
growing global economy without creating 

serious external imbalances. In reality, 

however, global imbalances, characterized 

by large and persistent U.S. current account 

deficits, have become a dominant feature 

of the contemporary global economic 

landscape. In fact, a different form of Triffin 

Dilemma has taken hold in the modern era. 

High international demand for dollar assets 

has meant that the U.S. rarely encounters 

internal or external market disciplinary 

mechanisms. This has often resulted in twin 

U.S. budgetary and current account deficits 

during most of the past three decades (see 

table 1.2).

More recently, with ever increasing cross-

border capital mobility, many nations in the 

emerging world are subject to intermittent 

hot money flows and sudden stops. To 

insure themselves from potential turbulence

resulting from unexpected swings in capital

flows, many emerging market central 

banks have resorted to building foreign 

reserve holdings — often held in dollar 

denominated securities. Large commodity 

producers, seeking to recycle dollar inflows 

arising from strong export sales, are also 

generating demand for safe and liquid dollar 

assets. This ready demand abroad for dollar

assets — especially Treasury securities, and 

until recently, bonds issued by government 

sponsored enterprises (GSEs) — has made 

the U.S. too reliant on a consumption 

dependent growth model. Easy credit stance 

during normal times and aggressively 

expansionary stance during economic 

slowdowns or recessions has become the

de rigueur policy choice. In addition, ‘flight 

to safety’ often reinforces dollar demand 

during periods of economic turbulence, thus

furthering the ability of U.S. policymakers to 

conduct expansionary policies.

Two developments on the horizon are, 

however, likely to fundamentally shake 

the existing dollar-centric global monetary 



Figure 1.1: Key Bretton Woods Era Developments
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rose sharply between 1969 and 1972). Growth 

in U.S. monetary base (see figure 1.1) and 

money supply in the 1960s also eroded the 

real purchasing power of the dollar. President 

Nixon’s unilateral closure of the official gold 

exchange window in August 1971 triggered 

the collapse of the BW arrangement. After 

a few futile attempts at restructuring the 

BW arrangement, the U.S. and most major 

economies adopted flexible exchange rates in 

1973 and abandoned currency ties to gold.

Despite the demise of the BW system in 

the early 1970s, the U.S. dollar has maintained 

its status as the world’s pre-eminent reserve 

currency due to inertia, lack of genuine 

competitors, and relative domestic stability. 

A traditional Triffin Dilemma might be less 

relevant in a world of fiat monies and flexible 

exchange rates, as international liquidity can 

be provided by the reserve issuers without, 

in theory, creating large external imbalances. 

For instance, financial globalization should 

enable sustainable maturity transformation 

— reserve issuers supply safe and liquid 

assets to the rest of world and offset it with 

purchase of long term and less liquid foreign 

securities — that satisfies the needs of a 
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By Brian T. Kench, Ph.D.

F
or over three years, the Tampa Bay 

metropolitan statistical area (Hernando, 

Hillsborough, Pasco and Pinellas 

counties) has been recovering from the great 

recession. Through October 2012, economic 

data for Tampa Bay continues to move in a 

positive direction.

Gross sales in Tampa Bay totaled $8.9 

billion in August 2012, a 10 percent increase 

from August 2012 (see figure 2.1). In part, the 

acceleration in August 2012 gross sales is 

becauseof theRepublicanNationalConvention 

held in Tampa Bay. However, the year-on-year 

change in gross sales averaged 5.7 percent 

per month for the first eight months of 2012, 

which was slower than the first eight months 

of 2011 by 0.7 of a percentage point. Since

March 2010, the year-on-year change in gross 

sales has averaged 6.7 percent per month.

Data in figure 2.2 reveals that beginning 

September 2010 nonfarm payroll jobs in

Tampa Bay have increased for 25 months, on 

a year-on-year basis. A similar trend exists 

for Florida and the U.S. Over the last year, 

however, the pace of year-on-year job growth 

has been 1.7 percent per month in Tampa 

Bay, but only 1.4 percent in the U.S. and only 

1 percent in Florida.

Figure 2.3 illustrates the duration of job 

loss in Tampa Bay in the 2007-2009 recession 

relative to the last two U.S. recessions. The 

figure illustrates how the recession has 

impacted the labor force in Tampa Bay. As 

of September 2012, 57 months have passed 

since the recession began in December 2007 

and the area remains net negative 94,900 

jobs, which is 7.6 percent of December 2007

employment level. Although Tampa Bay is 

slowly adding nonfarm payroll jobs, many more 

months, if not years, will pass before Tampa 

Bay observes the number of nonfarm payroll 

jobs that existed prior to the recession.

The unemployment rate measures the 

ratio of those unemployed and looking for 

work divided by the labor force. In Tampa 

Bay, the unemployment rate (NSA) was 8.2 

percent in October 2012, which is higher 

than the national unemployment rate (NSA) 
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Figure 2.1: Gross Sales in Tampa Bay: January 2007 – September 2012
Source: Florida Department of Revenue
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Figure 2.2: Nonfarm Payroll Jobs: January 2000 – October 2012
Source: Bureau of Labor Statistics
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Figure 2.3: Duration of Job Loss in Tampa Bay
Source: Bureau of Labor Statistics
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Figure 1.2: China Exchange Rate and Inflation Rate
Data Source: Federal Reserve Bank at St. Louis
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by Vivekanand Jayakumar, Ph.D.

P
ersistent global imbalances and 

exchange rate misalignments have 

attracted considerable attention 

in recent years. In particular, large U.S. 

current account deficits and China’s renminbi 

exchange rate policy have been at the forefront 

of discussions surrounding the current

international monetary system (IMS). In order to

comprehend key global economic challenges, it 

is essential to consider the inherent flaws and 

the archaic nature of the current dollar-centric

global monetary order, and to examine the 

likely future evolution of the IMS.

Since unseating the British sterling as 

the world’s principal reserve currency during 

the Inter-War period, the dollar has been 

widely used as the chief vehicle currency 

for carrying out currency transactions, as the 

leading currency for settling international trade 

transactions, and as the central currency for 

undertaking international financial transactions. 

The dollar’s de facto status as the pre-eminent 

reserve currency was formalized under the 

Bretton Woods (BW) System, which lasted 

between 1945 and 1971. Under the BW system,

the dollar was tied to gold, and, most other 

major currencies were pegged (on an adjustable 

basis) to the dollar. The U.S. possessed three-

quarters of the world’s monetary gold stock in 

1945, which made the establishment of dollar 

convertibility into gold at a fixed parity — set

at $35 an ounce of gold — feasible. However, 

there were built-in flaws in the BW system that 

made its ultimate collapse inevitable.

In 1960, economist Robert Triffin presciently 

observed the inherent dilemma in having a 

global monetary order centered on a national 

sovereign currency. According to the aptly 

named Triffin Dilemma, the reserve issuing 

country needs to run persistent balance of 

payments (BOP) deficits to satisfy the demand 

for liquidity that naturally arises in a growing 

world economy, yet, sustained BOP deficits 

ultimately reduces the confidence in the 

reserve currency.

Concerns regarding the BW system rose in 

the late 1950s, as Western European countries 

shifted towards current account convertibility 

and began to experience a buildup of official 

dollar reserves. In the 1960s, the then French 

finance minister, Valéry Giscard d’Estaing, 

famously observed that the U.S. enjoyed an 

exorbitant privilege because of its ability to 

achieve global seignorage. Surplus countries, 

such as West Germany, feared inflationary 

consequences arising from the dollar glut. 

In theory, the U.S. could have undertaken 

a devaluation of the dollar relative to gold 

(and other major currencies) in the early 

1960s to correct the rise of overseas official 

dollar liabilities. Alternatively, it could have 

considered domestic deflation to restore the 

dollar value of U.S. gold stocks in real terms 

and to boost U.S. export competitiveness. 

However, neither option was palatable to U.S. 

policymakers. Instead, they attempted various 

forms of controls on capital and gold flows, 

which were largely ineffective.

From the surplus countries side, necessary 

adjustments would have entailed currency 

revaluation, and some form of domestic 

monetary easing (ideally, with concomitant 

fiscal restraint). West Germany, in particular, 

was averse to frequent demands for revaluation 

and considered calls for monetary easing 

dangerously inflationary. Expansionary U.S. 

fiscal policy, and accommodative monetary 

policy, associated with the Vietnam War finally 

led many to believe that the existing dollar-

gold parity rate was increasingly untenable. 

U.S. gold reserves steadily declined during 

the 1960s (see figure 1.1 on page 4) and its 

foreign liabilities rose (as shown in table 1.1 

on page 4), the total official dollar liabilities 
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growing global economy without creating 

serious external imbalances. In reality, 

however, global imbalances, characterized 

by large and persistent U.S. current account 

deficits, have become a dominant feature 

of the contemporary global economic 

landscape. In fact, a different form of Triffin 

Dilemma has taken hold in the modern era. 

High international demand for dollar assets 

has meant that the U.S. rarely encounters 

internal or external market disciplinary 

mechanisms. This has often resulted in twin 

U.S. budgetary and current account deficits 

during most of the past three decades (see 

table 1.2).

More recently, with ever increasing cross-

border capital mobility, many nations in the 

emerging world are subject to intermittent 

hot money flows and sudden stops. To 

insure themselves from potential turbulence

resulting from unexpected swings in capital

flows, many emerging market central 

banks have resorted to building foreign 

reserve holdings — often held in dollar 

denominated securities. Large commodity 

producers, seeking to recycle dollar inflows 

arising from strong export sales, are also 

generating demand for safe and liquid dollar 

assets. This ready demand abroad for dollar
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