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The Dollar System: Not Just Money, But Infrastructure

Trust layer rule of law, property rights, contracts, courts
Asset layer Treasuries, agencies, money markets, collateral
Liquidity layer Fed, swap lines, repo, dealer balance sheets

Network layer Wall Street, SWIFT messaging, correspondent banks

Real economy layede invoicinw, commodity-finance

Confidence + liquidity + law + military reach + network effects

Original infographic: the dollar order as a stack of trust, assets, liquidity, financial networks, and real-economy usage.
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Executive Summary

e The dollar is a system, not just a currency. It is the settlement unit, collateral base, funding currency, invoicing currency,
reserve asset, sanctions channel, crisis safe haven, and accounting language of global capitalism.

e Dollar dominance was built in layers. The gold standard created a credibility language; Bretton Woods institutionalized
the dollar-gold link; the Nixon Shock broke gold convertibility but did not break dollar network effects; the Treasury
market, oil finance, Eurodollars, Wall Street, and U.S. military alliances deepened the structure.

e The U.S. Treasury market is the center of the machine. It supplies the deepest pool of nominally safe collateral, supports
repo and derivatives markets, and gives global reserve managers a liquid place to park savings.

e The Federal Reserve is the dollar system central bank. Through monetary policy, bank supervision, swap lines, repo
facilities, and crisis liquidity, the Fed sets the price and availability of the world's most important funding currency.

e The dollar strengthens when capital wants U.S. yield, U.S. safety, U.S. liquidity, or U.S. growth. It weakens when foreign
growth improves, U.S. real yields fall, fiscal credibility deteriorates, or investors rotate into non-dollar assets.

e A strong dollar is disinflationary for the U.S. but often deflationary and destabilizing abroad. It lowers import prices and
can pressure commodities, but it tightens global dollar liquidity and increases the burden of dollar debt in emerging
markets.

o A weak dollar is reflationary globally. It often helps U.S. exporters, foreign earnings of multinationals, commodities, gold,
and emerging-market risk assets, but it can raise U.S. import inflation.

e De-dollarization is real at the margin but not yet a full replacement story. The euro lacks a unified fiscal safe asset at U.S.
scale; China has capital controls and political-risk concerns; CBDCs improve rails but do not automatically create trust;
stablecoins may actually extend the offshore dollar network.

e For investors, the dollar is a macro instrument. It affects equity multiples, earnings translation, bond yields, commodity
prices, gold, Bitcoin liquidity, hedging costs, and hedge fund strategy selection.

Current Anchors of Dollar Dominance

Reserve share FX market

56.77% 89.2%

usD on.one side of OTC FX trades, Apr.

USD share of allocated FX reserves, 2025Q4 2025

Treasury market Treasury trading

$30.9T $1.2 |
Average daily Treasury trading, through

Treasury securities outstanding, May 2026 May 2026

Sources: IMF COFER, BIS Triennial Survey, SIFMA U.S. Treasury Securities Statistics.

Current scale indicators: the dollar remains dominant across reserves, FX trading, and Treasury-market infrastructure.
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Core thesis: the dollar survives because it combines market depth, legal credibility, military and
diplomatic reach, payment-network utility, and crisis liquidity. The threat is not one rival currency
suddenly replacing it. The real threat is gradual fragmentation, higher U.S. fiscal risk premium, and
selective migration of trade and payments into parallel rails.
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1. The Dollar as Operating System

To understand the U.S. dollar, do not start with the banknote. Start with the balance sheet of the world. Global banks
borrow dollars, companies invoice in dollars, governments hold reserves in dollars, commodity traders finance
inventory in dollars, hedge funds post collateral in dollars, central banks intervene with dollar reserves, and investors
flee into dollar assets during crises. The dollar is therefore not merely a national currency. It is the operating system of
cross-border credit.

Every currency has three basic functions: unit of account, medium of exchange, and store of value. The dollar
performs these domestically inside the United States, but its real global power comes from performing the same
functions outside the United States. That offshore usage creates network effects. The more people use dollars, the
more useful dollars become; the more useful they become, the more balance sheets are organized around them.

The dollar system has four practical meanings for markets:

e Pricing language: oil, many commodities, aircraft, global debt contracts, and many trade invoices are quoted in dollars
even when neither buyer nor seller is American.

e Funding currency: non-U.S. banks and corporations borrow in dollars because global investors demand dollar assets and
because dollar markets are deep.

e Collateral base: U.S. Treasuries sit at the center of repo, derivatives margin, reserve portfolios, and risk-free discount
curves.

e Crisis refuge: in a global shock, investors often need dollars to repay dollar liabilities and buy liquid U.S. assets,
strengthening the dollar even when the crisis did not start in the United States.
This is why dollar debates are usually more important than simple exchange-rate commentary. A rising or falling dollar
is not only a price move. It is a signal about global liquidity, relative central bank policy, risk appetite, trade balances,
capital flows, geopolitical trust, and the market's view of U.S. institutional quality.

Practical interpretation: when the dollar rises, ask whether the driver is U.S. exceptional growth, higher
real yields, safe-haven stress, foreign weakness, short-dollar covering, or commodity liquidation. The
same price move can mean very different things for stocks, bonds, gold, Bitcoin, Korea, and emerging
markets.
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2. Historical Architecture: Gold, Bretton Woods, Nixon,
Petrodollars

From Gold to Fiat Hegemony: Key Regime Shifts

Sanctions, CBDCs,
élﬁ?%‘l:bg%%ndard and F&&Zrlsﬂéck floating fiat stableco%g,ztgg

interwar breakdown dollar era dollarization debate

8 4 i | A
' ' Y ' ' v

B8:2&4h Woods: dollar pegged é?mal’% EurocR@8a8fr: Fed swap

to gold at $35/0z Wall Street deepenrings and safe-haven demand

Original timeline: the dollar system evolved from metallic credibility to institutional and network credibility.

The dollar's rise was not accidental. It emerged from the transfer of economic power from Europe to the United
States, the destruction and rebuilding of the world economy after two world wars, and the creation of a financial
architecture in which the United States became the issuer of the central reserve asset.

Gold standard.

Under the classical gold standard, currencies were linked to gold and exchange rates were anchored by convertibility.
The system created long-term credibility but had a brutal adjustment mechanism: countries with balance-of-payments
deficits lost gold, contracted credit, and endured domestic deflation. The gold standard worked only when
governments placed external convertibility above domestic employment and banking stability. It cracked under the
political and financial pressures of World War |, the interwar debt problem, and the Great Depression.

Bretton Woods.

In 1944, as World War Il was still underway, Allied countries designed a new monetary order at Bretton Woods. The
system fixed other currencies to the dollar while the dollar was convertible into gold for foreign monetary authorities
at $35 per ounce. The IMF and World Bank were created to stabilize exchange rates and support reconstruction. The
United States held enormous gold reserves, had the strongest industrial base, and supplied the world with the reserve
asset it needed for trade and recovery. Bretton Woods therefore made the dollar the hinge between gold and national
currencies. [5]

The Triffin dilemma.

Bretton Woods contained a contradiction. The world needed more dollars for trade, reserves, and liquidity. But the
more dollars the United States supplied through external deficits, the more foreign holders questioned whether all
those dollars could really be converted into U.S. gold. The reserve-currency country had to run deficits to supply
liquidity, yet those deficits could undermine confidence in the reserve asset. This became known as the Triffin
dilemma.
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Nixon Shock.

By the late 1960s and early 1970s, U.S. inflation, fiscal pressures, overseas military commitments, and foreign dollar
accumulation strained the gold link. In August 1971, President Richard Nixon suspended dollar convertibility into gold.
The State Department history also notes the import surcharge used to push trading partners toward currency
revaluation. By 1973, the major currencies were effectively floating. The key point: gold convertibility ended, but the
dollar's network did not. [4][5]

Petrodollar and offshore dollar markets.

After the collapse of Bretton Woods, oil shocks and the expansion of global banking reinforced the dollar. Oil was
largely priced and settled in dollars, which created global demand for dollar balances. Oil exporters accumulated dollar
revenues and recycled them through banks, Treasuries, and Western financial markets. Meanwhile, Eurodollar
markets allowed dollar deposits and loans to grow outside the United States, making the dollar even more global and
less dependent on domestic U.S. banking channels.

Fiat hegemony.

The post-1971 dollar was no longer gold-backed. It was backed by the tax capacity of the U.S. state, the credibility of
the Federal Reserve, the depth of U.S. capital markets, the legal enforceability of contracts, and the military and
diplomatic power of the United States. This was a shift from metallic credibility to institutional credibility.
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3. Why the Dollar Became the World's Reserve
Currency

A reserve currency is not chosen by beauty contest. It is selected by repeated market behavior. Central banks,
sovereign wealth funds, banks, corporations, insurers, pension funds, commodity houses, and households all ask
similar questions: Can | buy it quickly? Can I sell it quickly? Can | hold a large amount without moving the market? Will
contracts be enforced? Can | hedge it? Can | finance against it? Will other people accept it in a crisis?

The dollar won because it answered those questions better than alternatives. The Federal Reserve's 2025 assessment
of the dollar's international role emphasizes the size and strength of the U.S. economy, openness to trade and capital
flows, property rights, rule of law, unmatched depth and liquidity of U.S. financial markets, and the large supply of safe
dollar-denominated assets. [6]

The reserve-currency advantage has several reinforcing loops:

e Liquidity loop: central banks buy Treasuries because Treasuries are liquid; Treasuries are liquid because central banks,

banks, dealers, asset managers, and hedge funds constantly trade them.

e Collateral loop: derivatives, repo, and bank funding use Treasuries and dollars as collateral; this increases demand for

Treasuries and dollars in stress.

e Invoicing loop: exporters invoice in dollars because customers and banks can finance dollars; banks finance dollars

because invoices and debt are in dollars.

e Safe-haven loop: investors buy dollars in crises because others buy dollars in crises; that collective expectation becomes

a self-reinforcing liquidity premium.

e Institutional loop: legal predictability attracts capital; capital deepens markets; deep markets reinforce reserve demand.
Reserve status is therefore path-dependent. A rival currency needs more than GDP scale. It needs liquid safe assets,
convertibility, credible legal institutions, open capital markets, deep derivatives, reliable payment rails, monetary
credibility, and geopolitical trust. It must also be willing to let foreigners hold large claims on its financial system. That
is a political choice, not simply an economic achievement.

This is why China's economic scale alone has not made the yuan a true dollar replacement. Capital controls, policy
opacity, convertibility limits, and legal-political risk restrict global reserve use. This is also why the euro is a serious
reserve currency but not yet a full substitute: Europe has large markets and rule of law, but lacks a single Treasury-like
safe asset and a unified fiscal sovereign at U.S. scale.

The American Newspaper | AmericanTV 8/21
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4. The Institutional Pillars of Dollar Dominance

Dollar dominance is a system of institutions. Each institution supports the others.

How it supports dollar dominance Main vulnerability

U.S. Treasury market

Federal Reserve

Wall Street

SWIFT and correspondent
banking

International trade and oil

Military and alliance
system

Rule of law

Provides the largest and most liquid pool of high-grade collateral,
reserve assets, discount curves, repo instruments, and crisis-safe
securities. SIFMA reported $30.9 trillion in Treasury securities
outstanding as of May 2026 and average daily Treasury trading of
about $1.24 trillion through May 2026. [3]

Sets dollar short rates, anchors inflation credibility, supervises banks,
and supplies crisis liquidity through facilities and swap lines. The Fed
is effectively the central bank of global dollar funding.

Investment banks, custodians, asset managers, hedge funds,
exchanges, clearing houses, and dealers distribute dollar assets and
create dollar liquidity across the world.

Messaging standards and correspondent accounts allow banks to
move claims across borders. Dollar settlement often flows through
U.S.-linked banking infrastructure.

The dollar is the dominant invoice and settlement currency for many
commodities and cross-border contracts, especially energy-related
finance.

U.S. security guarantees, naval reach, and alliances support trust in
the U.S.-led order and in dollar settlement under that order.

Foreign investors value contract enforcement, property rights,
predictable courts, market transparency, and bankruptcy
procedures.

Fiscal sustainability, debt-ceiling politics,
market plumbing stress, term-premium
repricing.

Inflation credibility, political
interference, delayed crisis response,
overreliance on Fed backstops.

Dealer balance-sheet constraints,
leverage cycles, regulatory
fragmentation, operational shocks.

Sanctions backlash, alternative rails,
operational cyber risk, regional payment
blocs.

Bilateral local-currency trade,
commodity producer diversification,
geopolitical fragmentation.

Alliance fatigue, strategic overstretch,
sanctions overuse, multipolar conflict.

Institutional erosion, arbitrary sanctions,
asset seizure fears, political instability.

The Treasury market deserves special attention. It is not just government debt. It is the reference asset used to price
private credit, mortgage rates, bank balance sheets, derivatives, insurance liabilities, and global reserves. A world
without deep Treasury liquidity would be a world with a much less efficient dollar system.

The Fed is equally central because global dollar users can become dollar borrowers in a panic. When offshore
institutions owe dollars, they cannot print dollars. This is why Fed swap lines and repo facilities matter: they transform
the Fed from a domestic central bank into the backstop of a global funding network.
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5. What Moves the Dollar: Indexes, Rates, Inflation,
Flows, Risk

What Moves the Dollar?

Interest rate
differentials

Safe-haven Inflation
demand credibility
Capital inflows Growth and

and liquidity earnings

Fiscal and
current account

The dollar usually strengthens when real yields, liquidity demand, and risk aversion rise faster in the U.S. than abroad.

Original map: dollar value is a result of interest-rate differentials, inflation credibility, flows, external balances, and safe-haven demand.

Dollar Index and trade-weighted indexes.

Investors often use the U.S. Dollar Index, known as DXY or USDX, as a quick market shorthand for dollar strength. ICE
describes its U.S. Dollar Index futures as a leading benchmark for the international value of the U.S. dollar and a widely
recognized traded currency index. DXY is heavily euro-weighted, so it is useful for market trading but not a perfect
picture of the dollar against all U.S. trading partners. The Federal Reserve also publishes nominal and real broad dollar
indexes that measure the dollar against a wider set of trading-partner currencies. [7](8]

Exchange rates.

An exchange rate is the relative price of two monies. If USD/KRW rises, the dollar is strengthening against the Korean
won. If EUR/USD rises, the dollar is weakening against the euro. Investors should always identify the pair. A broad
dollar rally may hurt EM FX broadly; a bilateral move may be about one country's policy, trade position, or political
risk.

Interest rates and real yields.

Higher U.S. rates can strengthen the dollar when they raise expected returns on dollar cash and bonds. But the
distinction between nominal and real yields is crucial. If nominal yields rise because inflation credibility is deteriorating,
the dollar may weaken. If real yields rise because the Fed is credible and growth is resilient, the dollar often
strengthens.

Inflation.
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Inflation affects the dollar through purchasing power and central bank response. Moderate inflation with credible Fed
tightening can support the dollar. Unanchored inflation can damage the dollar by reducing real returns, increasing term
premiums, and undermining trust in U.S. policy.

Trade balance, current account, and fiscal deficit.

The United States has often run current-account deficits while still issuing the world's reserve currency. That is not a
contradiction. The world wants dollar assets, and the U.S. supplies them. But deficits matter when investors question
sustainability. A larger fiscal deficit can be dollar-positive in the short run if it raises rates and growth, but
dollar-negative in the long run if it raises doubts about debt service, inflation, and political discipline.

Capital inflows.

The U.S. can run external deficits because global capital flows into Treasuries, equities, venture capital, private credit,
real estate, and bank deposits. Capital inflow is the counterpart of reserve-currency demand. When inflows are strong,
the dollar can rise despite trade deficits. When confidence falls, the same deficits become a vulnerability.

Safe-haven demand.

During crises, the dollar may rise even when the U.S. is not problem-free. The reason is liquidity. Investors need dollars
to meet margin, repay dollar debt, buy Treasuries, and reduce risky positions. In severe stress, cash-like dollar
instruments can become more valuable than expected return.

The American Newspaper | AmericanTV 11/21



The U.S. Dollar as Global Financial Infrastructure

6. Strong Dollar and Weak Dollar Regimes

Strong Dollar vs. Weak Dollar: Transmission Channels

Strong dollar Weak dollar
* Imports cheaper, inflation lower * Exports and foreign earnings helped
* Exports less competitive * Imports and energy can lift inflation
* Foreign profits translated lower < * EM liquidity conditions ease
* EM dollar debt stress rises * Gold/commodities often supported
* Commodities often pressured * Dollar hedges lose value

For investors, the dollar is both a macro sighal and a position: it changes cash returns, hedging costs, and asset correlations.
Original infographic: dollar regimes transmit through inflation, competitiveness, debt burdens, commodities, and earnings translation.

A strong dollar is not automatically good or bad. It redistributes pressure across sectors, countries, and asset classes.

Strong dollar effects on the U.S.

e Imports: cheaper foreign goods help suppress consumer inflation.

e Exporters: U.S. goods become more expensive abroad, pressuring manufacturing and agriculture.
e Multinationals: foreign revenues translate into fewer dollars, hurting reported earnings.

e Consumers: foreign travel and imported goods become cheaper.

e Policy: strong dollar can help the Fed fight inflation, but excessive strength can tighten financial conditions.

Strong dollar effects on emerging markets.

e Debt burden: countries and companies with dollar liabilities face higher local-currency debt service.
e Capital flows: money often leaves EM assets for U.S. yields and safety.

e Inflation: imported energy and food can become more expensive in local currency.

e Policy response: EM central banks may raise rates defensively even if domestic growth is weak.

e Crisis risk: strong dollar plus low reserves plus high external debt can trigger balance-of-payments stress.

Weak dollar effects.

e Global liquidity: weak dollar often eases pressure on borrowers and supports risk appetite.

e Commodities: dollar-denominated commodities often rise when the dollar weakens, all else equal.
e U.S. inflation: import prices can rise, especially if oil and goods prices increase.

e U.S. corporate profits: foreign earnings translate more favorably.

e EM assets: local-currency bonds, equities, and FX can benefit if global growth is stable.
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The most important distinction is between an orderly dollar decline and a disorderly dollar selloff. An
orderly decline can be good for global reflation and risk assets. A disorderly decline caused by loss of
confidence in U.S. fiscal or institutional credibility can raise risk premiums, weaken Treasuries, and
damage global financial stability.

The American Newspaper | AmericanTV 13/21



The U.S. Dollar as Global Financial Infrastructure

7. Asset Markets: Stocks, Bonds, Commodities, Gold,
Bitcoin, Hedge Funds

Strong USD

Weak USD

Typical Asset-Class Sensitivity to Dollar Regimes

mixed tailwind
mixed mixed
Treasuries
eqU|t|es eqU|t|es

mixed headwind headwind tailwind
mixed tailwind tailwind mixed
Credit Gold Bitcoin Hedge

funds

Directional, not mechanical. Inflation, rates, growth, positioning, and geopolitics can dominate in any single cycle.

Original heatmap: typical sensitivities by dollar regime. Actual cycles depend on inflation, real yields, growth, and positioning.

Asset / strategy Strong-dollar regime Weak-dollar regime Investor implication

U.S. equities

Emerging-market
equities

U.S. Treasuries

Credit

Commodities / oil

Gold

Bitcoin

Mixed. Domestic defensive
companies may be insulated;
multinationals face FX translation
headwinds; high real yields pressure
multiples.

Usually pressured by capital
outflows, weaker local currencies,
and higher dollar funding costs.

Can rally in safe-haven crises; can
sell off if dollar strength comes from
inflation or hawkish Fed repricing.

Strong dollar tightens global
liquidity and can widen spreads,
especially for EM and leveraged
issuers.

Usually a headwind because
commodities are dollar-priced, but
supply shocks can overwhelm FX.

Often pressured by strong dollar
and higher real yields; may rise
anyway during geopolitical stress.

Can be pressured when liquidity
tightens and dollar cash yields are
high.

The American Newspaper | AmericanTV

Often helps foreign earnings and
risk appetite, but can raise inflation
and yields if disorderly.

Often supported by easier global
liquidity and stronger commodity
revenues.

Can rally if weak dollar reflects
lower U.S. rates; can sell off if weak
dollar reflects fiscal risk.

Weak dollar often supports carry,
refinancing, and spread compression
if growth is stable.

Often a tailwind because global
purchasing power rises outside the
UsS.

Often supported by lower real
yields, weaker dollar, and reserve
diversification.

Often benefits from liquidity
expansion, dollar debasement
narratives, and risk appetite.

Separate revenue exposure, margin
sensitivity, and valuation sensitivity.

Dollar trend is often a first-order EM
allocation variable.

Interpret dollar with real yields and
term premium, not alone.

Watch dollar funding stress and
refinancing windows.

Combine dollar view with
supply-demand and inventory data.

Gold is anti-real-yield and
anti-confidence more than simply
anti-dollar.

Treat as high-beta liquidity asset with
monetary narrative optionality.
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Asset / strategy Strong-dollar regime Weak-dollar regime Investor implication

Hedge funds Macro, CTA, FX RV, and long-dollar ~ Commodity, EM macro, gold, crypto, The dollar regime affects strategy
carry can benefit; equity L/S with and reflation trades can benefit; selection, leverage, funding, and
global revenue exposure must short-dollar baskets may work. hedging.

manage translation.

Hedge fund strategy lens.

Global macro funds treat the dollar as a central expression of relative monetary policy, capital flows, and geopolitical
stress. A long-dollar trade can be a carry trade, a crisis hedge, or a bet on U.S. exceptionalism. A short-dollar trade can
be a reflation trade, a bet on foreign recovery, or a bet on U.S. fiscal deterioration. The same position can therefore
have different risk properties depending on why it is held.

Relative value funds focus on cross-currency basis, interest-rate differentials, FX forwards, Treasury futures, swap
spreads, and repo conditions. Equity long-short funds watch the dollar because it changes earnings translation, sector
leadership, and valuation. Commodity funds watch the dollar because it affects marginal global purchasing power.
Crypto funds watch the dollar because stablecoin liquidity, real rates, and risk appetite often shape Bitcoin cycles.
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8. Emerging Markets and Korea

The dollar matters more for emerging markets than for the United States because many EM balance sheets are
partially dollarized. Governments, banks, commodity importers, infrastructure companies, and households may earn
local currency but owe dollars. That mismatch is manageable when capital is flowing in and local currencies are stable.
It becomes dangerous when the dollar rises sharply.

Emerging-market transmission channels.

e External debt: dollar appreciation raises debt service in local currency.

e Reserves: central banks use dollar reserves to stabilize FX markets, but reserves are finite.
e Imports: oil, food, and industrial inputs become more expensive in local currency.

e Rates: central banks may hike to defend FX, even if growth is weak.

e Politics: FX weakness can become a cost-of-living and legitimacy crisis.

Korea.

Korea is not a typical fragile emerging market. It has sophisticated institutions, a deep industrial base, major
technology exporters, and substantial reserves. But Korea is highly exposed to the dollar cycle through trade, energy
imports, semiconductors, capital flows, and global risk appetite. USD/KRW is therefore both a macro variable and a
market sentiment gauge.

A strong dollar can help Korean exporters in local-currency revenue terms, but it also raises imported energy costs,
tightens dollar funding, pressures foreign investors to reduce local assets, and can hurt domestic purchasing power. A
weak dollar usually eases financial conditions, supports foreign inflows, and lowers import pressure, but it may reduce
the FX translation advantage for exporters.

For Korean investors, the dollar is a hedge, a funding variable, and a return component. A U.S. equity
portfolio has two returns: the asset return and the currency return. A Korean investor buying U.S. stocks
wins from dollar appreciation against the won and loses from dollar depreciation, unless hedged. This is
why FX hedging decisions can dominate portfolio outcomes in some years.
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9. Future Challenges: De-dollarization, Yuan, Euro,
CBDCs, Stablecoins, Debt, Geopolitics

Future of the Dollar: Threats and Reinforcers

Rule of law
core advantage if

De-dollarization presérved U.S. debt
sanctions risk, reserve fiscal rigk and term
diversification remium

Dollar
Order

Stablecoins
may extend dollar
network effects

China yuan
trade scale, but
capital controls

Euér(/ }‘BPDCS
deep market, political paymentrrails, state

fragmentation digital money
The likely future is not sudden replacement. It is a more confested dollar sygtem with parallel paymenf rails and selective diversification.

Original future map: the dollar faces fragmentation and credibility risks, but also benefits from network effects and digital-dollar extensions.

The dollar's future should be evaluated with discipline. Avoid two extremes. The first is complacency: assuming the
dollar cannot lose share because it has always dominated. The second is sensationalism: assuming any bilateral
local-currency trade deal means the end of the dollar. The realistic view is gradual contestation, not instant
replacement.

De-dollarization.

De-dollarization is visible in reserve diversification, sanctions avoidance, bilateral trade settlement outside dollars,
central-bank gold buying, and alternative payment rails. But it is uneven. Countries may reduce marginal dependence
on dollars while still needing dollar liquidity, dollar collateral, and dollar funding during crises. The dollar can lose share
and remain dominant at the same time.

Chinese yuan.

The yuan has scale, trade relevance, and political backing. It benefits from China's role in global manufacturing and
commodity demand. But true reserve-currency status requires deep, open, trusted, and liquid capital markets. Capital
controls and policy opacity limit the yuan's ability to replace the dollar. It can grow as a trade-settlement currency
before it becomes a full reserve asset.

Euro.

The euro is the most credible conventional rival. It has scale, a major central bank, sophisticated markets, and
rule-of-law advantages. Its weakness is institutional fragmentation: no single euro-area Treasury security matches the
unified depth, liquidity, and political backing of U.S. Treasuries. Without a larger common safe asset and deeper fiscal
union, the euro remains a strong second pillar rather than a full dollar replacement.

CBDCs.
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Central bank digital currencies can improve payment rails, programmability, and state control over money. But a CBDC
is not automatically a reserve currency. It can make a currency easier to use, yet reserve status still depends on
convertibility, trust, legal protection, market depth, and macro stability. The Atlantic Council tracker shows CBDC
development as a global phenomenon, but digital form does not erase institutional hierarchy. [10]

Stablecoins.

Dollar stablecoins may be more pro-dollar than anti-dollar. The Federal Reserve has described payment stablecoins as
digital assets designed to maintain a one-to-one value relative to the U.S. dollar under regulatory frameworks. If most
stablecoins are dollar-linked and backed by cash and Treasuries, they can extend the dollar network into crypto,
cross-border payments, and countries with weak local currencies. [9]

U.S. debt problem.

The biggest endogenous threat is not China or crypto; it is U.S. fiscal credibility. Treasury Fiscal Data showed total
gross federal debt above $39 trillion and debt held by the public above $31 trillion in mid-June 2026. Large debt does
not automatically end reserve status, especially when the debt is issued in the country's own currency. But rising
deficits, higher interest costs, and political dysfunction can raise term premiums and erode confidence. [4]

Geopolitical risks.

Sanctions power is a benefit and a risk. The ability to restrict dollar access is a major geopolitical instrument. But if
sanctions are perceived as too broad or unpredictable, rival states and neutral countries have incentives to build
alternatives. The dollar order therefore depends on restraint as well as power.
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10. Investor Playbook

Investors should treat the dollar as a portfolio factor. It is not just cash. It is a risk premium, a hedge, a funding cost, a
valuation input, and a macro signal.

A practical dollar checklist.

e |dentify the regime: Is the dollar rising because of real yields, growth, safe-haven stress, foreign weakness, or fiscal fear?

e Track real rates: The combination of DXY, 2-year yields, 10-year real yields, and breakeven inflation is more informative
than DXY alone.

e Watch funding stress: Cross-currency basis, repo rates, credit spreads, and swap-line usage tell you whether dollar
strength is benign or dangerous.

e Separate nominal and real assets: Dollar strength affects equities, bonds, gold, oil, Bitcoin, and EM differently depending
on inflation and growth.

e Map currency exposure: Know whether your portfolio earns dollars, owes dollars, or is merely priced in dollars.

e Hedge deliberately: Currency hedging is not free. It reflects interest-rate differentials and can transform the risk of a
foreign asset.

e Use dollar cash strategically: Dollar cash is an option on future dislocation. It earns yield, preserves liquidity, and can buy
distressed assets during global stress.

¢ Do not confuse de-dollarization headlines with tradable timing: Structural reserve diversification can take decades,
while FX trades move on rates and flows within days.

Dollar regime indicators.

What to watch Interpretation

DXY / broad dollar index DXY, Fed nominal and real broad dollar indexes DXY is market shorthand; broad indexes better reflect
trade exposure. [7][8]

Yield differentials U.S. 2-year yield versus Germany, Japan, Korea; Supports dollar when U.S. real returns rise without
real yield spreads credibility damage.
Inflation credibility Breakevens, inflation swaps, Fed reaction function Dollar-positive if Fed credibility rises; dollar-negative if

inflation looks fiscal or unanchored.

Liquidity stress Cross-currency basis, FRA-OIS, repo, credit spreads  Dollar squeezes can create forced buying of dollars and
selling of risky assets.

Capital flows TIC data, foreign Treasury holdings, ETF flows, Persistent inflows can offset trade deficits and support
equity inflows dollar strength.
Commodities Oil, copper, gold, commodity curves Weak dollar often supports commodities, but supply

shocks dominate in crisis.

Policy and geopolitics Sanctions, fiscal votes, wars, alliance stress, Trust can change slowly, then suddenly if institutional
elections credibility breaks.

Core portfolio use cases.

e Defensive reserve: hold dollar cash or short-term Treasuries as liquidity for crises.
e Macro hedge: use long-dollar exposure when global risk, EM debt stress, or U.S. real-yield advantage is rising.

o Reflation trade: reduce dollar exposure or express short-dollar baskets when global growth improves and U.S. real yields
fall.

e International portfolio design: decide whether foreign equity and bond exposure should be currency-hedged.
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¢ Gold and Bitcoin allocation: understand them as alternatives sensitive to real yields, liquidity, and confidence in fiat
policy, not simple one-for-one dollar shorts.

Final judgment.

The dollar remains the central system of global finance because no rival yet combines U.S.-scale safe
assets, open capital markets, legal credibility, military reach, payment-network integration, and
central-bank liquidity. But the dollar's dominance is not a law of nature. It is a privilege maintained by
institutional quality, fiscal credibility, monetary discipline, market openness, and strategic restraint.
Investors should neither worship the dollar nor dismiss it. They should analyze it as the master variable
linking global liquidity, risk appetite, and the balance sheet of the world.
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