
| 1

How China Can Cause The Death Of The Dollar And
The Entire U.S. Financial System

By Michael Snyder
Global Research, November 08, 2013
Economic Collapse 7 November 2013

Region: USA
Theme: Global Economy

The death of the dollar is coming, and it will probably be China that pulls the trigger.  What
you are about to read is understood by only a very small fraction of all Americans.  Right
now, the U.S. dollar is the de facto reserve currency of the planet.  Most global trade is
conducted in U.S. dollars, and almost all oil is sold for U.S. dollars.  More than 60 percent of
all global foreign exchange reserves are held in U.S. dollars, and far more U.S. dollars are
actually used outside of the United States than inside of it.  As will be described below, this
has given the United States some tremendous economic advantages, and most Americans
have no idea how much their current standard of living depends on the dollar remaining the
reserve currency of the world.  Unfortunately, thanks to reckless money printing by the
Federal Reserve and the reckless accumulation of debt by the federal government, the
status of the dollar as the reserve currency of the world is now in great jeopardy.

As I mentioned above, nations all over the globe use U.S. dollars to trade with one another. 
This has created tremendous demand for U.S. dollars and has kept the value of the dollar
up.   It  also  means  that  Americans  can  import  things  that  they  need  much  more
inexpensively than they otherwise would be able to.

The largest exporting nations such as Saudi Arabia (oil) and China (cheap plastic trinkets at
Wal-Mart) end up with massive piles of U.S. dollars…

Instead of just sitting on all of that cash, these exporting nations often reinvest much of that
cash into low risk securities that can be rapidly turned back into dollars if necessary.  For a
very long time, U.S. Treasury bonds have been considered to be the perfect way to do this. 
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This  has created tremendous demand for  U.S.  government  debt  and has helped keep
interest rates super low.  So every year, massive amounts of money that gets sent out of
the country ends up being loaned back to the U.S. Treasury at super low interest rates…

And it has been a very good thing for the U.S. economy that the federal government has
been able to borrow money so cheaply, because the interest rate on 10 year U.S. Treasuries
affects thousands upon thousands of other interest rates throughout our financial system. 
For example, as the rate on 10 year U.S. Treasuries has risen in recent months, so have the
rates on U.S. home mortgages.

Our entire way of life in the United States depends upon this game continuing.  We must
have the rest of the world use our currency and loan it back to us at ultra low interest rates. 
At this point we have painted ourselves into a corner by accumulating so much debt.  We
simply cannot afford to have rates rise significantly.

For example, if the average rate of interest on U.S. government debt rose to just 6 percent
(and it has been much higher than that at various times in the past), we would be paying
more than a trillion dollars a year just in interest on the national debt.

But it wouldn’t be just the federal government that would suffer.  Just consider what higher
rates would do to the real estate market.

About a year ago, the rate on 30 year mortgages was sitting at 3.31 percent.  The monthly
payment on a 30 year, $300,000 mortgage at that rate is $1315.52.

If  the 30 year  rate rises to 8 percent,  the monthly payment on a 30 year,  $300,000
mortgage would be $2201.29.

Does 8 percent sound crazy to you?

It shouldn’t.  8 percent was considered to be normal back in the year 2000.

Are you starting to get the picture?

We need other countries to use our dollars and buy our debt so that we can have super low
interest rates and so that we can afford to buy lots of cheap stuff from them.

Unfortunately, the truly bizarre behavior of the Federal Reserve and the U.S. government
over the past several years is causing the rest of the world to lose faith in our currency.  In
particular, China is leading the call for a “de-Americanized” world.  The following is from a
recent article posted on the website of France 24…
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For decades the US has benefited to the tune of trillions of dollars-worth of free
credit from the greenback’s role as the default global reserve unit.

But as the global economy trembled before the prospect of a US default last
month, only averted when Washington reached a deal to raise its debt ceiling,
China’s official Xinhua news agency called for a “de-Americanised” world.

It also urged the creation of a “new international reserve currency… to replace
the dominant US dollar”.

So why should the rest of the planet listen to China?

Well, China now accounts for more global trade than anyone else does, including the United
States.

China is also now the number one importer of oil in the world.

At this point, China is even importing more oil from Saudi Arabia than the United States is.

China now has an enormous amount of economic power globally, and the Chinese want the
rest of the planet to start using less U.S. dollars and to start using more of their own
currency.  The following is from a recent article in the Vancouver Sun…

Three years after  China allowed the yuan to start  trading in Hong Kong’s
offshore  market,  banks  and  investors  around  the  world  are  positioning
themselves to get involved in what Nomura Holdings Inc. calls the biggest
revolution in the $5.3 trillion currency market since the creation of the euro in
1999.

And over the past few years we have seen the global use of the yuanrise dramatically…

International  use  of  the  yuan  is  increasing  as  the  world’s  second-largest
economy  opens  up  its  capital  markets.  In  the  first  nine  months  of  this  year,
about 17 percent of China’s global trade was settled in the currency, compared
with less than one percent in 2009, according to Deutsche Bank AG.

Of  course  the  U.S.  dollar  is  still  king  for  now,  but  thanks  to  a  whole  host  of  recent
international currency agreements this status is slipping.  For example, China just recently
signed a major currency agreement with the European Central Bank…

The swap deal will allow more trade and investment between the regions to be
conducted in euros and yuan, without having to convert into another currency
such  as  the  U.S.  dollar  first,  said  Kathleen  Brooks,  a  research  director  at
FOREX.com.

“It’s a way of promoting European and Chinese trade, but not doing it with the
U.S. dollar,” said Brooks. “It’s a bit like cutting out the middleman, all of a
sudden there’s potentially no U.S. dollar risk.”

And as I have written about previously, we have seen a bunch of other similar agreements
being signed all over the planet in recent years…
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1. China and Germany (See Here)

2. China and Russia (See Here)

3. China and Brazil (See Here)

4. China and Australia (See Here)

5. China and Japan (See Here)

6. India and Japan (See Here)

7. Iran and Russia (See Here)

8. China and Chile (See Here)

9. China and the United Arab Emirates (See Here)

10. China, Brazil, Russia, India and South Africa (See Here)

But do you hear about any of this on the mainstream news?

Of course not.

They would rather focus on the latest celebrity scandal.

Right now, the global move away from the U.S. dollar is slow but steady.

At some point, some trigger event will likely cause it to become a stampede.

When that happens, demand for U.S. dollars and U.S. debt will disintegrate and interest
rates will absolutely skyrocket.

And if interest rates skyrocket that will throw the entire U.S. financial system into chaos.  At
the moment, there are about 441 trillion dollars worth of interest rate derivatives sitting out
there.  It is a financial time bomb unlike anything the world has ever seen before.

There are four “too big to fail” banks in the United States that each have more than 40
trillion dollars worth of total exposure to derivatives.   The largest chunk of those derivatives
is made up of interest rate derivatives.  In case you were wondering , those four banks are
JPMorgan Chase, Citibank, Bank of America and Goldman Sachs.

A huge upward surge in interest rates would absolutely devastate those banks and cause a
financial crisis that would make 2008 look like a Sunday picnic.

Right now, the leader in global trade seems content to use U.S. dollars for most of their
international transactions.  China also seems content to hold more than a trillion dollars of
U.S. government debt.

If  that  suddenly  changes  someday,  the  consequences  for  the  U.S.  economy  will  be
absolutely catastrophic and every single American will feel the pain.

The standard of living that all of us are enjoying today depends largely upon China.  They
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can bring down the hammer at any moment and they know it.

The original source of this article is Economic Collapse
Copyright © Michael Snyder, Economic Collapse, 2013

Comment on Global Research Articles on our Facebook page

Become a Member of Global Research

Articles by: Michael Snyder

Disclaimer: The contents of this article are of sole responsibility of the author(s). The Centre for Research on Globalization will
not be responsible for any inaccurate or incorrect statement in this article. The Centre of Research on Globalization grants
permission to cross-post Global Research articles on community internet sites as long the source and copyright are
acknowledged together with a hyperlink to the original Global Research article. For publication of Global Research articles in
print or other forms including commercial internet sites, contact: publications@globalresearch.ca
www.globalresearch.ca contains copyrighted material the use of which has not always been specifically authorized by the
copyright owner. We are making such material available to our readers under the provisions of "fair use" in an effort to advance
a better understanding of political, economic and social issues. The material on this site is distributed without profit to those
who have expressed a prior interest in receiving it for research and educational purposes. If you wish to use copyrighted
material for purposes other than "fair use" you must request permission from the copyright owner.
For media inquiries: publications@globalresearch.ca

http://theeconomiccollapseblog.com/
https://www.globalresearch.ca/author/michael-snyder
http://theeconomiccollapseblog.com/
https://www.facebook.com/GlobalResearchCRG
https://store.globalresearch.ca/member/
https://www.globalresearch.ca/author/michael-snyder
mailto:publications@globalresearch.ca
https://www.globalresearch.ca
mailto:publications@globalresearch.ca

