
United States citizens can now celebrate 40 years of living on a dollar 
with no intrinsic value. Before August 15, 1971 U.S. dollars were tied 
to gold’s value. Now, the dollar is only valuable because we say it is. 

Major currencies all over the globe are the same and so far, results are not as bad 
as many expected. 

Historically, the risk to floating currency values 
has been inflation. When currency loses value, 
prices rise. If the dollar loses value then all other 
things being equal, the price of oil may rise. 

The opposite could also be true. A strong dollar 
could reduce gasoline prices and increase our 
standard of living. So, is strong currency good? 

Each country has a central bank that indirectly influences currency. The central 
banks of the United States, Japan, and China have all been accused of trying to 
make their currencies weaker.

A strong dollar may boost our standard of living in the short run. However, 
strengthening the dollar can lower exports, reduce tourism, and send jobs 
overseas. 

Recent financial uncertainty has led many investors to seek safety in 
Switzerland. The rise of the Swiss franc has led the country to declare it will buy 
euros to keep the franc weak (like China buys U.S. dollars to keep its currency 
weak).

Brazil has also seen large inflows of investments because of its strong economy. 
Its central bank is lowering interest rates with the goal of weakening its currency 
by making its bonds less attractive to foreign investors. 

In other words, countries can rise and fall based upon where investors want to 
park their assets. It is too early to know if intervention by central banks will 
help reduce volatility or not, but it is worth a try. We all would appreciate a 
little less volatility. Of course there are no guarantees.
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