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Market Place; Agility Counts in

Currency Chaos

f © v & » The world's currency markets, it seems, are no longer governed by

" central bankers in Washington and Bonn, but by traders and
y Allen R. Myerson &

investors in Tokyo, London and New York, as the chaos in the
‘ currency markets this past week has shown.
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IEEPA

For instance, the International Emergency Economic Powers Act, signed into law by President Jimmy Carter in
1977, gives the President sweeping powers over international transactions in response to foreign-origin threats
to the national security, foreign policy, or economy of the United States."" Such powers include the ability to

f credit, payments or securities internationally,” The Act is an important foundation of

limit or prohibit transfers of

Treasury's sanctions powers and financial extraterritoriality

IEEPA can also be used 10 disincentivize the accumulation of foreign exchange reserves, If the Administration wills

it. If the root cause of dollar gvervaluation is demand for reserve assets, Treasury can use |[EEPA to make reserve

to impose a user fee on foreign official holders of Treasury

accumulation less attractive, One way of doing this

securities, for instance withholding a portion of interest payments on those holdings. Reserve holders impose a

burden on the American export sector, and withholding a portion of interest payments can help recoup some of

and un

multiateral

that cost. Some bondholders may accuse the United States of defaulting on its debt, but the reality is that most
equences of these policy tools, 3

qgovernments tax interest income, and the U.S. already taxes domestic holders of UST securities on their interest

Stephen Mirar

payments. While this policy works through currencies as a means of affecting economic conditions, It is actually a

[;u.i” y targeting reserve accumulation and not a formal current Yy policy
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eurodollar.UNIVERSITY

HUDSON
l‘ BAY
AT caPiTAL

vember 2024

The desire to re m and put American industry cn faire:

has beena We may b

national trade and financal systems o help mitigate potentia i finan onsequences (like highe 1 e selling can be
= economic imbalances lies in persiste ar overvatuation that pr
tion i driven by inelastic demand for reserve assets. As g i mpanied by fm-out of ren WNg reserve holdng ncre I O 1 t by reserve
increasingly burdens o reserve
tradeable sectors bear the brunt managers el P fest rates down, even if there is overall selthng of W) fixed | HNe as & Uit Of the
e some of the avaitable tools for reshaping
b ancnol tions imizing side effects. currency adiv 1. Reserve ownd ! ] fower PLOIrvD! 1 their Irrencid higher but the ¢ orvie
e financial market ential significant
| 10 Ol ) Lo ‘ | om \ J 5
ey SR e o oy d Wld are longer duration. h ) o Y
4 can ink
suggests that tariffs are If the term INto special century bonds as sugaested by Poszar. then the funding pressure on the U.S taxpaye
e revent sion. 1
er deeply intertwined witl y for financing global security ! antly alleviated. The S Treasury in effectively buy duration back from the
[} s optimal ta on systs
matket and replace that borrowing with century bo ¢ Y 10 the foreign « ol sect
= available to unila
al avenues for both multiateral and unitateral cu Such a Mar-a-Lag (dQives form 1 H 2t entury ve won of a muitil Al currency aqrs ment Mresicdemt
as means of mitigat 4 side effects
Final, | iscuss a variety of financial marke | Trump will want foreigners to help pay for the security zone provide ites A reduct the value
2 of the dollar hel; reate manufacturning Ds in America and real ) nand from the rest of the
Stephan Miran, Sencor Strategist
ophan i Bay Capita Miran served as | ¢ o 9 ’ o 4o
: wrid 10 the | The tern 11 of reserve debt helps prevent finand narket y ty and the econon AMAQ
N al v Mirans s a & follcw at the Manhattar . o ad . o
' would ens Multiple Qoals are » " shed h ONe Agreemen

Please direct enquiries to



eurodollar.UNIVERSITY

HUDSON
l‘ BAY
CAPITAL

November 2024 Trump’s ability to secure improved trade terms from Mexico and Canada, Korea, and China, and yet he succeeded

Recall that the purpose of official sector currency reserves is to defend the value of the currency in the face of market

volatility and finance imports in a potential crisis, The reason reserve managers tend to keep duration risk low is because

they need 1o be able to hiquidate reserves 1o defend their own currencies when volatility spikes. If they expernence
y ) y }

S50s

on their holdings because interest rates increa

e, they have reduced firepower for defending their currencies. Longer
y |

term debt is less liquid than short-term debt, and crossing bid-offer spreads can be costly in ultra<long-term debt

This mark-to-market risk of holding longer-term debt can be mitigated via swap lines with the Federal Re

NVEe

or alternatively, with the Tr

easury's Exchange Stabilization Fund. Either institution can lend dollars to reserve

holders at par against their long-term Treasury debt holdings, as a perk of being inside the Mar-a-Lago Accord

Such liquidity obviates the risk of mark-to-market loss on long-term debt, since reserve managers \

always have
access to liquidity at the face value of the debt. As Poszar (2024) points out, the Bank Term Funding Program

which the Fed used to respond to the regional bank stresses of spring 2023 provides a model. Holding century

bonds is less risky for reserve managers if they have access 10 swap lines granting them substantial short

term dollar liquidity. The desire to maintain access 1o such swap lines will be a powerful long-term incentive for

remaining inside the U.S5. security and economic umbrella

Please direct enquiri
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The next Trump term presents potential for sweeping « hange in the international economic system and possible

accompanying volatility. It is important for investors to understand the tools that might be employed for such

purposes, as well as the means by which government may attempt to avoid unwelcome consequences. This essay
attempts to provide a user's guide: a survey of some tools, their economic and market consequences, and steps

that can be taken to mitigate unwanted side effects

Wall Street consensus that an Administration has no means by which to affect the foreign exchange value of the

dollar, should it desire to do s0, is wrong. Government has many means of doing so, both muitilaterally and unilaterally

No matter what approach it takes, however, attention must be paid t2 volatility, Assistance from

trading partners or the Federal Reserve can be heirz

and un

ble seque
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atility and fir ¢ Imports in a potentia The reason reserve manaaers tend to keep duration risk low is because
they need to be able to liquidate reserves to defend their own currencies when volatility spikes. If they experience losses
on their holdings because interest rates increase, they have reduced firepower for defending their currencies. Longer

term debt is less liquid than short-term debt, and crossing bid-offer spreads can be costly in ultra-long-term debt

This mark-to-market risk of holding longer-term debt can be mitigated via swap lines with the Federal Reserve,
or alternatively, with the Treasury's Exchange Stabilization Fund. Either institution can lend dollars to reserve

holders at par against their long-term Treasury debt holdings, as a perk of being inside the Mar-a-Lago Accord

Such liquidity obviates the risk of mark-to-market loss on long-term debt, since reserve managers will always have

access to liquidity at the face value of the debt. As Poszar (2024) points out, the Bank Term Funding Program
which the Fed used to respond to the regional bank stresses of spring 2023 provides a model. Holding century

bonds is less risky for reserve managers if they have access 1o swap lines granting them substantial short

term dollar liquidity. The desire to maintain access 1o such swap lines will be a powerful long-term incentive for

remaining inside the U.S. security and economic umbrella
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’g,"j;“ff;ﬁ Transcript: This Is Zoltan Pozsar's
Vision For Bretton Woods lli

And so once again, the par, interest, foreign exchange, and price
level prices of money, as Perry has taught us, is the four prices. And
basically this little historical review that I gave you tells you that
crises that happen, the big crises that have happened since 1997,
which again, Southeast Asia, 2008 and March, 2020, these were all

crises of money. Okay. 1997 was gbout a broken FX peg, 2008 was a

crisis of par and March, 2020 when the bond basis blew up, that

was a crisis of igferest. Okay. Price level type stuff, you know, the

SYMPTOMS
NOT CAUSES

price of commodities in terms of money hasn't really been a big deal

since 1973. So we were lucky. And we basically had only those types

of crises where the central bank has to step into police a nominal
~==.cht? Because it's a nominal exchange rate and it's a nominal

SIS.
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‘ ‘ But this combination of improvisations could not
cope with, and indeed may have contributed to, the
enormous expansion in markets for U.S. dollars
offshore, and the new networks of interbank relations
that made possible the creation of additional supplies
of dollars outside the United States and beyond the
control of the Federal Reserve.

Robert Roosa

The International Monetary System: Forty Years
After Bretton Woods; May 1984
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f © v & » The world's currency markets, it seems, are no longer governed by

" central bankers in Washington and Bonn, but by traders and
y Allen R. Myerson &

investors in Tokyo, London and New York, as the chaos in the
‘ currency markets this past week has shown.
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