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Climbers wishing to summit Mount Everest face their first and possibly greatest 
challenge when they set out from Base Camp to attempt to cross the Kumba Ice Field.  
 

Under pressure from millions of tons of ice pressing down from the mountain above, the ice field 
is a living thing which grumbles and screams continuously from the mouths of thousands of 
bluish-green fissures that open suddenly and then snap shut just as rapidly, crushing any 
hapless human who has been unlucky enough to have lost his footing on that rapidly-moving 
terrain. 
As Karma Sherpa, my personal guide, would tell me on my visit to the mountain some years 
ago, in local folk lore the screams of the pack ice are the calls for help of the hundreds of souls 
lost in those fissures over the years. 
I relate this now since I am acutely aware that never in all my years of attempting to predict the 
economic future for my readers have I entered a New Year with such trepidation for it is 
abundantly clear that the build-up of international economic pressures is now such that, just like 
the Kumba Ice Field, new cracks, fissures and fault lines are now occurring with such startling 
rapidity that it is becoming extraordinarily difficult to make any lasting long-term predictions. 
What is, however, comforting is the fact that 
through all of this the most reliable 
investment has proved to be, not the 
sovereign bonds and precious metals which 
for centuries have been regarded as the 
safest assets to hold, but rather blue chip 
shares. As proof of this contention I offer the 
graph on the right which tracks the 
comparatively steady 24 percent compound 
annual average growth rate of the 
ShareFinder Blue Chip Index over the past 
six years during which the world’s markets 
have been experiencing some of the greatest 
volatility in living memory. 
I will be dealing in much greater detail with the principal issues which are defining this period of 
denouement (the final part of a play, film, or narrative in which the strands of the plot are drawn together and 

matters are explained or resolved issue of) in the forthcoming issue of Prospects next week. This is, in 
my view, the perilous closing chapter of a great financial experiment which began with the 
effective ending of the Gold Standard nearly a century ago which led ultimately to the 
catastrophic Great Depression that began in 1929. It was an act of the US Congress which 
created the US Federal Reserve and handed it the power to determine the face value of the US 
Dollar. It was followed in the closing stages of World War 2 in 1945 with the Bretton Woods 
Agreement which in effect handed to the United States the power to determine the value of all 
other currencies relative to the US Dollar and, as it subsequently proved, to manipulate the 
world’s currency systems to its pleasure. 
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That manipulation has led to ever-increasing currency fragility and, since it has been played out 
alongside a worldwide experiment in political socialism, it has led to ever-increasing towers of 
national debt that now threaten to topple us into economic chaos. 
The stress lines arising from the world’s recent phenomenon of competitive devaluation of 
currencies sparked off originally by the US Federal Reserve’s manipulation of interest rates 
through its use of “Quantative Easing” that led, amongst other excesses, to the funding via 
artificially cheap money of a massive oil fracking industry in the US. 
The energy surpluses thus created led directly to a steady erosion of oil prices that in turn 
sparked the concern of OPEC which lately has decided to fight back by further boosting oil 
surpluses which has thus collapsed the price of oil. While the result is likely to see the 
bankruptcies of many US frackers and, since a reported 25 percent of recent credit creation has 
gone to funding the frackers, the probability of another sub-prime type financial collapse in the 
US in the near future. 
That alone would be dramatic enough for the world in its present fragile state. But the pressure 
upon Russia from the collapse of its principal foreign earnings source, seems likely to provoke 
Vladimir Putin into increasing military adventures on his eastern borders in order to retain the 
popular support of his voting masses who reportedly admire his “iron man” image. 
Now add into this volatile mixture the recent inexplicable elements of militant Islam as 
evidenced by the almost mediaeval behaviour of the “Islamic State”, the recent shooting up of a 
Sydney coffee bar and now a Parisian newspaper. 
Further instability stems from China’s growing probability of a “hard landing” as it struggles with 
a race against time to convert its economy from an old-style communist system of heavily-
subsidised and very outmoded and inefficient smokestack industries into a modern 
entrepreneurial state.  
Meanwhile, simultaneously in China’s back yard, far eastern economies are being thrown into 
economic disarray by Japanese prime minister Shinzo Abe who, having just sought and been 
granted a fresh vote of confidence by his people in a snap election, now obviously considers 
himself to have a mandate to continue which his own mix of reflation, government spending and 
growth strategy which has so far effectively halved the savings of his people’s savings and 
seems certain to empoverish them further in the immediate future. It is another toxic cocktail 
which will obviously help to inflame already delicate political relations in the “Pacific Rim” 
countries. As a result a military confrontation between Japan and China is not being ruled out by 
strategists at this time. 
All in all, it is a time of the greatest uncertainty I can ever recall in my long career as an 
economic observer: a time for investors to exercise utmost caution and perspicacity. 
I have accordingly taken the unusual step of appending to this column the views of a US 
economic commentator that I greatly admire, John Mauldin. It is a lengthy piece but I urge you 
to make the effort to read it. 
 

The next month:  
 

New York’s SP500: I correctly predicted the beginning of a decline which I expect will continue at least 
for the next ten days. 
  

London’s Footsie: I correctly predicted declines until the end of the year with a recovery beginning in 
the New Year. That recovery now appears imminent and likely to last for most of this month. 
 

JSE Industrial Index: I correctly predicted declines until the end of the year with a recovery beginning in 
the New Year. The recovery appears to now have begun and I see it lasting until mid-week before the 
next decline begins, 
 

Top40 Index: I correctly predicted a brief pull-back until Christmas with a recovery beginning thereafter. 
Now I see fresh declines beginning on Monday. 
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The ShareFinder Blue Chip Index: I correctly predicted declines until Christmas with the next recovery 
beginning thereafter. Now I see the recovery ending in the middle of the new week with a failure to make 
a double top around January 22 and a fairly steep decline thereafter. 
 

The Rand: I correctly predicted a recovery which I expected to continue until the first week of January 
before the next bout of weakness set in. Now I expect this weakness to end around the middle of next 
week with a recovery until the 22nd. 
 

Golds: I correctly predicted that weakness would end just before Christmas with a recovery heading into 
the New Year. Now I expect the next bout of weakness to begin after a series of multiple top failures at 
the end of this month. 
 

Bonds: I correctly predicted a continuation of the weakness. Now I see gains continuing until the end of 
the month. 
  
 

The Predicts accuracy rate on a running average basis over the past 530 weeks has been 
82.78%. For the past 12 months it has been 91.03%. 
 
 

Richard Cluver  
 

The US Dollar and the Cone of Uncertainty 

By John Mauldin | Dec 22, 2014 

Currently we have an international monetary non-system. Nobody has to follow any rules. 

Everybody does what they consider is in their own short-term best interest. The real 

difficulty is: What is in their short-term interest – for example, following ultra-easy 

monetary policy – could well backfire somewhere. It might be not in their long-term best 

interest. And as the easy monetary policy influences the exchange rates, it influences 

other countries. Almost every country in the world is in easing mode, following the Fed, 

and we have absolutely no idea how it will end up. We are in absolutely unchartered 

territory here. 

– William S. White, former Chief Economist, Bank for International Settlements, in an 

interview for Finanz und Wirtschaft 

I visualize this process [of forecasting the future] as mapping a cone of uncertainty, a tool 

I use to delineate possibilities that extend out from a particular moment or event. The 

forecaster’s job is to define the cone in a manner that helps the decision maker exercise 

strategic judgment. Many factors go into delineating the cone of uncertainty, but the most 

important is defining its breadth, which is a measure of overall uncertainty. 

Drawing a cone too narrowly is worse than drawing it too broadly. A broad cone leaves 

you with a lot of uncertainty, but uncertainty is a friend, for its bedfellow is opportunity – 

as any good underwriter knows. The cone can be narrowed in subsequent refinements. 

Indeed, good forecasting is always an iterative process. Defining the cone broadly at the 

start maximizes your capacity to generate hypotheses about outcomes and eventual 

responses. A cone that is too narrow, by contrast, leaves you open to avoidable 
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unpleasant surprises. Worse, it may cause you to miss the most important opportunities 

on your horizon. 

– Paul Saffo, technology forecaster 

Saffo borrows the term “cone of uncertainty” from weather forecasting. While you may not be 

familiar with the concept, you see it in use every time there is a hurricane forecast. The further 

away you get from where the hurricane actually is at the moment, the wider the “cone” 

predicting its possible paths. 

Recently we’ve been looking at the global scene and trying to figure out which issues will help 

us outline scenarios for 2015. We finish the series today by looking at the impact of the dollar 

bull market on the probabilities for various 2015 developments. 

Let me say at the outset that I think a global currency war (kicked off by Japan last year and just 

now heating up) and a rising bull market in the US dollar are the big macroeconomic drivers not 

just for 2015 but for the next four to five years. I think all future economic outcomes pivot along 

with these two major forces – they are the lever and fulcrum, so to speak. As we look at all 

possible futures, as we map our own cones of uncertainty, it is certainly true that that our 

assessment could change with the emergence of important new trends at the outer fringes of 

the cone; but I believe (and have believed for some time) that we need to organize our forecasts  

The Beginning of a US Dollar Bull Market 

Currencies are not supposed to have large movements in short spans of time and certainly not 

violent moves such as we have recently seen with the Russian ruble. Relatively stable 

currencies – ones that make moves measured in single digits over multiple years – are what 

you want to see for stable trade and world GDP growth. Violent moves like the ruble’s signal 

that something is seriously wrong, so wrong that it may well precipitate a deep recession. You 

very seldom if ever see a similarly rapid upward move in a currency. (Off the top of my head, I 

can’t think of one, but surely somewhere in history… and if I said “never,” I would probably be 

corrected by my astute readers.) 

Over the last few centuries, as the world moved away from the gold standard and gold-backed 

currencies, the valuations of fiat currencies began fluctuating, sometimes wildly, over time. 

Currency wars following the onset of the Great Depression certainly contributed to the length of 

the downturn. After World War II, the financial leaders of the nations of the world came together 

and created a monetary system called Bretton Woods, named after the mountain resort in New 

Hampshire where it was created. Basically it was an anchored dollar system, where the dollar 

was convertible into gold and the rest of the world used the dollar for their reserves and 

generally pegged their currencies to it. The linchpin of the deal was the understanding that the 

US dollar would remain a stable currency. 

http://email.mauldineconomics.com/wf/click?upn=UU9rSsolDPv1oxGnu8Y6-2BvwT-2FS3C8Js6i8P-2Bp3yyRwIW4geDCclhpq6YMUOv7E7q_p9c2Pq5BRWXelYclnUuZYwT-2FiXER7CSDluFOoQaUdxlZyun-2Fr0OeFXaGN5Uq-2F9MUVR-2BdA3tsfp-2FVkq-2BMWCS0SE4rPps-2FUDH-2F7wFEkpnOnofvILqdogsaC4N074lNYXY7vU47h4NlGbv4kiiA3uzW69o4rD-2F9pdFEwpy0aqQTNf1vEw8uzFwcSQmtVZkd3uJoJ3o5KOlE7fS8VZMbHdl-2FaVLJ49h2p6KetOdUoViIxZUIyByXBPWJd8p7L52lw-2FCCn6q5x4ReTyfviq1D0bVr8Q-3D-3D
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We didn’t live up to that deal, printing too much money during the Vietnam War; and the nations 

of the world, led by France, began to ask to convert their dollars into gold. Since that would 

have drained the gold out of the United States, Nixon closed the “gold window.” We won’t get 

into the argument about the propriety of his move here. 

The chart below shows the US Dollar Index (the DXY, which is heavily weighted to a 

comparison with the euro) since 1967. Prior to 1967 the dollar was generally stable. As the 

value of the dollar began to slide in 1970 – a troubling development if you were holding dollars 

in Europe – the world began to wonder if perhaps the United States was taking advantage of its 

position. Note that after the closing of the gold window in ’73 the dollar continued to fall but with 

greater volatility. This was mostly due to the Federal Reserve’s allowing inflation and printing 

money. 

 

Then Paul Volcker came along and began to raise interest rates, and a major dollar rally 

ensued. The dollar doubled in value in less than five years. As interest rates came down from 

nosebleed highs in the late ’80s, the US dollar fell back to its original level and more or less 

drifted sideways for the next 10 years before once again climbing to 120. Then, in the early’00s, 

low rates and easy money took their toll, and the dollar fell to an all-time low in the middle of the 

credit crisis and has traded around the “80 handle” for the last six years. This is in spite of the 

Fed’s undertaking massive quantitative easing and flooding the world with dollars, which you 

would think would put downward pressure on the dollar. That is generally what happens when a 

central bank floods the world with its currency. Certainly, it is what is happening in Japan, and it 

is what we expect to happen in the Eurozone. 

Something is different about the dollar, then. That difference can be explained mostly by the fact 

that the US dollar is the world’s reserve currency and the demand for dollars for global trade, 

which is growing at a rate the world has never seen, is stronger than ever. If the Federal 

Reserve had not entered into a policy of massive quantitative easing, it is entirely possible that 
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we would have seen the dollar rise significantly over the last five years rather than languishing 

as it has. 

Now that quantitative easing is finally done and the Federal Reserve is thinking about   raising 

interest rates at a slow drip back to something that looks normal (possibly, maybe, perhaps, 

conceivably – we aren’t in any hurry and you may need to be patient for a considerable period 

of time and anyway everything is data-dependent), the coiled spring that is the dollar may be set 

free. 

And since we are in background mode, we need to understand that there are many ways to 

measure the strength of the dollar. As I mentioned, in the standard US Dollar Index (the DXY), 

significant weight is given to the euro. To more accurately reflect the strength of the dollar 

relative to other world currencies, the Federal Reserve created the trade-weighted US dollar 

index which includes a bigger collection of currencies than the US Dollar Index. 

The composition of the US Dollar Index (DXY) is 

-          Euro (EUR), 57.6% 

-          Japanese yen (JPY), 13.6% 

-          Pound sterling (GBP), 11.9% 

-          Canadian dollar (CAD), 9.1% 

-          Swedish krona (SEK), 4.2% 

-          Swiss franc (CHF), 3.6% 

Thus a fall in the euro, as we’ve seen recently, changes the valuation of the index more than it 

might another index like the Bloomberg Dollar Index (BBDXY), which is composed of a broader 

basket, including emerging-market currencies, with less emphasis on EUR/USD: 

-          Euro (EUR), 31.4% 

-          Japanese yen (JPY), 19.1% 

-          Mexican peso (MXN), 9.6% 

-          Pound sterling (GBP), 9.5% 

-          Australian dollar (AUD), 6.2% 

-          Canadian dollar (CAD), 11.5% 
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-          Swiss franc (CHF), 4.2% 

-          Brazilian real (BRL), 2.2% 

-          Korean won (KRW), 3.3% 

-          Offshore Chinese yuan (CNH), 3.0% 

Note in the chart below that at times one index is stronger than the other. This is primarily a 

reflection of the strength or weakness of the euro and the fact that the Bloomberg Dollar Index 

contains a much higher proportion of emerging-market currencies. 

 

So the takeaway here is that, when we say “the dollar is strong,” we are really talking about its 

strength relative to particular groupings of currencies. It’s a generalization. If an index included 

the Russian ruble or the Argentine peso, then the dollar would even be “stronger” as measured 

by that index. 

There Has Been No Deleveraging 

In general, nature keeps a balance in a given ecosystem. There is a continual adjustment 

between the number of predators and the number of prey, but over time the system tends 

toward balance. 

Just as nature has a way of forcing balance in the order of things, basic accounting (math is its 

own force of nature) has a way of forcing balance in currency flows and valuations. 

Quantitative easing and the developing currency war have created a great imbalance in 

the global economic order. The process of rebalancing the world monetary system is 

somewhat chaotic and crisis-prone in the best of times. Now, the massive amount of debt, 
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both public and private, that has been created in the past decade is making that process 

even more chaotic.  

It is usual in a crisis like the Great Recession that there is a resolution in the amount of 

outstanding debt, through a process called deleveraging. The process can take many forms, but 

in the past it has almost always meant that at the culmination of the process there is less debt. 

However, in recent months I’ve highlighted papers demonstrating that this time around there 

has been no deleveraging. Central banks and governments simply did not allow it to happen. 

That means we have pushed the inevitable process of deleveraging into the future. Debt cannot 

grow to the sky – at some point it has to be dealt with. 

For four years I’ve been proclaiming that the dollar is going to get stronger than anyone can 

possibly imagine. I was saying this even as the yen and the euro were strengthening at times 

against the dollar. Those who have been proclaiming the destruction of the dollar are just 

seeing one small part of the equation: quantitative easing. There is a far larger and more 

complicated process going on in the world, and the rebalancing that is underway is going to 

mean that the dollar will increase in value against most currencies, and against some currencies 

by a great deal. 

The Biggest Consequence of a Rising US Dollar 

The beginning of a bull market in the dollar has multiple consequences, many of them not 

benign. Let’s start with the BIG one, the USD breakout and unwind of the USD-funded carry 

trade. 

The yen and euro are dropping fast as the USD strengthens. As of today, the EUR/USD is 

below 1.23, while the USD/JPY has climbed to nearly 120. This is a function of central bank 

policy divergence… which in turn is a function of economic divergence among the major 

developed economies… which in turn is a function of debt divergence in those various 

economies. Total debt-to-GDP is approximately 334% in US, 460% in the Eurozone, and 655% 

in Japan, according to Lacy Hunt’s latest note. 
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With such divergence comes the major macro risk that the US Dollar Index (DXY) is breaking 

out in a big way. To anyone who believes in technical analysis (and skeptics should keep in 

mind that a lot of macro and currency traders DO), it looks like the USD is ready to break out of 

a 29-year downtrend that began with the Plaza Accord way back September 1985. The reversal 

of a trend that has been in place for that long is going to catch a number of people offsides. 

Unfortunately in investment and economics, you get more than a five-yard penalty for being 

offsides on a trend this big. 

We are now going to look at a number of charts in rapid-fire fashion. As noted above, the dollar 

bull trend is exacerbated by debt. Global debt-to-GDP has been rising over the past several 

years. 
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The pool of developed-world financial assets is still growing, after a minor decrease in 2008. 

Again, there has been no deleveraging. 
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Even though debt and financial assets have been growing in the developed world, the real 

explosion in debt and financial assets has occurred in emerging markets, where the 

unwarranted flow of easy money has fueled a borrowing bonanza on the back of a massive 

USD-funded carry trade. 

 

These QE-induced capital flows have kept EM sovereign borrowing costs low and enabled 

years of elevated emerging-market sovereign debt issuance, even as many of those markets 

displayed profound signs of structural weakness. I’m seeing estimates for the USD-funded carry 

trade around the world ranging from $3 TRILLION to $9 TRILLION. Raoul Pal believes it is 

roughly $5T, with nearly $3T of that going directly into China. (Other estimates for China 

suggest a somewhat lower number, but whatever it is, it is massive.) 

Earlier this year, Bridgewater argued that total portfolio flows into emerging markets had 

doubled between 2008 and early 2014, from $5T to $10T. 
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Their study gave us some very specific data on flows into the larger EMs. 

 

The following slide from Hyun Song Shin, head of research for the Bank for International 

Settlements, estimates that total USD-denominated credit to non-banks outside the United 

States is more than $9T. 
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What I’m getting at here is that a reversal in flows from a forceful unwind in USD capital flows 

could have disastrous effects on emerging markets... and there are a number of ways the 

unwind could blow back on the USA and other developed markets in coming quarters. The 

crazy thing is that EM currencies as a group have already given back more than 10 years of 

gains… and their losses can get a LOT worse. 

 

Companies and governments in emerging markets have borrowed in dollars because of the 

ultralow interest rates available, but they earn the money to pay those loans back in local 

currencies. If the local currency is dropping significantly faster than the dollar, then no matter 

how profitable a business is, it is sinking deeper into debt with every tick up in the dollar. That’s 

what happened in 1998, and it’s happening again today. 

The Fourth Arrow 

Moving on in our survey of the world, we see the Japanese yen continuing to fall as the Bank of 

Japan engages in the most massive experiment in quantitative easing the world has ever seen. 

And they are doing it at the time when Japan’s current account and trade balance are both 

deeply negative. 
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These three realities combined mean that the yen is going to fall much further. The fourth, 

unstated, poison-tipped arrow of Abenomics is the launching of a major currency war, the 

consequences of which are now starting to be felt, as we can see in the next chart. 
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The potential for policy mistakes or monetary crises on the part of other Asian nations is very 

real and very troubling. We could see a country lose control of its currency as it tries to respond 

to Japan, and it is not altogether unlikely that at some point Japan itself will lose control, which 

would bring about a whole different set of problems and crises. Meanwhile, the US dollar’s rise 

will go on creating further problems for dollar-denominated debt in emerging markets, including 

China, which may decide that it needs to respond by devaluing the renminbi. 

Adding China into the Mix 

China’s investment boom is cooling; its competitiveness is eroding; and markets may already be 

pricing in a renminbi devaluation. China’s boom was largely a result of foreign direct investment 

and a massive increase in debt in a short period of time. Even though bank lending has grown 

substantially, the real growth in debt in recent years came through an explosion in non-bank 

loan funding. China has created a shadow banking system that is staggering in size. 

There have been a number of studies on the relationship between the rapidity of growth of debt 

and subsequent financial crises. Even if we look to a broad sample of 48 instances over the last 

50 years where total social finance expanded by as little as 30% over five years (less than half 

the magnitude of China’s credit explosion), history suggests there is still a 50% chance of a 

banking crisis or an abrupt fall in growth during the post-boom period. My point is that there is a 

clear relationship between the intensity of a credit boom and the subsequent adjustment 

(downward) in GDP growth rate. There are no cases in modern history where an economy 
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has managed to avoid a banking crisis or outright bust after experiencing rapid lending growth 

anything like China’s ongoing credit boom. 

The world is simply not prepared for a major China slowdown, let alone a hard landing. And 

gods forbid that the Chinese have a problem at the same time that Europe slides back into 

crisis. 

The big question is, what happens next in China? Personally, I think it will be very difficult to 

avoid a real fall in the Chinese growth rate in the next 3-5 years. The reforms required to 

rebalance China to a more sustainable growth model will be very painful, and there is a real 

chance they could bring on a banking panic in the short term; but without those reforms, China 

literally has no chance. The Chinese Dragon is attempting a very intricate and delicate dance. 

The world needs China to succeed, but we must recognize that a Chinese hard landing is very 

much within our cone of uncertainty. 

A Dangerous Illusion 

I want to close this letter with a quote from William White, who recently did an interview with 

Finanz und Wirtschaft, perhaps the leading business and economics newspaper in Switzerland. 

White is the highly regarded former chief economist of the Bank for International Settlements. 

Longtime readers may recall that I have quoted him at length over the years, as his writing is 

some of the most thought-provoking in the economics world. 

The interview focused on the decision by the Swiss National Bank to go to negative interest 

rates on January 22, 2015. Not coincidentally, the European Central Bank will be meeting that 

day to decide whether or not to implement its own quantitative easing program. The Swiss are 

quite concerned about the massive capital inflows that are pushing their currency to very 

uncomfortable levels. In a highly unusual move, they are going to start charging banks for the 

privilege of holding Swiss currency accounts. 

For the Swiss to enact such a move means that they must be convinced that the ECB is actually 

going to do something on January 22. Technically, it is against the rules for the ECB to buy 

sovereign debt, and the Germans are adamantly opposed. But my highly connected friend Kiron 

Sarkar asks: 

What if the ECB does introduce a QE programme, involving the purchase of EZ 

government debt, though only on the basis that the relevant countries meet pre-agreed 

targets? You have provided a massive incentive to introduce structural reforms, dealt 

with the German's/Bundesbank objections, and those countries that play ball will benefit 

from lower interest rates and a weaker euro. On the other hand, if EZ countries do not 

cooperate, yields on their bonds will blow out massively – just the right stick to wield. It's 

the classic carrot and stick approach. Too fanciful? Well, maybe, but... 

http://email.mauldineconomics.com/wf/click?upn=U8GusXYvzQrI-2BTfpBInOiwTCNT-2B3Za-2BzCRpQj0a2EaqmiGc13-2Fn-2Blba39SvkLZg52oDhM6dCMcZoO3pX3Zy5ehkfPrNcoDIj7f0VtO9hLaU-3D_p9c2Pq5BRWXelYclnUuZYwT-2FiXER7CSDluFOoQaUdxlZyun-2Fr0OeFXaGN5Uq-2F9MUOQELAESZyI9Fiih-2BdbiVRfMhIJUK7nB0gtF60nZF5NL7FgTJQB1AX-2Fe1iEeX3E53v3-2F9MbVY-2FLX9JhORnsCJ9PhUpZBAHDDVPv1KQulOG7LgAmPMPoFXnKs3-2BPUEqwVkMe-2FLRatG2b4p8OW-2B973AcwDx7EC3OYE-2FqPnV4SBs-2FIsMNxV96Tc42e9RDd3-2FFjCmU1FhflaW-2Fs3EfuM4a3Mb6A-3D-3D
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I guarantee you just such a solution is being talked about. We will see what actually gets 

implemented. Now let’s turn to the conclusion of White’s interview (emphasis mine): 

The SNB has to follow the ECB in its monetary policy. Is it not dangerous when the 

monetary policy of one country affects another? 

Currently we have an international monetary non-system. Nobody has to follow any rules. 

Everybody does what they consider is in their own short-term best interest. The real 

difficulty is: What is in their short-term interest – for example, following ultra-easy 

monetary policy – could well backfire somewhere [else]. It might be not in their long-term 

best interest. And as the easy monetary policy influences the exchange rates, it 

influences other countries. Almost every country in the world is in easing mode, following 

the Fed, and we have absolutely no idea how it will end up. We are in absolutely 

unchartered territory here. This worries me the most. The Swiss National Bank has been 

doing well in what it was forced to do by this international monetary non-system. The 

Swiss have to do the best they can, because that is what everybody else is doing. 

What are the risks of this non-system? 

There is no automatic adjustment of current account deficits and surpluses, they can get totally 
out of hand. There are effects from big countries to little ones, like Switzerland. The system is 
dangerously unanchored. It is every man for himself. And we do not know what the long-term 
consequences of this will be. And if countries get in serious trouble, think of the Russians at the 
moment, there is nobody at the center of the system who has the responsibility of providing 
liquidity to people who desperately need it. If we have a number of small countries or one big 
country which run into trouble, the resources of the International Monetary Fund to deal with this 
are very limited. The idea that all countries act in their own individual interest, that you just let 
the exchange rate float and the whole system will be fine: This all is a dangerous illusion. 

 

 


