Political perceptions and support. That price inflation will be unending and all encompassing. While others call, once again, for a little bit of 5, 10, 15% price inflation, that lasts until the fed can once again get it under control,,,,,,,,, I call for a complete, currency killing, inflation process that runs until the dollar resembles some South American Peso!" 
[image: http://1.bp.blogspot.com/-84N_PEn2xvQ/U92J3X2pxmI/AAAAAAAAGAU/WFCUcBRsxPs/s400/john-kerry-and-jack-lew.jpg]

China

FOA wrote that last bit on October 3, 2001, stating unambiguously that structural support (the dirty float) had ended. So what happened? Well, China happened. This is an image I used in my 2011 Moneynesspost and my 2012 Inflation or Hyperinflation? post:
[image: http://2.bp.blogspot.com/-aReIu6v0be4/U92J8-ce8YI/AAAAAAAAGAc/d0tXun33HnI/s400/Dollar_Support.jpg]

On December 11, 2001, China was admitted into the World Trade Organization. I don't know if the idea was "sold" to China in order to extend the dollar's timeline, or whether they did it on their own following the lead of other third world countries, but the Chinese central bank immediately started buying dollars by the tens of billions in order to keep its exchange rate pegged to the dollar while its international trade grew in leaps and bounds. We don't know Another's take on this turn of events because, unfortunately and coincidentally, FOA stopped posting five days after China joined the WTO. 

A good gauge of China's structural support for the dollar, and one that is easy to watch, is China's Treasury holdings. From 2002 through 2013, the Chinese central bank purchased US Treasury debt equal to 19% of the total US trade deficit during those years. For comparison, all of the OPEC countries combined, including both public and private sector Treasury purchases, covered only 3% of the US trade deficit during the same time frame. There's only one reason for the PBoC to purchase that many dollars, more than any other country, and that's to manipulate its currency exchange rate, i.e., to peg it to the dollar. 

Yet over those last 12 years, China has been taking determined and concerted steps, year after year, toward having an internationally-convertible currency, steps which have gradually reduced its need to manipulate its exchange rate with the dollar in particular. When China joined the WTO, the yuan was not allowed outside of China. Today the yuan is traded in 12 hubs outside of China, including several in Europe and Asia, with 10 more on the way. Half of the 12 began within the past year or are still in the process of being set up. At least 18 foreign commercial banks now trade yuan. 

China has also set up bilateral currency swap agreements with 25 different central banks covering 42 different countries, Switzerland being the latest just two weeks ago. The big one, the Eurosystem, 18 countries in one deal, was established on October 10, 2013. 

Most remarkable, though, is that last November, one month after the ECB deal, China's US Treasury holdings peaked. That was eight months ago, and they are basically flat ever since. In fact, all Foreign Official holdings are flat for the entire last year! That is, public sector (CB) buying of Treasuries, aka the dirty float, is virtually nonexistent for more than a year now. 
[image: http://1.bp.blogspot.com/-y9knGmc6Aso/U92LSwmMzdI/AAAAAAAAGAw/XK0Mhg3oZZw/s400/mfh.png]

As I noted back in April, year-over-year monthly comparisons turned negative for the first time back in February. This means we've apparently been clean for a year and a half now. In other words, it looks like 2013 was the Year of the Window just as I suspected. ;D 


Europe 

Manipulating exchange rates to achieve exchange rate stability actually creates an unstable situation. It requires the perpetual overvaluation of some of the currencies, preventing adjustment mechanisms from automatically correcting imbalances. This leads to a structurally unbalanced and therefore unstable international currency system. 

With built-in (structural) imbalances, currency devaluations when they happen are generally larger and more disruptive than the crisis that caused them. A better, more stable system would be clean floating exchange rates where imbalances are corrected gradually through the exchange rate. In such a system, crises would not affect the monetary plane disproportionately the way they do today due to these longstanding and structural imbalances.

The hard part is transitioning away from dependency on past valuations that were based on longstanding structural imbalances. In order for a clean float to work and deliver sustainable exchange rate stability, you need a clean starting point without any built-in imbalances. This means weathering one final devaluation storm that will shake all currencies free from their dependency on past valuations. I think you know what I'm talking about. ;D

To weather such a storm, you might first build an ark (the euro) like Noah did, and then let it float. Perhaps you foresaw the coming flood (in 1978/79) and figured out a way to hold it off long enough to build your ark. I have my ark. Do you have yours? 

If you want to see whether a central bank is manipulating its exchange rate or not, just watch for significant changes in its foreign currency reserves. The assets on the asset side of a central bank's balance sheet fall into two general categories: assets related to monetary policy which means assets related to domestic liquidity operations, and assets not related to monetary policy which means assets related to international liquidity operations, including exchange rate manipulation. Items not related to monetary policy are non-borrowed CB reserves (foreign currency and gold), plus a few other items like swap lines which are short term borrowed reserves. 

Unlike the "kitchen sink" swap lines in 1978, today's swap lines are used to supply short term foreign liquidity (foreign base money) to the commercial banks dealing in the exchange of foreign currency, not for exchange rate manipulation. Exchange rate manipulation (if it's happening) shows up as significant changes in non-borrowed foreign currency reserves. On the Eurosystem's balance sheet, that would be Line 2 on the asset side. 

Here's the latest weekly financial statement for the Eurosystem (at my time of writing). On the left side bar, you can click on any year and see all of the weekly and quarterly statements going back to the beginning in 1999. At the top of each statement, they summarize what happened in each of the two general categories, and below that you'll find the balance sheet. I highlighted line 2 on the asset side:
[image: http://2.bp.blogspot.com/-oKY0S6pnnNc/U92MRrPib-I/AAAAAAAAGBA/lRlD15ZMwAI/s400/confinstat.png]

What I'm looking for is evidence of whether or not the ECB is manipulating the euro's exchange rate. In other words, are they still doing the dirty float? My thesis is that they are not, but let's take a look at the data. 

You'll notice a slight change on line 2 in the latest statement above, a decline in foreign currency reserves of less than one half of one percent. That is most likely not related to exchange rate manipulation. And you can disregard the tiny increase in the "net position in foreign currency" of less than one twentieth of one percent as that was due to USD swap-related liquidity operations within the European banking system. 

Doing the dirty float leaves a large footprint in the foreign currency reserves of a CB. China is a good example. From the time it joined the WTO until last November, its dollar holdings in Treasury debt rose from about $50B to $1,300B, a 2,600% increase, and its total foreign currency reserves rose to $3,990B, although that's not all dollars. 

If the ECB were doing the dirty float, we should see a substantial change over time on Assets Line 2. Now not all of the Eurosystem's foreign currency reserves are dollars either, but most of them are, left over from three decades of doing the dirty float from 1972 until the euro launch. So I thought I'd take a snapshot of line 2 from each year during the same week in July as the latest statement. I started with1999. 

Coincidentally, it's almost the same as 2014! Line 2 in July of 1999 was €247,105M, and in 2014 it's €248,173M, a difference of less than one half of one percent. So right on the surface, it doesn't look like they've been playing dirty. But that doesn't tell the whole story. 

We can ignore small fluctuations because they can have explanations other than exchange rate manipulation, but more importantly, there are two things that automatically change line 2 over time, regardless of anything else. First, notice that they state their foreign currency reserves in euro-denominated value. Well, they revalue those reserves every three months based on changes in the euro exchange rate, so line 2 automatically changes once a quarter. 

Second, seven countries joined the Eurosystem after 1999, and each time a new country joins, they add its foreign currency reserves into the consolidated statement. So each time a new member is added, line 2 rises by the euro-denominated amount of foreign currency reserves the new member was holding on the date they joined. Once they have joined the euro, they can't buy or sell CB reserves on their own anymore. They have joined a group, and all reserve operations must be coordinated through that group (the ECB). 

Correcting for these two variables, the net change in foreign currency reserves from the first quarterly statement in 1999 until the most recent statement in 2014 is about +$60B. [7] Let me put this into perspective for you. $60B covers one month of the US trade deficit in 2006, or a mere 0.8% of our cumulative trade deficit from 1999 through 2013. Prior to 1999, the dollar holdings of the initial Eurosystem members were equal to 14% of the cumulative US trade deficit up until then, which compares with China's Treasury holdings which are equal to 19% of the cumulative US trade deficit since 2001. 

Going from 14% over 28 years to 0.8% over the next 15 years is a big change. It's the difference between structural support or not, between the dirty float or not. But I didn't stop there. I wanted a clearer picture of the last 15 years, and here's what I found. 

There's a definite period in which the ECB was increasing its foreign currency reserves at a rate resembling the dirty float. As I circled below, from July 2009 to July 2010, the Eurosystem increased its foreign currency reserves by $63B, which coincidentally works out to 14% of the US trade deficit during that time and which apparently supported the dollar while weakening the euro from $1.46 in 2009 down to $1.22 a year later. 
[image: http://1.bp.blogspot.com/-yhQYVruCmIA/U92Mcvj2XSI/AAAAAAAAGBI/v5Wt_MLG8Gs/s400/Line2_support.png]See footnote [8] for an explanation of the data

I think that fits with Ari's 2010 email to me which I included in 2013'sYear of the Window:
ARI (via email Dec. 2, 2010) - I feel that the ongoing financial crisis that began with the subprime fiasco has caused instability of such magnitude that the central bankers have been forced to delay briefly and "play it safe" -- one does not dare rock the boat (if there remains any choice in deciding the matter) when the financial waters have become so turbulent and choppy. As for the new timeframe, I'd say that the reported EU plan "to make private bond holders shoulder some of the pain from any sovereign debt restructuring after mid-2013" is as good an indication of a benchmark as any I've seen.

Other than that relatively brief time frame, they have done very little with line 2. This supports my theory that they have no intention of manipulating the euro's exchange rate on a regular basis. In other words, they want a clean float. 
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Just Say No

Calls for the ECB to intervene in the foreign exchange market and weaken the euro's exchange rate have been growing lately, but officials with the ECB have made it clear that they have no interest in doing the dirty float anymore. 
ECB under pressure to tackle ‘crazy’ euro
Financial Times
July 7, 2014
By Michael Stothard in Paris, Andrew Parker, Peggy Hollinger and Ferdinando Giugliano in London

Pressure is mounting on the European Central Bank to take action against a persistently strong euro with a leading industrialist calling on Frankfurt to tackle the “crazy” strength of the currency.

Fabrice Brégier, chief executive of Airbus’s passenger jet business, said the ECB should intervene to push the value of the euro against the dollar down by 10 per cent from an “excessive” $1.35 to between $1.20 and $1.25.

“[Europe] cannot be the only economic zone of the world that doesn’t consider its currency as a weapon . . . as a key asset to promote its economy,” he told the Financial Times in an interview.

[…]

Benoît Coeuré, a member of the ECB’s executive board, acknowledged in an interview that the stronger the euro became, the more the bank would come under pressure to act. “A lot of the low level of inflation . . . is due to the strength of the euro so the stronger the euro the more we have to do monetary accommodation.”

However, he rejected calls to focus on the exchange rate explicitly. “It is not possible to target it because exchange rates are set on global markets, so it wouldn’t be wise or possible for us to have it as a policy target.”

He also insisted there was no pressing need for the ECB to embark on a round of QE. “I see the odds as being low,” he said. “I am very convinced that what we decided already will work and will prop up inflation.”

[…]

Any explicit attempt to weaken the euro is likely to be opposed in Germany. “We need a stable currency and we have one. The euro at $1.35 gives us a stable framework for competitiveness,” said one senior German official. “We do not need to talk the euro up or down. Currency manipulation is not a route to competitiveness, it is a soft alternative to hard explanations to the electorate.”

Airbus, which sells its aircraft in dollars but incurs costs in euros, is one of the most exposed groups in Europe to a strong single currency. Other groups such as Unilever, SAP and BMW have also faced currency headwinds.

Mr Brégier stressed he was not specifying what additional measures the ECB should take, but said: “Let’s look at what the Japanese are doing. They have devalued the Yen by 20 per cent.”

Germany urges euro zone to reform, not rely on ECB help
Reuters
Fri Jul 18, 2014
By Paul Day

…In Paris, German Finance Minister Wolfgang Schaeuble said monetary policy could give governments time to reform but could not achieve everything, urging them to focus on improving economic competitiveness rather than on the euro exchange rate.

The Germans' double-barreled warning shot for euro zone governments came against the backdrop of a debate among the bloc's policymakers about the flexibility of their fiscal rules, and calls from French officials for the ECB to weaken the euro.

"We should not overestimate the capacity of central banks to solve the crisis. It is not up to us to solve the crisis," said Weidmann, whose role as Germany's central bank chief gives him a seat on the ECB's policymaking Governing Council.

[…]

Schaeuble also pushed back at French policymakers and businesses who have complained about the strength of the euro and asked for the EU and the ECB to do more to weaken it. Germany has insisted on the independence of the ECB.

A strong euro has its advantages, Schaeuble said, adding: "We have to concentrate on whether the European economy is competitive and then we will have an appropriate exchange rate." […]



The Value of Reserves 

Just like savings are extremely valuable to the individual come illness or old age, public sector monetary reserves have a similar value to the commonwealth in the case of unforeseen crises. No one knew this better than Europe, having used its gold reserves following WWII and again during the oil crisis in 1974. But the dollar's near-collapse in 1978 revealed a fundamental problem with the new dollar standard. The very act of accumulating foreign currency reserves overvalued that currency creating an unstable situation that itself could cause the crisis that would devalue the reserves just when you needed them most. The only way to avoid the crisis was to keep buying more, even as their ultimate uselessness was revealed. Gold was obviously different. 

Thoughts like this have undergone an evolution of sorts since 1944, especially among central bankers. It is good to have sufficient reserves in case of emergency, but not all reserves are created equal. And not all reserves serve the same purpose. And yes, a CB can accumulate too many reserves, which is wasteful and unnecessary. 

Fixed exchange rates like we had in Bretton Woods require the accumulation of CB reserves to maintain the fix. On the surface, such transfers of CB reserves seem to be settlement, or the adjustment mechanism for correcting imbalances. But in practice they are quite the opposite. They are not settlement, they do not correct the imbalance—they perpetuate it—and they neutralize natural adjustment mechanisms by blocking signals of strength and weakness from reaching the private sector. 

With floating exchange rates, the transfer of CB reserves is simply not necessary. The exchange rate responds gradually to changes in relative strength. Imbalances are "settled" on a daily basis through changes in the exchange rate, eliminating the need for the faux-settlement that is reflected in changes to the reserves portion of a CB's balance sheet. Said another way, if the reserves on the CBs' balance sheets sat there untouched and unchanged, lying still, simply being there in case of a crisis or emergency, the automatic result would be a clean floating exchange rate system. 

This evolution of thought that moved the goal from fixed to floating exchange rates is nearly complete and universal. It went from fixed, to fixed but adjustable, to floating. The dirty float of the last 40 years or so was never a goal or solution. It was always an awkward intermediate step. 

Back in the Bretton Woods system, the IMF was like a pool of foreign reserves which could be drawn upon by any member with insufficient reserves of its own. In a way, it was kind of like an insurance policy for CBs. They paid into it with their subscription and then, when needed, they could draw out foreign reserves to be used for the specific purpose of fixing (manipulating) their exchange rate. 

Today the IMF still works similarly, as a kind of foreign reserve insurance policy, but the big difference is that if you find yourself in position of needing to draw reserves from the IMF, it is now an explicit condition that you not use those reserves for directly manipulating your exchange rate. Today it is often countries that used up their own reserves trying to do the dirty float the expensive way that find themselves needing IMF help, and the prerequisite is that they stop manipulating their exchange rate and let their currency float. That's what I mean by nearly complete and universal. 

Ukraine is a good example. Ever since the collapse of the Soviet Union and the hyperinflation that followed, Ukraine has been fixing and pegging (manipulating) its own currency to the dollar, periodically suffering devaluations every time a new crisis hits. Following the Asian crisis in '98 it devalued, then in the 2008 global financial crisis it devalued again, and then early this year it devalued for a third time. 

During Bretton Woods, the IMF would have provided Ukraine with the foreign currency needed to maintain its fixed exchange rate, perhaps after officially devaluing it. But today the IMF simply provides a loan of foreign currency to help them meet international payment obligations on the condition that they now let their currency float. 
IMF Says Ukraine Qualifies for Second Tranche of Loan
Bloomberg
Jul 18, 2014

An International Monetary Fund mission will recommend that the lender’s board approve the second installment of a $17 billion bailout to Ukraine. 

The Washington-based board will meet to approve the disbursement of $1.4 billion, the mission said today in an e-mailed statement from Kiev. The eastern European country met conditions including allowing its currency, the hryvnia, to float freely, said the mission, which has been visiting the Ukrainian capital since June 24…

Think about how this policy reflects the evolution of thought that has transpired, especially among central bankers. The 2nd Amendment to the IMF Articles of Agreement, which is still in force today, gave each member the freedom to choose its own exchange rate policy, from fixed to floating, with the sole exception of fixing to gold. And today they insist on a clean float, among other conditions, if you need their help. 

Reserves are so valuable in the case of a crisis or emergency. Whether you're an individual or a sovereign nation, don't you think that having sufficient non-borrowed reserves in a crisis would be preferable to relying on help from someone else, or relying on an "insurance policy" that may not be around when you need it, and even if it is, comes with a long list of conditions? And you also need to consider the quality of those reserves. Are they such that they might go poof just when you need them the most? 

This is where gold fits into the picture! It is prudent to have a sufficient amount of reserves, and it is possible to figure out roughly what that amount is, though it varies by individual or CB. But it is wasteful to have more than a sufficient amount. It is wasteful because excess amounts will most likely never be needed and the cost of acquiring them is an unnecessary reduction in standard of living, both for the individual and the currency zone. 

Imagine an obsessive hoarder who lives like a pauper just to die with millions in savings and no one to leave it to. Unspent, unused, and wastefully acquired at the cost of an unnecessary reduction in lifestyle. It's the same for a currency zone whose CB accumulates more reserves than it could ever reasonably expect to need. The point is, the prudent course of action is to accumulate reserves up to a reasonable amount, and then let them lie still, untouched, unchanged, for years on end, until that unforeseen crisis or emergency arrives. 

This is the value of reserves. Accumulation up to a reasonable level is prudent and good. And dishoarding reserves in a crisis situation is exactly what they are for. Beyond that, significant changes in the reserves portion of a CB's balance sheet are simply exchange rate manipulations. Small amounts of foreign currency are useful for short term liquidity management in your commercial banks that trade foreign currency, but even today we see CB swaps (bilateral borrowing) taking care of that function, essentially bypassing the need to buy foreign currency from the foreign exchange markets for that purpose. 


The Freegold Model

If we look at the reserves portion of the Eurosystem's balance sheet, including both gold and foreign currency reserves, it is clear that the ECB has been doing just that, leaving its reserves virtually unchanged for the last three years at least. The Eurosystem's gold reserves have been virtually untouched even longer, but combined, for the past three years, changes in the Eurosystem's reserves have averaged about 1.5% per year, in alternating directions. [9]

This, quite simply, is the model for Freegold. I won't make specific predictions of what the ECB will and won't do pre-transition, because as long as the $IMFS rules, they could potentially take any action, even due to political pressure. But what I expect to see is these reserves, both gold and foreign currency, remain relatively unchanged, from now through the transition, and then until Europe faces its next major post-transition crisis or emergency. 

Again, I say this not to predict what the ECB will do, but to explain the Freegold model. I think it is clear that the ECB is, and has been since its inception, comfortable that the Eurosystem has a sufficient amount of gold reserves, and they should know. That's why we haven't seen them buy any more gold since inception. They even sold some 15% of their gold over the years, so they obviously felt they had more than enough from the beginning. But even that selling has now ended, and their gold reserves have gone virtually untouched for the past five years. 

As for their foreign currency reserves, those have gone virtually untouched for the last three years. The fluctuations have been in alternating directions and small enough that they are obviously incidental and not related to exchange rate manipulation. Furthermore, they are now actively resisting calls for exchange rate manipulation. For these reasons and more, I expect to see most of the ECB's actions fall under the category of "Items related to monetary policy operations", which includes things like lending facilities, refinancing facilities, deposit facilities, LTROs, securities market programs, and so on. This is where the ECB is active, and this is the model for Freegold. As for "Items not related to monetary policy operations", I expect to see almost no activity aside from quarterly revaluations and minor movements in alternating directions. 

Call it what you want—I'm calling it the Freegold model—but I think the ECB understands this stuff better than your average central bank, let alone the clueless private sector and financial media. And I think the ECB is doing these things and others, not only because they are the right things to do and the best course of action for the Eurosystem (different actions would be more popular and not very damaging), but because they want to lead by example, especially heading into and through such a major transition. It's much easier to simply lead by example than to try and explain all this stuff at once. Trust me, I know! ;D


Right Before Our Very Eyes 

People often email me, "FOFOA, the markets are so calm right now. What do you make of it?" My answer is that it's happening right now, right before our very eyes, if you just know where to look. And then I usually say I'll have a new post up soon trying to explain what I mean. 

FOA really nailed it. Maybe not for 2001, but he did nail it, and it's happening in 2014. And anyway, he clearly disavowed timing. We're right back in October 2001. Or actually, we're right back in Q2 1978, only this time the European CBs are prepared and there are no more massive underdeveloped countries with a non-convertible currency and 1.3 billion people ready to join world trade. 

Structural support has clearly ended, and as FOA said, "this is more than enough to end the dollar's timeline." Europe is obvious, China is no longer dependent upon its exchange rate with the dollar, and total foreign official holdings of Treasury debt (the gold standard of structural support for decades) are flat for the last year and a half, not to mention that China itself is flat for the last year. The foreign public sector in aggregate has let go, and now it's all up to the foreign private sector. 

The problem is, we're still putting out about $40B in new dollars that need to be bought up by someone in the foreign sector each month. The foreign private sector loves dollars, but not that much. We know this because the status quo of the last few decades included the foreign public sector supplementing the foreign private sector's demand for dollars by a significant percent. 

How long do you think the foreign private sector can continue absorbing $40B new dollars a month? Remember, the private sector is driven only by profit, and without the supplemental public sector maintaining the status quo of dollar profitability, demand could turn on a dime. All I can say is hold on to your hat next time there's any kind of a shakeout in the dollar markets, and thank goodness there are no major geopolitical crises at the moment that could potentially precipitate a financial crisis. Enjoy the calm while it lasts, because Freegold is unfolding right before our very eyes, if you just know where to look!

FOA 8/2/99: "When a currency dominates the world, it usually isn't forced into that position. It evolves there from forces governments cannot stop! Did you think the entire world wanted the dollar to be on top from long ago? A quick history read will show that other governments tried to prevent it, but couldn't. Just as the British Pound fell from dominance, they didn't want it to happen either, but couldn't stop it. 

Understand, the dollar isn't being forced out of position because it's getting better. It's building so much debt that it's destroying the current world economy. If you think it's been doing a good job, then please read the history of Foreign Exchange (in the link I provided earlier). My friend, battle after battle has been fought to save the dollar, not destroy it! Did you think Nixon took it off the gold standard to "kill it"? No, they were trying to patch it back into some useful form, as nothing else was available."

FOA 09/13/99: "Today, the ECB has largely withdrawn from this supporting function. See the chart of total foreign net US debt purchases I offered earlier(if you have one?). It has now fallen back to 1980 levels. Without the private foreign citizen purchases, it could be considered that a run on the dollar has started. 

This is leaving mostly the hedge fund community to use their 100 to 1 leverage to further accumulating US debt in the carry trade. Yet, these private international funds are not CBs and their trading can benefit the dollar debt only so much. If the market reacts against them they (unlike CBs) must close out or seek support. From this viewpoint we understand why the Fed is now buying so much debt in open market operations."

FOA 2/15/01: "We, America, promote the value of our dollar in and of itself. Mostly pointing to our goods, services and assets that dollars can buy. Of course, if you have followed this for long, you know the dollar and near dollar supply has shot to the nearest star and will never actually convert into these products in total. At least not at current exchange rates or internal price levels in the US. 

So,,, we promote the dollar using a different format, by saying that foreigners can invest here, not buy, and find the best returns. This works as long as foreign CBs support our dollar as a reserve by saving it themselves. Making for a stable exchange rate and benign price inflation (in the US). Many thinkers have said, over the last 30 years, that those foreign CBs would never continue to do this. Well, confounding everyone, they did! Their real reasons have been our topic for years now. […]

Eventually, as the dollar works it's way toward becoming just a regular money, it's exchange rate will tumble. Vastly aggravated by our world class trade deficit. A deficit, I might add, that has become structural to the function of our economy in a non price inflation manner. […]

The one thing that was negotiated into the EMU was gold's place in the world. Indeed, this is where the ECB and BIS knew their oil neighbors well. By signaling gold to be an asset, not a currency, it could be promoted to rise outside its commodity range without competing with the new currency. With the history of the dollar's use of gold, America's war on gold and its locked in political stance on gold, Old World Europe played a Master Stroke. This could not help but solidify an evolution into Euro use by practically every country outside the dollar world. […]

In ANOTHER master stroke, the BIS knew that the entire bullion house structure was endorsed and supported politically, to frame gold in a dollar price band. Outside that band, up or down, these paper markets cannot function. Especially if the driving force becomes a physical demand that drains all settlement credibility from contract gold. There will be no squeeze in these markets now, as they will be allowed to kill themselves by trying to save themselves. Inflating the supply is that process. The loss of such credibility will eventually come as trading just stops, virtually closing the dollar contract markets as we know them. Opening the door to an ECB sponsored physical market. 

If I had to guess, we will see Shanghai, Johannesburg and Dubai all joining with major internal Euroland financial centers to form the EBES (Euro Bullion Exchange System). By this time, the ECB quarterly reports will be seen as a scorecard of Dollar vs Euro values. We shall see! 

I think you can take the microphone from here, sir. I've said enough on this. (smile))" 

FOA 10/3/01: "Physical gold will be the very best holding as all of this comes into play. Virtually all government gold policy will gravitate towards sponsoring citizen gold ownership. Essentially because Europe will have removed the entanglement of modern fiat competition from said gold markets. […]

Timing?

We, and I, as physical gold advocates, don't need timing for this position! Timing is for poor, paper traders. We are neither, and our solid, long term, one call over several years to hold physical gold will confirm our reasoning. There is no stress for me to own this ancient asset as it is in a good proportion to all my other wealth. There is no trading an economic system whose currency is ending its timeline. 

Thank you 
TrailGuide" [10]

This post is the second in a continuing series that began with Fiat 33. 

Sincerely, 
FOFOA
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[9] Foreign currency reserves adjusted as in [8] and changes in gold reserves by the tonne, with gold changes weighted slightly more than foreign currency changes, consistent with their relative MTM values. 

[10] All of the FOA quotes in this post can be found in these two pdfs: AFTER (THOUGHTS!) Part 1, AFTER (THOUGHTS!) Part 2 



Posted by FOFOA at 5:29 PM
[bookmark: comments]119 comments:
[bookmark: c3973054327201067200][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael dV said...
delightful
August 3, 2014 at 5:41 PM
[bookmark: c3160251938456045953][image: http://1.bp.blogspot.com/_SnUyTNZ4LC4/SaqWW4dFsuI/AAAAAAAABaE/_UO6M2w_ix0/S45/ARM_Reset_Dates.PNG]
Tyrone said...
Dirty Float!!
Just gimme the dirty FreeGold!!!

Cheers!
August 3, 2014 at 5:53 PM
[bookmark: c516012077958578148][image: http://img2.blogblog.com/img/b16-rounded.gif]
Jim Okefenokee said...
Michael dV. - you are a fast reader!

FOFOA - a superb piece of writing. When I saw the cartoon at the start, I was certain you would somehow make use of that old favourite: " you can't polish a turd but you can roll it in glitter". All credit to you that you did not diminish your fine prose by using such vulgarity :D
August 3, 2014 at 8:13 PM
[bookmark: c2386474198865026056][image: http://1.bp.blogspot.com/-Fgt9-j0RCS0/UQp-3cgf80I/AAAAAAAAAGk/np4k0DJkc6I/s45/031312182800.jpg]
Indenture said...
Please consider a small donation to show support for our host's efforts.
August 3, 2014 at 8:23 PM
[bookmark: c5594062556427913235][image: http://img2.blogblog.com/img/b16-rounded.gif]
Sam said...
Hi FOFOA

Just another article shot from your hip huh? Research much? Time to scroll all the way back up and hit the donate button.
August 3, 2014 at 10:00 PM
[bookmark: c2254372193467013525][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael dV said...
and JO…after reading it I found it to be even better….I just thought 'delightful' was more mature than 'first'...
August 3, 2014 at 11:47 PM
[bookmark: c955522838254674518][image: http://1.bp.blogspot.com/-nzPCfIScz5M/UsaySM8Y8FI/AAAAAAAABI4/W7o-QXXiXAA/s45/BdBhXCCIAAEAzpD.jpg]
Beer Holiday said...
Awesome, the best article I've read in ages!
August 4, 2014 at 3:37 AM
[bookmark: c7108461453516318724][image: http://4.bp.blogspot.com/-Ob6GBn4m07s/UAHhkwLlSrI/AAAAAAAAAA0/S4UTagx46po/s45/burningfiat.jpg]
burningfiat said...
Awesome series! Laying it all out in the plainest possible view! 
IMHO we can write QED under the thesis that the coming Freegold IMFS will involve clean floating exchange rates for all major currencies. There's a mountain of circumstantial evidence to say the least!
It feels so nice to have this lens to explain the last century of monetary history. It simply makes sense.

I'm happy that Rueff got to semi-experience Freegold before he passed away...

On a side-note, I'm puzzled by the out-there locations where these top-level official always meet... Nairobi, Belgrade, Jalta, Bretton Woods, Bremen etc... Why not just Washington, London or Bruxelles?

Nice vid (again) FGT!
August 4, 2014 at 4:39 AM
[bookmark: c6345168671442878853][image: http://3.bp.blogspot.com/-1RSmWOuiWdE/U64pVELma7I/AAAAAAAAAH0/bSUq9kxuWq4/s45/*]
tEON said...
So impressive. Like always FoFoA - very clarifying (I'll be re-reading extensively)... and thanks, also, for the video.

Thank you to all those who donate - as they share the encouragement for having this gem published!
August 4, 2014 at 7:08 AM
[bookmark: c459964345943216964][image: http://img1.blogblog.com/img/blank.gif]
Nickelsaver said...
Great post FOFOA!

A couple of questions. 

1) I had always thought that the dirty float was a description of the gold market having its price discovery determined by a fractionally reserved paper structure. And is see that what you are referring to is the currency side, now clean? The question is, can it really be considered clean while the paper gold market still functions, particularly within the forex?

2) You say that official support ended in Nov '13 based on the fact that China's accumulation of US treasuries has now peaked and leveled off. But in the case of the Euro, it wasn't a leveling off, but a withdrawal of the practice altogether. Isn't it a bit premature to say that support ended, at least until we see them pull back? And I realise that the US needs the support to steadily increase (not peak) just to tread water. But not if support could be found in another entity, which wouldn't need to be as much as China was when the Euro stopped, just the little bit extra that China isn't adding now.
August 4, 2014 at 10:17 AM
[bookmark: c218967465844913597][image: http://img1.blogblog.com/img/blank.gif]
Motley Fool said...
Terrific post!

Like a fine wine it has seemingly matured.

*claps*

TF

Ps. Caught a typo. xD "leg go"
August 4, 2014 at 11:13 AM
[bookmark: c7807502508597152576][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael dV said...
As we get closer to the end, one of the problems I'm having explaining this to friends and family is that we are getting into some PhD level shit. 
This latest piece cannot be easily understood without a bunch of prior reading and reading not only the piece but also the references.
Many of fofoa's earlier bits were self contained and conceptual. We are now entering the realm of deep data and theory.
It feels like I imagine one would feel sitting on a PhD thesis panel.
While I imagine his work here will be ignored after transition (cuz no one saw it coming) I am certain those who partake here will never forget that they did.
August 4, 2014 at 1:21 PM
[bookmark: c1408505337721311377][image: http://img2.blogblog.com/img/b16-rounded.gif]
db said...
Donation on it's way!
August 4, 2014 at 1:45 PM
[bookmark: c8107820880819691621][image: http://img2.blogblog.com/img/b16-rounded.gif]
db said...
Time for a 2nd read after a donation has been made.

Congrats for a GREAT POST, that in MVHO [My Very Humble Opinion]  is amongst top 3 altogether with Moneyness and Peak Exhorbitant Privilege.
August 4, 2014 at 2:12 PM
[bookmark: c1439397856122813073][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael M said...
I'm fairly new to this and trying to comprehend. My understanding is that China was able to step in and extend the dollar's time in the sun. Now that has ended and there is no one else able to intervene so we are about to see a drop in the value of the US dollar in relation to gold. It seems to me that such things take place over years and I'm wondering if anyone has an approximate timeline on how this is likely to unfold.
August 4, 2014 at 2:13 PM
[bookmark: c7933608310939068717][image: http://img2.blogblog.com/img/b16-rounded.gif]
db said...
Hi Michael M, FOFOA only gives us his views and interpretations, for timing you should ask Zoltar @ http://www.zoltarmachine.com 
August 4, 2014 at 3:01 PM
[bookmark: c8584288186240461630][image: http://img2.blogblog.com/img/b16-rounded.gif]
db said...

Michael M, the snow avalanche analogy has been explained a 1000 times, we're overdue the correction, so it could come any time, that's why it's better to be prepared 10 years early than a minute late.
August 4, 2014 at 3:04 PM
[bookmark: c3123325967992526640][image: http://img2.blogblog.com/img/b16-rounded.gif]
Sam said...
@Nickel

The “float” is all about currencies floating in value against each other rather than being manipulated or pegged so that trade can balance itself through pricing. Gold doesn’t have to come into the equation at all. Currency zones want to balance their trade, not sustain unbalanced trade and save or settle in gold. Gold is for saving and it must be a choice. Trade can be balanced simply enough just using currency values if both sides don’t manipulate. Manipulating is plain enough to see and trading partners won’t put up with it for very long.

@Michael M

It would have happened in the third quarter of 2014 if it wasn’t for some hot private money. Their computer algos probably think they are going to dump those treasuries next month to some sovereign nation that will resume buying very soon. I suspect they got it wrong this time. Private money can jump ship on a dime so as soon as they figure out that they aren’t “buying a dip” their computer algos will sell sell sell. I still think 2014 is a good candidate 
August 4, 2014 at 4:53 PM
[bookmark: c8902453097960938565][image: http://img1.blogblog.com/img/blank.gif]
M said...
Epic

Anyway I found the post to be very disturbing. Simply because it appears that China wants to leapfrog the ECB and the whole Euro project and become what the Euro should have become 10 years ago.

" Today the yuan is traded in 12 hubs outside of China, including several in Europe and Asia, with 10 more on the way."

12 hubs ? Doesn't sound like a lot to me : ( So will China support the system for at least another decade in order to leapfrog the Euro ? 

Will China support paper gold for another decade or 2 ? To leapfrog the Euro ?
August 4, 2014 at 6:03 PM
[bookmark: c4525438051443915415][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael dV said...
Michael M
the dollars really does not have much of value relative to gold now. That value is controlled. The dollar's problem is that it has been stored up by many entities. That storage has kept the dollar from massive inflation.
Now there is no more storage and all the dollars being printed today will spill into the economy where they now can and will cause the hyperinflation so long delayed....by the support of central banks and private parties alike.  [This Keeps not happening! –FNC]]
fofoa has shown that we are not seeing an increase by these folks...only the Fed.
August 4, 2014 at 6:04 PM
[bookmark: c5799632637820190503][image: http://img1.blogblog.com/img/blank.gif]
Nickelsaver said...
Sam,

Blogger must have ate my reply to you, but just as well. I wanted to rephrase it anyway.

When I think of Freegold and the "Clean" float, I primarily think of it being dirty because of paper gold. The Freegold quadrangle is such that the MoE (currency) and the SoV (gold) are both freely floating. For the most part, the majority of currencies are floating freely, with the exception of those that peg or that are manipulated (if the dollar isn't being manipulated at present, it is news to me). But even if every currency was freely floating with no manipulation, the mere presence of dirty gold on the forex says to me it's still a dirty float.

I think that Gold must become totally demonitized before we can bring out the white gloves.
August 4, 2014 at 7:47 PM
[bookmark: c5867632177571631712][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael dV said...
Oct 6, 1979 was the day I got married ( first time anyway). I remember many of the details of that time period. I, like most people viewed inflation as some mysterious force, like flu epidemic. It just happened and when it might leave we did not know. Ford had tried to 'Whip Inflation Now' (WIN). Some how he had been unable to win. Maybe Carter had the right stuff. Maybe he had more powerful chants or medicine. The idea that it might be the direct effect of monetary policy did not occur to us. Like Keynes said, only one in a million could detect it's cause.
Oh how I wish I understood then as I do now.
I had also just traveled to Europe. The exchange rate seemed to randomly move up and dow. It was like gambling. Maybe tomorrow would be a better day to cash those travelers checks.
In a similar way the US economy seemed detached from money itself. Samuelson saw the link but I do not recall a single water cooler discussion or doctors lounge conversation in which the interest rate was tied to a future recession. It was all just magic and luck to us common folks. Doctors discussed the stock market a lot but beyond what might make some company a good bet we did not consider how money itself might play a role in the over all movement of the markets.
Besides being a walk down memory lane this piece is providing all the little bit that could have made one rich and still the most boring guy at the party...kinda like now.
August 4, 2014 at 8:12 PM
[bookmark: c4143886204943602319][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael dV said...
Triffin's comments about the Carter Administration's analysis remind me of Rueff's comments about a prior system (the Gold Exchange Standard). Both saw major flaws, Rueff in the system itself and Triffin in the opinion of the largest player in the world.
This shows me that these guys ( the political realm) just don't 'do' detail. We get an unworkable hodgepodge of rules and practices that don't even give an advantage to the party dictating them. I would bet regular readers of this blog think more about the monetary system than 95% of Congress. The Euro seems to be a first not only in design but also in the brain power and foresight that went into it's preparation. I am in awe of what this collection of politicians, bankers and economic thinkers have come up with.
August 4, 2014 at 8:36 PM
[bookmark: c3727442209042336439][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael dV said...
M
I think you are missing a major point.
In freegold there won't be long term storage of any one currency like the dollar is now. Both China and the EZ can have currencies with gold available to defend ( manipulate) them.
There is not going to be a new reserve currency. Gold will take the place of treasuries on the CB balance sheet. The exorbitant privilege will not go to the EZ or China, it is going away.
Currencies will function as media of exchange...period.
The idea I hear that 'China will have a gold backed currency' (implying that it will be a very strong currency) is silly. China needs to be able to export to survive. Strong currencies kill that goal.
The future I see has countries trading using each other's currency with periodic settlement. There won't be something that takes the dollar's place...not a currency anyway.
There is a chart I see every few weeks that show the reserve currency going back hundreds of years. It implies that soon there will be a different country on the top for a few decades and then it too will be replaced. 
That is not what I see coming.
August 4, 2014 at 8:54 PM
[bookmark: c723466489838760854][image: http://img2.blogblog.com/img/b16-rounded.gif]
Sam said...
@M

Your comment gives the impression that there would be some sort of advantage for China to "leap frogging the Euro." I'm curious as to what you think that advantage would be? Do you think the Euro is poised to get an exorbitant privilege once the dollar dies? Forget China…why would any currency block agree to creating a new system that grants anyone un unfair advantage. This is what leads to perpetual imbalances in the first place, which besides being unfair, causes the same problems we are having today as far as periodic financial troubles.

The world's currency blocks simply wants to balance global trade. Great minds have discovered the flaws of the current monetary system and built the infrastructure for the next one. When it was launched the first time it was quickly discovered that an alternative international currency was needed to avoid a large global trade disturbance. This is not to say that a new reserve currency was needed. I'd say the biggest issue was that international contracts needed an alternative currency to be denominated in. So here we are all this time later and there is an alternative inter nation currency for contracts to run to. This won't give the Euro great power over the rest of the world. This will give the rest of the world the ability to kill the dollar without being drug down into the mud with it. China is not going to wait 20 more years for that.
August 4, 2014 at 10:50 PM
[bookmark: c1252290868748046338][image: http://4.bp.blogspot.com/-SL3IMXk474k/Td4TeqaV96I/AAAAAAAAAAk/blhdazbfX7c/s45/74134ca0d20f4c3b887ef537156820ef.jpeg]
Motley Fool said...
Sam

"When it was launched the first time it was quickly discovered that an alternative international currency was needed to avoid a large global trade disturbance.

... 

I'd say the biggest issue was that international contracts needed an alternative currency to be denominated in."

I don't think I agree. I think what was lacking was a floating exchange rate of gold in dollars, and that also is why I think calling the 1978 experiment a example of freegold is somewhat misleading( but not by much).

Today the euro is large enough to show by example when the dollar fails. It's adapt or die for the dollar (and probably die first regardless).

TF
August 5, 2014 at 5:36 AM
[bookmark: c4511381719718067062][image: http://1.bp.blogspot.com/-lnMgAiwqldw/UH9e1Mon_7I/AAAAAAAAAD4/CgOr6FPIGI4/s45/PaulVolcker.jpg]
M said...
I fully understand the Euro. It makes so much sense. I've been here awhile. The Draghi appointment was scary. So is all the anti Euro politics going on in Europe. It is also kinda scary that nobody other then this blog is foreseeing this. Not even Jim Rickards. Granted he is a Euro bull generally speaking. 

I over reacted. But still.

I am not saying that China wants to completely change the game but whatever they want, they probably wont stop until they are happy. And how do you put a timeline on that..
August 5, 2014 at 6:06 AM
[bookmark: c3980960416075057230][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael dV said...
I wonder if the Fed thinks they can get away with another recession. This has been their modus operandi in the past as spelled out by FOA here in this blog piece. FOA made it clear the even back to Greenspan days that printing was their only weapon now.
Could they think that somehow they can extend things with maybe a 'small' recession? It would have to be subtle or they'll hurt the government if rates go too high.
I think they will come back with more printing but this recent dip is more than I thought we'd get.
August 5, 2014 at 9:35 AM
[bookmark: c6933781689798790732][image: http://img2.blogblog.com/img/b16-rounded.gif]
Dim said...
If the dirty float was stopped in Nov13 till May 14 then should we expect a gradual decline in the usdx between that period? I do see a decline, but from May 14 till now it has been increasing. Could this mean someone has been floating dirty since May 14? I'm not sure what the correlation between foreign holdings of usd and the usdx is, if any?
August 5, 2014 at 2:03 PM
[bookmark: c4503990692869160324][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael dV said...
M 
The anti EZ politics is understandable. Most people just see the power that Brussels seems to be accumulating. When things go bad I'll bet a lot of those same people will se the benefits rather than just the costs of a more united Europe.
I have followed your comments here and elsewhere for a couple of years now. You (and Robert) both seem to understand what is going on but just choose to remain open to other outcomes (more than 'all-in' and party line guys like me and several others). There is nothing wrong with that. It was FOA who said if you believed every word he said you were foolish.
I just do not see any other logical or likely outcome for the mess we are in. There could be lots of bumps and maybe a few profitable plays along the way. I chose to just keep my head down and wait. Draghi doesn't bother me. He seems to be doing what we expect an ECB head to do.
August 5, 2014 at 4:38 PM
[bookmark: c8785206245388773984][image: http://img2.blogblog.com/img/b16-rounded.gif]
Sam said...
MF said,

"I don't think I agree. I think what was lacking was a floating exchange rate of gold in dollars"

Gold floated up...almost straight up in terms of dollars. 30% in a market that never moved much at all.

"calling the 1978 experiment a example of freegold is somewhat misleading"

Gold was completely set free from the monetary system. This isn't interpretation this is literally what the second amendment said was the new rule, and everyone signed on. This rule wasn't repealed its effects were simply delayed by European CB's hoarding dollars (creating imbalance and manipulating the dollars exchange rate up) and facilitating and promoting a paper gold market. What part of the actions taken aren't freegoldy enough for you?
August 5, 2014 at 9:52 PM
[bookmark: c4999240676793309258][image: http://img2.blogblog.com/img/b16-rounded.gif]
KnallGold said...
Relatively well written article here:

http://finance.yahoo.com/news/russia-sanctions-accelerate-risk-dollar-060237135.html

"This nasty turn between Russia and the West related to sanctions, that can be an accelerator toward a more multicurrency world." 

"If you see yourself on the receiving end in some geopolitical dispute with the U.S., holding liquid dollar assets is risky." 

"The crunch increased interest in tenders divorced from a single nation's strength" 

(I heard that somewhere before...)
August 6, 2014 at 6:33 AM
[bookmark: c3952369046501190985][image: http://img1.blogblog.com/img/blank.gif]
Motley Fool said...
Sam

Yes, the freemarket rate of gold moved by 30% upwards in dollars, but this was not reflected by their balance sheets.

I consider the freegold system to be the stable one post transition, not the chaotic transition period itself. This means all parties adjusted to the new system and a stable equilibrium reached.

What happened in 1978 was that the chaotic transition period which would have led to freegold was allowed to start, however it was aborted before such transition could be achieved, and instead we had 40 years of dirty float.

TF
August 6, 2014 at 6:36 AM
[bookmark: c3312185636093123167][image: http://img1.blogblog.com/img/blank.gif]
Dwain Dibley said...
It's funny. FOFOA's overly verbose meanderings down insanity lane. We hate the debt based currency system called the 'dollar', let's create another debt based currency system to replace it, that'll fix everything. Stupid is as stupid does.

I suppose the lesson is yet to be learned but it's coming in short order, even in a 100% fiat system, there is a difference between a promise to pay and payment, and people are going to find out fairly quick, which of the two they're holding.
August 6, 2014 at 7:56 AM
[bookmark: c6774224746152628065][image: http://img1.blogblog.com/img/blank.gif]
Nickelsaver said...
"Gold was completely set free from the monetary system. This isn't interpretation this is literally what the second amendment said was the new rule, and everyone signed on."

Not so. One of the things that happened shortly after the gold window was closed was that currencies and gold began to be traded on the forex, not just by the bankers and currency managers, but by the general public.

Judge for yourself whether the state of the forex constitutes a clean float or not. If you consider the fact that the dollar is credibly inflated, combined with the fact that gold is fractionally reserved thru a paper structure and that both are traded together with all other currencies on the forex, this is neither a clean or free float for either the monetary system or gold.
August 6, 2014 at 9:00 AM
[bookmark: c5982335559223634353][image: http://img1.blogblog.com/img/blank.gif]
Nickelsaver said...
Another point about the forex, and even though the phenomenon is more recent, it is now a factor - that is, the impact of HFT. I would suggest that the presence of such a player within the forex muddies the float as well.
August 6, 2014 at 10:00 AM
[bookmark: c3690128498713492987][image: http://img1.blogblog.com/img/blank.gif]
Roacheforque said...
Well ... blogger ate my comment in the login process and I am too disgruntled to re-form it. The conclusion? As we migrate from the derivative plane to the physical plane of FOFOAs equity based system, I believe we will migrate from a derivative war (sanction games) to a hot war (seize the gold by force).
As with the hyperinflation already well underway, and freegold already well underway, so has the declaration of war (payment blocking) long since been declared.

We should all hope our little yellow nuggets will even matter if the death throes of Empire "go loud".
August 6, 2014 at 10:17 AM
[bookmark: c2610345379358152227][image: http://img1.blogblog.com/img/blank.gif]
ein anderer said...
Thanks, FOFOA, for this huge essay, full of nicely presented informations nowhere else to be found. Will take a while until I’ve read it!
August 6, 2014 at 1:06 PM
[bookmark: c8956419086140933288][image: http://img1.blogblog.com/img/blank.gif]
ein anderer said...
Michael M,

what I’ve learned here is mainly this: 

Don’t speculate, neither with currencies nor with time. It’s a hard lesson, I tell you: because the »old thinking« in one’s head is still trying to figure out the next »big chance«—without taking the Black Swan into acount. Which is defined as the incalculable unexspectedness …

The only thing the Freegold lens is sure about (in contrary to the Black Swan theory, which knows only a possibility of a sudden event): The Dollar crash (or the papergold crash) must come very soon. And by this the revaluation of physical gold.

So: Better follow db’s advice! ;)
August 6, 2014 at 1:20 PM
[bookmark: c5955082720671474191][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael M said...
I've noticed that there are a growing number of countries that are restricting the amount of cash that can be used in transactions, stating that it is to stop money laundering and tax evasion. Anyone think this is a prelude to a cashless, strictly electronic system where all our transactions are monitored? No way then to buy or sell gold without government knowledge or possibly intervention.
August 6, 2014 at 2:10 PM
[bookmark: c4455744623428023630][image: http://img1.blogblog.com/img/blank.gif]
Nickelsaver said...
MdV,

I totally think the monetary system will eventually be completely paperless, but don't have a clue as to whether that could be achieved in the short run. Although, a total system failure sure seems like a good opportunity to launch such a protocol. (Rev 13:16-17)
August 6, 2014 at 5:20 PM
[bookmark: c8650626746652707989][image: http://img2.blogblog.com/img/b16-rounded.gif]
Sam said...
@MF

“I consider the freegold system to be the stable one post transition, not the chaotic transition period itself. This means all parties adjusted to the new system and a stable equilibrium reached.”

Ok I have a question then. Why can’t a currency be unstable under a freegold monetary system? The way I see it only gold will be stable in value. Currencies will still have free will. The policy basically says do what you want with your currency as long as you don’t attach it in any way to gold. 

@Nickel

“One of the things that happened shortly after the gold window was closed was that currencies and gold began to be traded on the forex, not just by the bankers and currency managers, but by the general public.”
I’m not arguing against that, just recognizing the timing of it all. Freegold the monetary system was briefly implemented and then delayed for all intents and purposes. The new gold market is one of the solutions put into play to “pause” the transition. Who do you think pushed for this new market in gold? This manipulated paper settled soon to crash monstrosity of a system? The answer is the Europeans. Why did they screw up the very monetary system they pushed to get? Well, that’s the story Another and FOA told us now isn’t it. Delay things until we get the Euro and then push “resume.” Add China as the last originally unpublished chapter to the story and it’s all plain to see
August 6, 2014 at 5:54 PM
[bookmark: c1837589831547406712][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael M said...
Nickelsaver, it's interesting that this is the first time in history that we have the technology to make that prophecy a reality. I believe governments are salivating over the thought of that level of control.
August 6, 2014 at 5:54 PM
[bookmark: c8562053447182095777][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael dV said...
It seems obvious to me that the Fed acts to support the dollar. QE and other operations have prevented the USG from not having adequate funding. They also seem to act to prevent interest rates from going up (especially the 10 year bond) and there is suspicion that they buy volatility to keep the stock market price high. They do not want economic collapse to happen from a market crash or the government being unable to pay it's bills.
The nagging question for me is this: how much is it costing? How much new money are they having to create to accomplish these tasks?
I think they enter the derivatives market and buy instruments that keep interest rates low. It would be like me paying a lender extra points to 'buy the mortgage rate down'. I suspect that that is how they operate rather than outright buying the 10 year bonds. I suspect that this is less costly, more direct and less visible.
In performing these operations they add currency to the huge pile already there and probably shorten the time 'til endgame.
They are gradually stopping the outright purchases of mortgages (MBS) and whatever other securities they were buying through the 'taper'.
The one big source of discharge of dollars into the world we can clearly see is the continuing spending by the government. This other discharge however will now be even more hidden when tapering is complete.
What does it cost to do their magic? We could plainly see the cost when we watched them expand the Fed balance sheet. Have they figured a way to achieve their goals on the cheap? Buying bonds certainly was not cheap and was very visible. I must suspect that the behind the scenes manipulation is less costly but I wonder if they have a way to significantly prolong the game.
August 6, 2014 at 7:15 PM
[bookmark: c6344955103913499123][image: http://img1.blogblog.com/img/blank.gif]
Nickelsaver said...
Sam,

I am arguing that gold has not been demonetized in my lifetime. It could have been, perhaps very easily in the late 70's. It didn't, and it was never going to. I think USG saw very clearly that they had the world by the balls as long as they held their gold close to their vest, precisely because the dollar was so salient, and nothing else was (except gold).

FOFOA's statement about Freegold being launched briefly back then, I take that with a grain of salt. I see what he is saying, I think. And that is that if support had not been behind the dollar in order to extend the timeline, it would have been game on, regardless of what USA did. But that would have been pain for everyone, not just USA.

As far as China goes, I think the signs are there that support has ended. I am waiting until I see a significant decline in the numbers, not just a plateau, to say its a done deal. But it looks good.


MM,

One of the things about gold that is very nice is how portable it is, wouldn't you say? And after the revaluation, it becomes über-portable (30 to 40 times lighter than today with the same purchasing power).

But, I'd have to guess that if any state were to utilize the kind of control that would make gold less desirable a savings item, thru taxation or whatever, gold would simply go into hiding or be traded off the books. 

Now if that particular prophecy comes true...
August 6, 2014 at 8:00 PM
[bookmark: c2587080091221694695][image: http://img2.blogblog.com/img/b16-rounded.gif]
Blake said...
@ Michael dV

I had a similar takeaway after reading this post. More specifically, that while foreign public sector support is flat YOY, the Fed (or its proxy) is now clearly in the mix providing structural support. One only need to see that "Belgium" has provided $187 billion in structural support YOY which breaks out to $15.6 billion/mo. (nearly half the $40 billion figure FOFOA quotes as USG monthly dollar emissions that must be absorbed). For me, it seems that the Fed is now picking up at least some the structural support slack left by the foreign public sector which has apparently left the building. Question is, how long can the Fed keep this up? Maybe longer than any of us can reasonably think...
August 6, 2014 at 9:45 PM
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vizeet srivastava said...
This comment has been removed by the author.
August 6, 2014 at 10:06 PM
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Jadr said...
Good read. Could someone explain to me who FOA is/was and why he/she stopped posting commentaries? What is FOFOA's relationship to FOA? I'm just curious given the comment "FOA stopped commenting" aspect in the early 2000's.
August 7, 2014 at 12:50 AM
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vizeet srivastava said...
Michael dV, Blake,

I think on the other front. They are now biggest producer of oil and so they need market where they can sell the oil to reduce their deficit.
Shale oil is costly and to remain viable they need to be sell at high price. So they need to create negative sentiment and raise oil price plus they need to reduce world oil supply. So US has been funding extremists in Middle East and isolate Russia. As of now their tactics against Russia doesn't seem to work. This is because Russia has real friends who have been helped by him in the past and they will stand-by him. For instance Russia has helped India in critical times and India considers it as time tested friend. It seems plan is to let ISIS grow so that it takes over Saudi Arabian oil wells which will create big deficit of oil around the world and US will get market. ISIS is growing rapidly but still it may take long time to reach Saudi-Arabia. Other problem is if ISIS grows it will also take over Turkey which can create sock waves in Europe. Not sure how Europe will react if that happens. 
So their seem to be a workable plan to delay crisis. It is to be seen, if they can succeed. We are getting some news that inflation is going to rise, so US don't seem to have much time.
August 7, 2014 at 1:31 AM
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Jim Okefenokee said...
MM @ 6Aug at 2:10pm

It is tightening subtly all the time. Lawyers in cross-examination refer to the process as "closing the gates" (as in sorting sheep or cattle).

Here in Oz, much of it is happening under the name of AML/CTF ( anti-money laundering and counter-terrorism financing). At present:

(a) ... max cash purchase (no details) of PMs of $5000.

(b) ... full details, ID etc required for selling back any amount of PM. Supposedly not passed on to the authorities, but must be kept by your LCS.

(c) ... any cash deposit or withdrawal of $10,000 or more at a bank requires full paperwork.

(d) ... but as a friend of mine discovered when he made cash withdrawals of $4k or $5k at a time, once or twice a week (not trying to hide anything), things changed very noticeably after about 6 withdrawals (the bank computer algos kicking in). The bank tellers suddenly became very unprofessional - the older ones would start asking " ooh! Buying something nice? Buy something for me? ". Can you believe it? The junior tellers would do a double-take at some message that had obviously appeared on their screen. I'm not saying that any file has been opened on him, but it is there available to be accessed.

(e) ... and we all know that private sales are on the way out courtesy of Chinese fakes.

Thin end of the wedge. I bet (a) is the next to be changed-ie: lowered. If it's happening in sleepy old Oz, then it's bound to be happening elsewhere. It doesn't need to be paperless.

I know that this is not big canvas stuff, but it is a dot. Tread softly and keep your trap shut as we approach the transition.
August 7, 2014 at 3:12 AM
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Woland said...
Hi Michael dV;

I have a theory ( and that's all it is, just a theory )

Consider the combination of HFT "spoofing" with large futures
orders, followed ( after the small fry have moved out of the
way ) with "wash sales", that is, being both sides of the trade.
You don't need to spend ANY money in a wash sale, and the
market structure today is ideal for such a practice. NANEX
has done a long series of articles on how this can work, and
the SEC et al could care less. just a thought, Greetz, [;<)>>
August 7, 2014 at 5:09 AM
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Motley Fool said...
Sam

"Ok I have a question then. Why can’t a currency be unstable under a freegold monetary system?"

It can, but it is more effort to make it so if it already in stable equilibrium. 

"The way I see it only gold will be stable in value."

It won't be. This is the old toga and sandals argument. The value of gold will change as society changes ito productivity, resources and resource allocation.

"Currencies will still have free will."

Sure, but they will have a very large stick to be beaten with if they mess up too much. 

"The policy basically says do what you want with your currency as long as you don’t attach it in any way to gold."

Haha sure, and good luck holding on to your gold, if you are stupid about it.

...

The problem in 1978, as FOFOA noted, is that whilst the dollar fell 30%, which was the correct direction, as the dollar was overvalued, this had no positive effect and instead set up a negative feedback loop, which would have collapsed the system if they had not intervened. The problem here was the static price of gold on the dollar balance sheet. Now, as you said, the level of overvaluation at that stage was much much less than it is today, so the resulting chaos should have been disproportionately less, but due to the dynamics it was not moving towards stable equilibrium.

Today the same situation is in play, however there are now large currency blocks which can provide real time adjustments to their gold asset, to show the changes in their balance sheets.

At stage, the updates were sporadic. Even three months is too long of a timeframe during currency collapse. Real time data is required. At present, while only reworking their books every quarter, the ECB does show daily fluctuations as regards gold afaik. This is the requirement for moving towards stable equilibruim.

Then, as now, the dollar will fail, until they switch to mark to market accounting for gold, and there are political reasons why this is unpalatable, in addition to economic reasons( cheaper to pay off current debts in hyperinflated paper), so I expect the dollar to fail regardless, till the debts are repaid in mountains of fiat.

TF
August 7, 2014 at 5:32 AM
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jojo said...
Blake-
The FED feeding itself through Belguim is NOT structural support.

Please see this:
http://fofoa.blogspot.com/2014/04/yoy-structural-support-now-negative.html
or this 
http://fofoa.blogspot.com/2013/01/legs.html
August 7, 2014 at 8:01 AM
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Michael dV said...
Blake
'Structural support' can't come from the Fed. It can only come from a productive country that takes our excess dollars and voluntarily holds them. When the Fed creates money it comes back into the money pool to cause hyperinflation. 
My question is have they figured out a way to cause fewer dollars to flow into that pool…fewer than by doing QE.
August 7, 2014 at 8:07 AM
[bookmark: c375006316279249506][image: http://img2.blogblog.com/img/b16-rounded.gif]
Sir Tagio said...
Fofoa, this is a great article!

Regarding Fofoa's description of the tactic of scaring the private sector into purchasing Treasuries to support the system, I note that the recent SEC rules gating money market funds is having the effect of causing people to withdraw funds from MM and purchasing Treasuries. Since there are about $2.6 trillion in MMF, there is a lot of potential private support that can be herded in this fashion to continue supporting the system. Zerohedge interpreted the SEC regulation as a failure because they thought the purpose was to herd money into stocks. I think it more likely the intent was to cause MMF to herd into Treasuries, to offset the effect of the Fed's tapering. 

http://www.zerohedge.com/news/2014-08-05/central-planners-fail-herd-money-market-funds-overpriced-stocks 

The problem is, while this may provide some system support by sterilizing US debt financing, most of that MMF money is probably purchasing short-term Treasuries, so if a panic begins and the holders can’t can't sell them, the Fed will have to print the cash on the redemption date, i.e., in as little as 30 days. 

Any thoughts on this? 
August 7, 2014 at 9:04 AM
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Blake said...
@Michael Dv

Granted “structural support” is the act of productive third parties warehousing dollars and recycling them by purchasing USG debt; that definition doesn’t otherwise invalidate my point. My point (albeit implied) was that the Fed printing money and purchasing USG debt has the same effect as structural support: it warehouses/sterilizes/absorbs dollars that cannot otherwise be used to bid on goods and services and/or dumped on the open market. In short, it keeps the USDX strong and keeps the game going… Ultimately, the question I posed was whether this last desperate act, taken together with foreign private support, could cohere to absorb the $40B/mo. emission FOFOA quoted. 
August 7, 2014 at 5:12 PM
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Sam said...
welcome Jadr

Nice to see a new face. Another and FOA's identities are confidential. They wanted it to be that way and most of us regulars respect that, including our host. Another passes the smell test as an old money "Giant" with a lot of connections and FOA was his friend (friend of Another) that posted for years on one of the worlds first gold forums. Another asked FOA to stop posting quiet abruptly after several offensive posts from your typical bad seed internet jerks. Time proved the truth behind the words of Another and FOA and thankfully FOFOA came along years later to help us all with understanding. Keep reading. I promise it won't disapoint
August 7, 2014 at 5:16 PM
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Eric C said...
Great post fofoa,

Sam,

I always appreciate your posts. You say, "Keep reading. I promise it won't disappoint"

I could not agree more. I have many posts left to read and nearly all comments from the first three to four years. I still regularly run into aha moments. This post had several cool revelations for me.

Blake,

When a foreign nation buys USD denominated long term debt from the Fed with USDs, it pulls the USDs out of the system and places them in the longer term debt. 

When the Fed buys long term debt it creates USD, their most liquid debt. This is more like the opposite direction. This appears to me to be the Fed supporting the long term debt market vs. the USD market.

With the case of Belgium, it seems like the Fed must supply the USDs for Belgium to provide the "support", unless it is from a source that did earn those USDs, which would be structural support. 

So would be like giving your friend your most liquid notes to buy your other long term notes. It is a strange situation though because those most liquid notes cannot be called against you.

This is different than an unaffiliated (foreign CB or giant) third party working to obtain your notes (the short term version, USDs) and trading them back to you for your long term notes, because they pay a better interest rate. 

I could be way off but this is how I currently see it. I am up for discussing it, that is the best way to get a better understanding.

Eric
August 7, 2014 at 8:13 PM
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Blake said...
Eric 

Foreign nations don't sit on their dollar reserves; they invest them for nominal yield via USG debt. This supports not only the USG debt market but also the USDX.

Similarly, the fed prints dollars and buys debt, supporting not only the USG debt market but also the USDX. 

The latter has the exact same effect as the former (structural support).
August 7, 2014 at 10:04 PM
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Eric C said...
Blake,

Which way is the debt flowing and how many years does it take to mature?

Eric
August 7, 2014 at 10:57 PM
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jojo said...
"The latter has the exact same effect as the former (structural support)."

Except it isn't structural. It is fleeting. 
August 8, 2014 at 6:16 AM
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Michael dV said...
Blake
Any one who gets dollars can either spend them, save them or buy Treasuries. If they spend them into the economy it is inflationary. Only if they buy treasuries (or save them) and return the money to the government is it not inflationary. Of course the government will often spend those dollars into the economy itself so boom...that is inflationary.
What the dollar needs for continued survival is an entity (ies) that will earn the dollars by supplying the USG what it needs and then keep those dollars without spending them. They could keep them in a huge mattress, as long as they don't get back into circulation where they drive up prices.
Right now we are out of such friends.
August 8, 2014 at 9:41 AM
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Michael dV said...
Woland...you tricky devil...that could certainly work (at some level.)
I suppose the stock and bond markets could (almost) be fixed by law. It is certainly not the free market we all know and love but as a symbol that 'all is well' it could just be kept in a comfortable range.
There is always of course the problem of keeping planet wide, important entities happy. We shrimps had to put up with 3 decades of financial repression after the war. btw Amerman's latest piece deals with just that. There is no reason the government can't just cram something similar down our throats. The problem now though is that the world has somewhere else to go. With government debt now paying nothing there is ever decreasing reason for anyone to hold US debt. 
As that debt is sold back into the market those dollars come out to do their thing. (Inflation)
When my head starts to explode (I am after all not an historian or economist and I understand these things in a sometimes confused way) I just go back to the basics. Countries ultimately want real things in trade. They had a reason to do things contrary to their best interest in the past but now...not so much. Watching the markets and even our precious GLD inventory is now like reading the tea leaves...in a cup of coffee.
August 8, 2014 at 10:00 AM
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Sam said...
@Blake

You correctly explained a simplified version of the process for the Fed monetizing debt, but I believe incorrectly concluded on the result of structural support from their activities. The support we speak of is maintaining the over valuation of the dollar. When a foreign nation trades us their goods and services for dollars, and then loans those dollars back to the USG in the form of purchasing treasuries, they recycle those dollars without bidding on anything. This keeps the prices of goods and services in dollars low(er) than they would be. If these dollars didn’t get recycled the excess dollars would be bidding for the same finite amount of goods and services in the world and would result in higher prices… aka a weaker dollar.

Can you see how the FED printing dollars and buying treasuries wouldn’t have the same effect? Now if the FED could create a bunch of goods and services to sell to the USG for dollars then they could structurally support it, otherwise everything they do is just a monetary operation. In the physical plane more and more dollars will start floating around and will eventually cause the dollar to crumble in value.
August 8, 2014 at 1:12 PM
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Aquilus said...
Hi Blake,

Actually there is a big difference between foreign countries buying Treasuries and the Fed doing the same thing.

When foreign CBs buy treasuries,they reduce the overseas dollar quantity by swapping dollars that are in the market for Treasury debt. Those dollars are for all intent and purposes given to the Treasury to re-spend (and keep the amount of base money in check). This is the main mechanism for dollar support and is also the mechanism that has kept inflation in dollar terms very low over the past decades.

When the Fed buys treasuries, they create new dollars that they swap for Treasuries. Basically the dollars that the Treasury spend previously are still out there and the Fed created new dollars for the Treasury to spend in addition to the ones already out there and directly increases the amount of base money.


Read the last part of Think like a Giant for a better explanation

Aquilus
August 8, 2014 at 3:23 PM
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Blake said...
Aquilus --

Excellent -- the atom/molecule analogy clarified exactly how "USG deficit spending is directly inflationary in the amount put in by the Fed, no matter where it put the new money".

From "Think like a Giant", FOFOA posited the most likely outcome would be the "Fed ramp[ing] up QE somehow" to make up for lack of structural support and that "[e]ven if [Fed] manage to do this without a press conference, it will show up in the dollar exchange rate and/or CPI price inflation. That's where the death spiral begins."

Given the lack of structural support as well as stealth QE, the question is how come the USDX hasn't fallen off a cliff and/or CPI taken off to the moon?
August 8, 2014 at 4:56 PM
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byiamBYoung said...
Finally done reading! Good Lord, FOFOA, that is a masterful work of deeply-researched and meticulously presented information. Thanks so much for the ongoing enlightenment. 

I never regret donating to support your work.
August 8, 2014 at 5:33 PM
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runninggloves said...
since money market funds can be exposed to haircuts for portions not invested in treasuries, did they just kick the can another couple years down the road?

another thing is... has any currency gone up in flames overnight?
August 8, 2014 at 6:25 PM
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Jadr said...
Sam, 
Thanks for the welcome. I recall FOFOA used to post on Zerohedge a long time ago which is why I was wondering about the connections to the others. Thanks for the rest of the info. It is too bad that such a good source of information would disappear.
August 8, 2014 at 9:49 PM
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Michael dV said...
RG
no currency has gone up in flames overnight, not the currency of a country. There have of course been panics of other stores of value which rapidly lost value, tulips lost all value when just a few buyer failed to show up back in the 1600s.
There have been about 50 hyperinflations depending upon how you count them (some analysts will count 2 or 3 events over a few years when it is really just one country having a currency issue in a short period). None of these was overnight. Most were over a few months to years.
We now live in a period of HFT however and I would suppose that there could be an overnight event that could cause a currency to lose it's value suddenly.
August 9, 2014 at 11:16 AM
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Eric C said...
A link from Zerohedge is what first led me here. It is sorta sad that good sources disappear over time or suddenly, but new ones do emerge, as we are learning from now.
August 9, 2014 at 3:42 PM
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RJPadavona said...



You might be a redneck if you thought a hryvnia was a part of the female anatomy......

Seriously though, excellent post! I finally found time to finish this epistle. IMO, this one and the last one are great addendums to Once Upon A Time. [ 20110912 Once Upon A Time site chasegalleryconnect.org ] The evolution of gold and currency are explained in great detail in all three of these posts. 

The Dirty Float. Whether it's part of your currency valuation, in the Rio Grande, or in your swimming pool, beware of brown floaters. 


August 9, 2014 at 4:53 PM
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RJPadavona said...


And a big thumbs up to FGTube for the video! Possibly my favorite so far. I'm thinking 1:40 of the video represents a subconscious desire for poopyjim to conquer the US and impose his will by expelling all the snakes.
August 9, 2014 at 5:18 PM
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Michael dV said...
Paul Craig Roberts believes that the evidence points to the Ukrainians having bought down MH17.
Roberts is a regular on several of the contrarian blogs and has a somewhat typical anti banker view but is usual serious and well spoken. He's a former Assistant Sec treas. I believe, Reagan era. I doubt anyone in DC pays him any attention but it is a serious thing when someone of his stature essentially admits the USG was party to extra-warfare murder.
August 11, 2014 at 8:28 PM
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Michael dV said...
from ZH 
http://www.zerohedge.com/news/2014-08-11/us-sanctions-russia-may-sink-dollar-ron-paul-fears-grave-mistake

Ron Paul "There is a reason the euro was created, "
This is the very first time I have ever heard ANYONE except fofoa state this! It is obvious to us here and is almost a freegold first principle but to every other contrarian writer it is simply 'all those central banks and their fiat currencies are alike.'
Fofoa sent an open letter to Ron Paul while he was in Congress a few years ago...wonder if he finally got to opening his mail.
August 11, 2014 at 10:06 PM
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JC said...
modern western public mindset completely askew?

can lone survivalists be committed enough to have some valid perspectives?

generalized gold perspectives on a dual axis continuum
August 12, 2014 at 6:45 AM
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jojo said...
In tribute to these last days of Peak Exorbitant Privledge, I nominate this song as the first in the category: Classic PEP Rock:On Top Of The World

It was nice for a while, here's to you $IMF!

What's your submission for PEP Rock Hall of Fame?
August 12, 2014 at 9:43 AM
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Michael dV said...
Adding to my feeling that things are slow and nothing is happening...
The charts at Kitco show the oscillations of gold price around the 1300 level. In the last 30 day it has been +/- 20, in the past 60 days +/- 40, in the past 6 months +\-70 and the past year +/- 120. These are close approximations but the noose seems to be tightening. The wild swings we were supposed to see at the 'end of days' just aren't appearing.
Will this paper gold market die with a whimper as it flat lines right at 1300 as the rabid traders finally succumb to boredom?
August 12, 2014 at 5:57 PM
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Eric C said...
Or will it die in everyone exiting their paper position of gold?
August 12, 2014 at 8:01 PM
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DASK said...
Re: paper gold market

Some say the world will end in fire,
Some say in ice.
From what I’ve tasted of desire
I hold with those who favor fire.
But if it had to perish twice,
I think I know enough of hate
To say that for destruction ice
Is also great
And would suffice. - R.Frost
August 13, 2014 at 1:20 AM
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ein anderer said...
Hi FOFOA.

Managed now to read this post for the first time.
Great overview. Worthwhile reading a second and third time. 

And, yes: Great work, FGT! :)
August 13, 2014 at 3:37 AM
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ein anderer said...
Michael dV,

"The wild swings we were supposed to see at the 'end of days' just aren't appearing."

I remember also another quote from FOFOA, saying, that in the 'end of the days' there will be seen some ups and downs, becoming smaller and smaller – and then a sudden flat line, Gold is "hiding". Is my memory correct?
August 13, 2014 at 4:38 AM
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Tom R said...
MdV - I hate to be a party pooper (ha!), but might we be entering another 20 year slog where gold is kept near production levels? A' la 1981 - 2001. I don't think so, but there is chart similarity between 1979-84 and 2001-13. After allowing gold to rise to the new normal, bring it back under control. As I said, I don't think so, but it sure feels that way some days.
August 13, 2014 at 6:14 AM
[bookmark: c3816647775707070967][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael dV said...
Keith Weiner has an article up at ZH about the Bank of India borrowing gold. http://www.zerohedge.com/news/2014-08-13/how-can-state-bank-india-pay-interest-gold
My question is WHY?? The bank does not need income, it can print rupees. They are borrowing from a temple. Clearly a currency manipulation but they have a weak currency and this will weaken it further. There is probably a political reason....thoughts...or better yet do our Indian correspondents have insights?
August 13, 2014 at 9:03 AM
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Michael dV said...
TomR
I see gold being selected as the new reserve asset of choice. It appears countries are making certain they have enough. Perhaps the BIS is helping them decide just how much they need. Remember they just need enough for currency defense and a tad of manipulation. Maybe some for settlement imbalances too.
So I see these things being done. Do you agree? 
If you do then the idea that gold could last 20 years at low prices does not make sense.
Gold simply must be priced higher to function as a reserve asset. There would have to be hellish deflation (there won't be) for gold to function at $1300 per ounce.
August 13, 2014 at 6:56 PM
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M said...
@ Tom R

There is no way. Just no way in hell. The new credit started in 1981. That was after gold went up 2500%. And after the bond bear market ended. 

That credit cycle you are referring to, hasn't ended yet. So to put it simply, $1200-$1300 gold is the new $35 gold. 

But they are obviously managing the posted price. They probably wouldn't have even started the QE program if they didn't think they could manage the price of gold. And now it feels like they can manage it forever. That is how it probably felt in the 60's and 70's too.
August 13, 2014 at 11:45 PM
[bookmark: c6831819875882394733][image: http://img2.blogblog.com/img/b16-rounded.gif]
Tom R said...
Thanks for the responses guys. I agree with you, what cannot continue, will end some day. 
The pot watching is tiresome. However, if I had any money, this sideways market would be a fantastic buying opportunity.
August 14, 2014 at 5:19 AM
[bookmark: c9136699459137154016][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael dV said...
Yes Tom R
I'll bet a lot of us wish we had waited 'for the price to come down' but that would have meant putting up with the anxiety of knowing things could change overnight anytime. If I were still buying I'd definitely go all in now. I see the POG squeezed toward 1300 from above and below.
August 14, 2014 at 4:01 PM
[bookmark: c8649513808304641460][image: http://img2.blogblog.com/img/b16-rounded.gif]
t au said...
+1. Michael dV

I have no regrets of my earlier purchases at the higher price levels.

This is one area where being a minute late will cost you everything.
August 14, 2014 at 4:52 PM
[bookmark: c6047868293389650026][image: http://img2.blogblog.com/img/b16-rounded.gif]
vizeet srivastava said...
Michael dV,

There is another news :
http://articles.economictimes.indiatimes.com/2014-07-02/news/51030718_1_yellow-metal-gold-international-bullion-banks 

I think government want to meet gold demand without importing. They are just trying to delay gold import need. 
The article says "the Government Mint in Mumbai will melt the gold, and pure gold of 0.995 will be taken as deposit. For the gold deposit, SBI will bear the transportation, transit insurance, melting and refining charges.". So SBI will give back gold when the temple needs it. Probably the gold will enter market. It is India's richest temple, you can consider it as big gold Giant. TTD would rarely need it back.
August 15, 2014 at 3:00 AM
[bookmark: c7604884953094960932][image: http://img2.blogblog.com/img/b16-rounded.gif]
vizeet srivastava said...
Michael dV,
Another thing SBI is not Central bank so it cannot print money. Interest and gold need to be paid at the end of 5 yrs. If SBI doesn't have enough fund that time they will go to RBI for re-capitalization, these banks don't care if this causes rupee depreciation. I think other than interest they will never ask for their gold.
August 15, 2014 at 3:08 AM
[bookmark: c206163419655356654][image: http://img2.blogblog.com/img/b16-rounded.gif]
Edward J said...
Just recently found this blog. Great article. I agree that the structural support provided by foreign CBs recycling USDs back into US Treasuries fundamentally inhibits inflation. However, I am interested to know what people think about how the debt that has accrued, both public and private debt, as well as derivates, and the stock markets factor into the US macroeconomy. Specifically, total credit market debt (public and private debt) is at least four times the US money supply. Furthermore, debt accrues via compounding interest and has been growing faster than economic growth as measured by GDP for decades (despite that GDP overestimates real growth given the way in which it is calculated; e.g., using inaccurate inflation levels, etc.). I see this debt as a strong countervailing force to price inflation. Moreover, derivates, albeit mostly opposing bets, are highly leveraged instruments that appear to be growing exponentially and, thus, should eventually implode, which should have a strong deflationary effect. Additionally, if foreigners stop supporting the US bond market and instead park their money into stocks, would not that have the same structural effect as moving USDs into US Treasuries (it would remain out of the market) for as long as that might last. And, to the extent that there is leverage in the stock markets, any type of crash would have a deflationary effect. I do agree that eventually enough USDs will seep out into the economy causing increasing price inflation, especially for needed goods and services, which should eventually cause the bond markets to crash and, if propped up by the Fed (or other CB), should cause run away inflation. However, I wonder about the timing of hyperinflation and the degree of money printing needed to counteract the aforesaid mitigating deflationary factors. 

Any comments about my thoughts would be greatly appreciated. 
August 15, 2014 at 8:56 PM
[bookmark: c5428119636031890759][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael dV said...
Edward J
It is the response of the currency printer to 'save debt at all cost' that leads to hypernflation. Loss of confidence follows.
If they do not respond by printing 'enough' (even if enough is too much) deflation and the pain of deflation will occur. Since deflation is easily fixed it will not be allowed.
In the ideal system deflation should be the outcome but the system is political. If the game plays out to the very end even the Tea Party will beg for relief. 
The bonds are owned by individual and pension plans all over the world. the cry for more money will be universal.
..or I suppose things could end quickly with an unexpected 'problem.
August 16, 2014 at 12:34 AM
[bookmark: c4234798797062032877][image: http://img2.blogblog.com/img/b16-rounded.gif]
Edward J said...
Michael dV, 

Thank you for your reply. I agree that the response to a deflationary event will be to print USDs to avoid deflation. However, I think there is the possibility that a substantial deflationary event could allow the system to absorb even large amounts of printed USDs (think of Japan's situation) until a tipping point is reached (analogous to a buffer system where acid is added without effect for some time), after which hyperinflation will eventually ensue.
August 16, 2014 at 9:12 AM
[bookmark: c3270881240059412173][image: http://img2.blogblog.com/img/b16-rounded.gif]
Franco said...
Edward J:

Look in the archives for a post named "Deflation or hyperinflation". It is, as far as I know, the most compelling explanation
August 16, 2014 at 11:12 AM
[bookmark: c3107520836025327841][image: http://1.bp.blogspot.com/-lnMgAiwqldw/UH9e1Mon_7I/AAAAAAAAAD4/CgOr6FPIGI4/s45/PaulVolcker.jpg]
M said...
@ Edward J

As for the US stock market.... 

There is a lot of companies listed in the US that are borrowing money and buying back their stock. This is what is elevating the stock market in the US. They are even borrowing money to up their payout ratios. This is full bore retard kind of stuff. Companies were doing this before the 1929 crash. All of this resulted in a 40% devaluation of the USD against gold in 1929. It's not nessisary to get too technical with this. Some trend will reverse to set it all off. We just have to wait.
August 16, 2014 at 4:45 PM
[bookmark: c8797944990944202588][image: http://3.bp.blogspot.com/-YuAjShU3jpo/Tcl6SkCNAaI/AAAAAAAAAAk/J3p5EiRAkkM/s45/holy-spirit.jpg]
Bright aurum said...
Edward J
As of the stock market... Who are the entities that are cashing out doing with the money?
Some say they buy emerging markets!? 
At the end of the day only it is the savers and those that have access to M0 aggregates that can cause catastrophic price inflation (loss of confidence). The creeping variety is actually a different disease that may or may not become malignant. 
A deflationary event (as brief as it is allowed to be) can cause HI for the reason that those that can access liquidity easily will not be allowed to acquire on the cheap and so they will spend anyway and catch what they can. What is the purpose in the first place of having highly liquid aggregates (earning less interest in principle) if not to use market fluctuation to acquire on the cheap? Thus it will be this kind of confidence loss that will be felt first leading to the cascading effects that will follow.
Cheers
August 16, 2014 at 8:26 PM
[bookmark: c385579700616372753][image: http://4.bp.blogspot.com/-55kj4pFdO0w/TyY9PTLGECI/AAAAAAAACO4/N8aPkxd_diA/s45/One%25252BBad%25252BAdder%25252B2.jpg]
One Bad Adder said...
@Edward J: - General concensus has it that De and Hy are poles apart when in fact (imho) they're closely related.
A Deflationary "event" will ultimately usher in Hyperinflation ...as all faith in time derived valuations go out-the-window. FWIW.
August 16, 2014 at 8:27 PM
[bookmark: c6199539776967319266][image: http://img2.blogblog.com/img/b16-rounded.gif]
sean said...
Welcome Edward J,

Good comments.

FOFOA has noted previously that there is often a deflationary head-fake before the onset of hyperinflation. For some nice graphs and a very interesting read see:
http://fofoa.blogspot.co.uk/2010/09/just-another-hyperinflation-post.html 

One revolutionary concept I learned here is that hyperinflation precedes printing!

Sean
August 17, 2014 at 2:00 AM
[bookmark: c7242305183314512382][image: http://img2.blogblog.com/img/b16-rounded.gif]
Edward J said...
Thanks for all the replies. I understand how a deflationary event could usher in hyperinflation. And, I see how those with more liquidity will be the ones that cause price inflation (the highest bidders) when excess liquidity is dumped into the economy due to loss of confidence; thus, that hyperinflation can precede "printing." However, I look at Japan's economy over the past two and a half decades and wonder if some sort of slow and persistent deflationary scenario can occur in the US if the Fed is somehow able to "balance" the economy by just enough debt monetization to avoid catastrophic deflationary collapse, yet not enough monetization to trigger loss of confidence in the currency to cause hyperinflation. I realize that the USD will most like experience hyperinflation, but I wonder if it is possible to delay hyperinflation as Japan appears to be doing (using relatively small amounts of monetization in a step wise fashion over decades).
August 17, 2014 at 7:41 AM
[bookmark: c7291645266218009934][image: http://img2.blogblog.com/img/b16-rounded.gif]
KnallGold said...
"The charts at Kitco show the oscillations of gold price around the 1300 level. In the last 30 day it has been +/- 20, in the past 60 days +/- 40, in the past 6 months +\-70 and the past year +/- 120. These are close approximations but the noose seems to be tightening. The wild swings we were supposed to see at the 'end of days' just aren't appearing. " --M dV

Flattening like a river approaching a waterfall? If one is into patterns and fractals... And cycles: if its all "pure fiction" now as that ex-central banker recently said, there will be a return of reality, as it is always in life.

Maybe we had the end of days already, with that wild swings, unfortunately there's no clock on our TV screen showing the progress of the transition in %. How does one detect the event horizon?
August 17, 2014 at 10:38 AM
[bookmark: c8386499428874428613][image: http://img2.blogblog.com/img/b16-rounded.gif]
Eric C said...
Hi Edward J,

If China was to use it's excess USD earnings to buy stocks, the USDs would flow to a new private sector holder. The dollars are not being stored. 

When China uses the same USDs to buy US Treasuries, those USDs are effectively returning to the supply. They are being stored or removed from the system.

Eric
August 17, 2014 at 5:03 PM
[bookmark: c7740910900990587809][image: http://3.bp.blogspot.com/-YuAjShU3jpo/Tcl6SkCNAaI/AAAAAAAAAAk/J3p5EiRAkkM/s45/holy-spirit.jpg]
Bright aurum said...
Edward J

Trythis for size.
August 17, 2014 at 8:23 PM
[bookmark: c1354308080667962145][image: http://img2.blogblog.com/img/b16-rounded.gif]
Sam said...
Someone (probably FOFOA) once told me the only thing inflation and hyperinflation have in common is the word inflation in the name. The thought kind of stuck with me and helps me from getting confused from time to time on the matter.

I think a better way to word the debate is will we see currency collapse (hyperinflation) or asset collapse (deflation). 

When talking about the dollar it is obvious to me that, by design, a nominal debt asset default is always avoidable with printing. Unless of course an EMP disables all computers to stop digital printing and we can’t get our hands on any ink and cotton to print paper. 

So though there are compelling arguments that the “real” value of assets may drop for this reason or that reason in the USA, the only monetary crisis event that can/will happen is currency collapse also known as hyperinflation.
August 19, 2014 at 3:47 PM
[bookmark: c7353006390683180995][image: http://3.bp.blogspot.com/-LvAYQRVZZBw/UjESFDLPmEI/AAAAAAAAABE/rWPOWoABMSw/s45/roach-on-fork1.jpg]
Roacheforque said...
At this stage of the hyperinflation Sam, the inflow of foreign dollars is already accelerating ... but at this juncture, it's propping up assets in place of QE (Well played, Fed "advisors"). 
I seldom pay much attention to Charles Hugh Smith, but he does make a valid point at the Hedge.
It's quite the headfake, to see the dollar pull another rabbit out of it's ass ... but there are only so many rabbvits, and the dollar is one tired A$$.
-R
August 19, 2014 at 4:36 PM
[bookmark: c4383305776468286070][image: http://img2.blogblog.com/img/b16-rounded.gif]
Precious_Kettles said...
Silence is...
It appears everyone is waiting with bated breath for the next act.
August 19, 2014 at 8:37 PM
[bookmark: c4541399834299648203][image: http://1.bp.blogspot.com/-lnMgAiwqldw/UH9e1Mon_7I/AAAAAAAAAD4/CgOr6FPIGI4/s45/PaulVolcker.jpg]
M said...
There is a piece on ZH about the NY Fed and dollar replacement.
http://www.zerohedge.com/news/2014-08-20/financial-system-vulnerable-nyfed-asks-could-dollar-lose-its-reserve-status

Could the dollar lose its status as the key international currency for international trade and international financial transactions, and if so, what would be the principal contributing factors?

Speculation about this issue has long been abundant, and views diverse. After the introduction of the euro, there was much public debate about the euro displacing the dollar (Frankel 2008). The monitoring and analysis included in the ECB’s reports on “The International Role of the Euro” (e.g. ECB 2013) show that the international use of the euro mainly progressed in the years prior to 2004, and that it has largely stalled since then. More recently, the euro has been displaced by the renminbi as the debate’s main contender for reducing the international role of the dollar (Frankel 2011). 

So why did momentum regarding the Euro stall in around 2004 ? 
August 20, 2014 at 9:55 PM
[bookmark: c4585019664972288160][image: http://img2.blogblog.com/img/b16-rounded.gif]
Robert said...
M,
I'll take a stab. My guess is that the EU did not export enough Euros. It did not hyperinflate. It did not become a PetroEuro. And so after the hype wore off, people looked around and realized that with the superabundance of USD compared to EUR, transaction costs were always going to be lower by using the USD. So the EUR went into hibernation. It's waiting in the wings if if it ever necessary. But the world will continue to rely on the USD as the reserve until it doesn't anymore. The fact that the EUR now has a potential competitor in the RMB changes little IMO. It's there for when and if it's needed.
August 21, 2014 at 3:57 AM
[bookmark: c8919883003298028177][image: http://img2.blogblog.com/img/b16-rounded.gif]
Michael dV said...
M
I think part of the 'failure' of the Euro is in interpretation.
I believe the ECB just wants a viable medium of exchange. Those who compare it to the dollar think it should be held increasingly as a reserve...like the dollar is held. Increased use may not matter if these swap agreements go through.
All that really matters is that international trade can continue after dollar failure.
My guess as to why things did not continue after 2004 is that a maximum of trade was reached (as it involved the EZ countries) and the ECB had no motivation to push the Euro as anything else.
All these analyzes of 'reserve currencies' assume that some new money will replace the dollar. They assume that there will be another country that gets to enjoy the 'exorbitant privilege'. 
Mike Maloney correctly points out in one of his videos that none of the other currencies on that silly graph (seen daily at ZH) were held as reserves. There were not even central banks to hold them. They were just the dominant currency of the day. Most were gold or silver so the country of origin did not matter.
Our view is that gold will act as the reserve and future currencies will just be trusted media of exchange. No other country will be given/burdened with the EP.
August 21, 2014 at 9:31 AM
[bookmark: c8577933583612859709][image: http://img2.blogblog.com/img/b16-rounded.gif]
Edwardo said...
I see you've been sucked into the sort of mental rat hole that ZH excels at producing. No offense, but I can think of few things less relevant going forward than the state of the Euro with respect to its reserve currency status circa 2004. 

The majority (and, mind you, it's not a slim majority) of the activity that the dollar serves to perpetuate in its so called reserve currency role is the churning of a great mass of non essential and, ultimately fictive, financial assets and instruments (of mass destruction). It almost goes without saying that all this churning has been demonstrated to have a corrosive effect on, among other things, essential global trade. 

It's the reserve that matters. But if you are concerned about The Euro's viability you needn't be because it is designed for the next system, a system where the term reserve currency will make about as much sense as a pairing of the words delicate and cement mixer, or charismatic and lamp post.

The truth is that reserve currency as a term hasn't made a lick of sense for a long, long time, and the behavior of the dollar proves it on a daily basis as it serves less to grease the wheels of global commerce than it does to cause global commerce to grind its gears to the point of no return. I don't expect denizens of ZH to grok this sort of thing, but folks who've spent a fair amount of time on this blog should.
August 21, 2014 at 10:09 AM
[bookmark: c8123515371413538582][image: http://img2.blogblog.com/img/b16-rounded.gif]
Sam said...
@M

I think the question is a little flawed. It makes the assumption that the US will only lose it's privilege of reserve status if a new replacement takes over. I think the freegold lens exposes the flaw in this thinking. The goal is not to replace the dollar it is to let the dollar die and replace it with a totally different system. One which uses floating exchange rates and balanced trade. There is a need for additional international currencies like the Euro to maintain order through the transition, but they will not be new reserve currencies. They will not be hoarded. When Caesar dies he will not be replaced by a new Caesar, he will be replaced by the "republic" of currency blocs ready to enjoy truly balanced trade.
August 21, 2014 at 12:45 PM
[bookmark: c5220292086162565861][image: http://img2.blogblog.com/img/b16-rounded.gif]
Eric C said...
Hi M,

I am thinking it has something to do with keeping the PP stable of the Euro. I read the report and I felt like it was in line with a FG scenario.

The report was by the VP of international research at the NY Fed.

http://forumblog.org/blog/2014/08/reserve-currency-dollar-renmimbi-euro-financial-stability 

Eric
August 21, 2014 at 9:28 PM
[bookmark: c8789430038492722383][image: http://img2.blogblog.com/img/b16-rounded.gif]
Jay Sabilla said...
Could someone kindly comment on this link:
http://www.zerohedge.com/news/2014-08-22/why-fed-being-forced-end-qe 

Really confused? Thanks!
August 22, 2014 at 2:38 PM
[bookmark: c8243194877282923258][image: http://img2.blogblog.com/img/b16-rounded.gif]
Phil S. said...
This comment has been removed by the author.
August 22, 2014 at 7:28 PM
[bookmark: c1287717254336327024][image: http://img2.blogblog.com/img/b16-rounded.gif]
kobajashi said...
Happy 6th anniversary FOFOA!

Grtz koba
August 22, 2014 at 7:50 PM
[bookmark: c4443397048347295858][image: http://img1.blogblog.com/img/blank.gif]
Indenture said...
Six Years Ago Today
http://fofoa.blogspot.com/2008/08/first-post.html 
August 23, 2014 at 5:43 AM
[bookmark: c7111633758515957633][image: http://1.bp.blogspot.com/-lnMgAiwqldw/UH9e1Mon_7I/AAAAAAAAAD4/CgOr6FPIGI4/s45/PaulVolcker.jpg]
M said...
@edwardo

Other then the first paragraph, I agree with what you said. Especially the uselessness of a reserve currency. But the world seems to think the transition out of the dollar system is going to be a big deal. They have been actively postponing it on the backs of their citizens for decades.
August 23, 2014 at 1:30 PM
[bookmark: c453921174547196528][image: http://img2.blogblog.com/img/b16-rounded.gif]
runninggloves said...
[bookmark: _GoBack]since most monetary units today are living inside computers the physical paper bill is negligible in the grand scheme of things. so... what is it to stop the authorities from kicking the can until right when velocity starts to pick up do a 90% bail in or something and poof no more hyperinflation.

is it really that difficult to come up with additional plays moves ruses in regards to continuing financial repression?
August 29, 2014 at 7:31 PM
[bookmark: c2941890118920556850][image: http://1.bp.blogspot.com/-pHejtaNCda4/UZl4AIA1-5I/AAAAAAAAAFM/rWKVLYWV3jo/s45/powergirl.jpg]
jojo said...
4th time through this one and about a dozen light bulbs finally went off. click click click...
Thanks for all you do fofoa.
November 7, 2014 at 11:21 AM
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