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1. Mesa-Redonda

HEGEMONIA DO DOLAR
E GUERRAS COMERCIAIS

No dia 23 de junho de 2025, foi realizada uma mesa-redonda de alto nivel
intitulada Hegemonia do Dolar e Guerras Comerciais na Sala do Arquivo

da Camara Municipal de Lisboa. A sessao reuniu cerca de duas dezenas

de participantes provenientes de diferentes areas — académica, politica,
empresarial, financeira e da sociedade civil - incluindo antigos governantes,
responsaveis institucionais, gestores e especialistas com experiéncia

em organismos multilaterais. 0 encontro promoveu um debate plural
e multidisciplinar sobre os fatores que sustentam a centralidade

do dadlar no sistema financeiro internacional, os impactos das tensoes
comerciais globais e as perspetivas de transformacao para uma
ordem econdmica mais multipolar, incentivando a partilha de analises

e ao dialogo construtivo entre diferentes setores da sociedade.

www.clubelisboa.pt

bk Grandes poténcias tém grandes moedas.” Esta foi uma das ideias

centrais que marcou a discussao, sublinhando que a hegemonia
de uma moeda ndo é apenas uma questao financeira, mas resulta da
conjugacao de poder geopolitico, profundidade de mercados de capi-
tais e de um contexto historico favoravel. O debate partiu de um diag-
néstico comum: o dolar esta longe de desaparecer no imediato. O que
se assiste é a uma lenta, mas consistente, dindmica de contestacao,
impulsionada por tensdes geopoliticas, avangos tecnoldgicos e pela
emergéncia de uma ordem internacional mais multipolar. O resultado
provavel nao sera a substituicao subita do ddlar, mas uma redistribui-
cao gradual das fungdes monetarias, com a possibilidade de outras
moedas, como 0 euro ou 0 renminbi, conquistarem espago em areas
especificas.

A construcao da dominancia do délar

A trajetdria histérica do délar ajuda a compreender esta dominancia.
Desde a criagdo do sistema da Reserva Federal em 1913, os Estados
Unidos desenvolveram uma estratégia deliberada de aprofundamento
dos mercados financeiros, apoiando o comércio internacional e garan-
tindo liquidez. A cooperacdo entre o Tesouro e a Reserva Federal
consolidou-se ao longo do século XX, com a institucionalizagéo dos
primary dealers nos anos 50 e a difusao do petroddlar, criando um equi-
librio entrincheirado em que os aliados militares e econdmicos dos
EUA detém vastas reservas em délares e estruturam os seus portefé-
lios em torno desta moeda. O mercado de obrigacdes do tesouro, com
uma profundidade sem paralelo, tornou-se o ativo seguro global por
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exceléncia, referéncia para pregos e garantias colaterais em todo
o mundo. Em paralelo, o délar passou a ser a principal moeda de fatu-
racao, liquidacao e reserva, reforgando a sua posicao de “moeda
de espetro total".

Geopolitica e aliancas como fatores estruturais

A geopolitica é parte integrante deste processo. A aceitagdo do délar
ndo decorre apenas da robustez dos mercados financeiros, mas tam-
bém da arquitetura de aliangas norte-americanas e da sua projecao
militar e diplomatica. Uma parte substancial das reservas em doélares
esta concentrada em paises aliados, o que diminui as probabilidades
de qualquer mudanga abrupta. Porém, a utilizacdo da moeda e do sis-
tema financeiro como instrumento de sangdes, aumenta a probabilidade
de alternativas, ainda que estas possam ser limitadas e fragmentadas.

Choques recentes e fragilidades

Nos ultimos anos, choques inesperados puseram a prova a resiliéncia
do ddlar. A guerra comercial e a rutura com os principios do comércio
multilateral criaram incerteza e, em momentos de turbuléncia, regis-
taram-se episddios em que o tradicional movimento de reflgio para
0 dolar nao ocorreu, sugerindo um rebaixamento pontual do seu esta-
tuto de porto seguro. Ainda assim, ndo houve necessidade de interven-
cOes extraordinarias como em 2008 ou 2020, e o sistema manteve
a sua estabilidade. Persistem, no entanto, fragilidades no mercado
de obrigagbes do tesouro, cuja resiliéncia a chogues extremos tem
sido questionada, bem como duvidas sobre a sustentabilidade da divi-
da norte-americana, tendo em conta o equilibrio delicado entre cresci-
mento nominal e taxas de juro de longo prazo. Apesar de os EUA
monopolizarem a emissaode ddlares e contarem com um banco
central disposto a agir como estabilizador, quer do lado do estimulo
ao crescimento, quer do lado do combate a inflacao, a perda de credi-
bilidade politica surge como um fator critico para a manutengéo da
hegemonia do dolar.

Alternativas ao doélar

A procura de alternativas ao dolar ocorre em diferentes frentes. A China
tem investido na criagdo de infraestruturas préprias de liquidagéo e
pagamentos, bem como na promocao do renminbi em transacoes
regionais. O desenvolvimento de moedas digitais e de sistemas basea-
dos em tecnologia blockchain abre novas possibilidades, permitindo
dissociar fungdes monetarias como faturacao, liquidacao e financia-
mento. No entanto, a leitura dominante é que Pequim ndo pretende
substituir o délar nem assumir o oneroso papel de fornecedor de liquidez
global em periodos de crise, fungédo que a Reserva Federal desempe-
nha ha décadas. Os controlos de capitais e as limitagdes institucionais
continuam a restringir a ascensao plena do renminbi.
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Outras moedas, como o délar australiano, o délar neozelandés ou o
délar canadiano, beneficiam de fortes instituicdes e oferecem retor-
nos atrativos em determinados contextos, mas nao dispdem da escala
necessaria para ancorar o sistema financeiro global. O resultado
provavel é um processo de degradacao da dominancia do délar, em
que diferentes fungdes vao sendo contestadas a ritmos distintos.

O euro e a sua janela de oportunidade

O euro foi discutido como a moeda com maior potencial para disputar
parte da centralidade do ddlar. Hoje, a sua utilizagdo concentra-se
sobretudo na Europa e em regides adjacentes, alinhando-se com o
peso das exportagtes e importagdes da Unido. Apesar das dificulda-
des, a moeda demonstrou resiliéncia ao superar a crise soberana
e ao sustentar taxas baixas e mesmo negativas durante varios anos.
A Unido Europeia possui vantagens comparativas assentes na credibi-
lidade das suas instituicbes, no Estado de direito e na lideranca em
“financas verdes". A emissao de divida comum no ambito do NextGe-
nerationEU mostrou que é possivel criar novos instrumentos que am-
pliem o papel do euro. Para que este avance para um estatuto mais
global, serd, porém, necessario concluir a Unido Bancaria, incluindo
um sistema comum de garantia de depdsitos, completar a Unido dos
Mercados de Capitais, criar um ativo seguro europeu em escala sufi-
ciente, aprofundar a integracao fiscal e avangar com o euro digital.
Os obstaculos séo varios: governagao complexa, fragmentacéao juridi-
co-fiscal e auséncia de integragédo operacional em matéria de defesa.

Bretton Woods, BRICS e reformas multilaterais

As instituicdes multilaterais criadas em Bretton Woods refletem a he-
gemonia anglo-saxonica, mas enfrentam hoje uma pressao crescente
para se reformarem, em especial o Fundo Monetario Internacional
(FMI), cujo sistema de quotas ndo acompanha o peso crescente das
economias emergentes. Caso estas reformas ndo avancem, multipli-
car-se-ao mecanismos paralelos, como os que a China ja tem vindo
a promover. Projegdes de longo prazo apontam para que os BRICS
ganhem maior peso relativo em PIB e comércio mundial, reforgando
a tendéncia para uma ordem mais multipolar.

O papel das multinacionais

O papel das multinacionais foi também destacado. Estas operam
numa légica de arbitragem fiscal e regulatodria, valorizando previsibili-
dade, liquidez e seguranca juridica. O délar, até agora, tem oferecido
0 pacote mais atrativo, reforgcando a sua centralidade. Mesmo com
novas tecnologias e recursos estratégicos em regites emergentes,
a procura empresarial continuaré a privilegiar estabilidade e regras
claras, beneficiando a moeda norte-americana enquanto estas condi-
coes se mantiverem.
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Demografia e condicionantes estruturais

Questbes demograficas e estruturais também moldam este panora-
ma. O envelhecimento da Europa e da China contrasta com a dinémica
dos Estados Unidos e da India, com impactos no perfil de risco, na
poupanca e na inovagao. A politica interna, a produtividade e a capaci-
dade de criar mercados internos integrados sao elementos que distin-
guem moedas com vocacgao global.

Perspetivas futuras de comércio

Foi discutida a possivel consolidagao, a longo prazo, de blocos regio-
nais com arranjos proprios de comércio interno, defesa e, em alguns
casos, moedas ou mecanismos de pagamento comuns. Ameérica do
Norte, Unido Europeia, Asia Oriental liderada pela China, India e o Indi-
co, América do Sul sob lideranga do Brasil, Médio Oriente/Turquia e
Africa Austral sdo alguns dos blocos mencionados como provaveis.
Neste cenario, em que cerca de 70% da populacdo mundial estaria
organizada em blocos, o comércio regional prevaleceria sobre o glo-
bal. Embora isso signifigue uma ordem global mais multipolar, a con-
clusdo predominante foi que o délar continuara a desempenhar um
papel dominante, ainda que com uma quota relativa menor e sujeito
a novos desafios.

Conclusao

As conclusdes foram claras: a hegemonia do doélar permanece, mas
nao é absoluta nem inquestionavel. A contestacdo nao se materiali-
zara numa substituicdo abrupta, mas sim num processo gradual de
fragmentacao funcional e regionalizacdo. O euro pode ganhar espaco
se a Uniao Europeia transformar ambigdo em reformas estruturais.
O renminbi continuaré a crescer regionalmente, mas sem vocagao
para assumir o papel de moeda-ancora global. A ordem que se dese-
nha é multicambial, com o délar ainda a frente, mas a partilhar funcdes
com outras moedas e sistemas. Como foi dito, “ndo ha substituto
imediato para o dodlar. Ha, isso sim, uma lenta reconfiguragdo das
funcdes que o ddlar hoje concentra.”

0 orador convidado para esta tertulia foi Jaseem Ahmad,
secretario-geral do Islamic Financial Services Board.

A sessdo contou com os comentarios de Cristina Casalinho,
administradora executiva da Fundagéo Calouste Gulbenkian,
e de José Mourinho Félix, diretor de Relacgdes Internacionais
e Cooperagao do Banco de Portugal, ambos membros

do Clube de Lisboa.
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2. Article by Jaseem Ahmad

DOLLAR DOMINANCE AND HEGEMONY

AFTER “LIBERATION DAY”

he trade war launched by President Trump on 2 April 2025 has

introduced unprecedented uncertainty to prospects for the US
dollar's (USD) dominance. In repudiating the rules-based global trad-
ing system the US appears to aim at incompatible goals: retaining
reserve currency status for the dollar, deemed essential to financing
its fiscal deficits, while at the same time engineering the dollar's de-
preciation to strengthen competitiveness and promote re-industriali-

sation.

The bilateral trade negotiations with individual countries, and the un-
precedented tariffs on China, suggest that the goal is a re-ordering of
international trade and global supply chains with a view to reducing
China's economic power, and undermining its challenge to US hegem-

ony.

At issue is economic and political power wielded by the US. The wide
acceptance of the dollar enables the US to project influence, impose
sanctions, and shape global economic policies. Conversely, the geopo-

litical power of the US reinforces demand for its currency.

But geopolitical power alone is insufficient. Currency dominance re-
quires strategic intent, institutional credibility and economic depth. It
requires deliberate institutional and economic choices in which com-
petition matters. A dominant currency will fail if rivals offer better fi-
nancial and payment systems, or if investors lose confidence in the

fiscal prudence and policy credibility of the authorities.

"Mirran, S. (2024). A Users Guide

to Restructuring the Global o : . .
Toading Systom, Hudson Bay The recent turm0|vt in financial market; has lbe‘en damaging to the
Capital. USD. The currency's unexpected depreciation indicates a lower appe-
R, tite for dollar assets that adversely affects its reserve currency sta-
Xu, C. (2025). Dollar Upheaval: tus, amid further evidence that US Treasury markets are less resilient

This Time is Different. SSRN, . .
6 May 2025. to big shocks".
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it Coppola, A.; Krishnamurthy, A.; Xu,
C. (2023). Liquidity, Debt
Denomination, and Currency
Dominance. NBER Working Paper
Series 2302, February 2023.

¥Menand L. & J. Younger (2023)
Money and the Public Debt:
Treasury Market Liquidity as a
Legal Phenomenon. Columbia Law
School Faculty Publication.

v Ibid (Menand & Younger).

Historical Foundations of the US Dollar’s Dominance

The USD has long been the cornerstone of the global economy, serv-
ing as the world's primary reserve currency, medium of exchange, and
unit of account. Its dominance is rooted in historical, economic, and
geopolitical factors that have solidified its position as the most widely
used currency in international trade, finance, and investment.

“The primary element that generates currency dominance is the sup-
ply of safe and liquid short-term government-backed liabilities"". At a
value of $29 trillion, with daily turnover of $900 billion, the US Treas-
ury market is the deepest and most liquid in the world. But this is not
the result of a policy of laissez faire. Rather, the USD's rise to global
prominence is the result of strategic intent, reflected in a long collab-
oration between the US Treasury and Federal Reserve to develop deep
and liquid capital and debt markets.

The objective of this uniquely successful “monetary and fiscal en-
tanglement” was to provide a resilient institutional foundation for US
government financing”. Additionally, the US sought to escape from
the irksome need for US firms to rely on London and British payment
and settlement systems for their external trade. Geopolitical objec-
tives were an early and enduring feature of US policy. Two critical
measures were the establishment of the Federal Reserve in 1913,
and the Fed's provision of subsidised lending facilities for trade. This
created an ever-increasing demand for trade invoicing and settle-
ment in dollars.

The path to currency dominance was achieved through continuous im-
provements to the institutional infrastructure of financial and bond
markets, culminating in the primary dealer system which ensured
Treasury market liquidity in the early 1950's. This led to a decisive
shift in the demand for dollar reserves. Thus, in 1950 the dollar ac-
counted for 30% of global reserves, but this increased to 60% in 1960.
Today, this share is almost unchanged at 58%."

In addition, the Bretton Woods Agreement of 1944 paved the way for
the dollar's ascent. Under this system, the US dollar was pegged to
gold, and other currencies were pegged to the dollar. This arrange-
ment established the dollar as the central pillar of the international
monetary system.

The Bretton Woods system also led to the creation of the Internation-
al Monetary Fund (IMF) and the World Bank, institutions that further
entrenched the dollar's role in global finance. The US dollar became
the primary currency for international trade and reserves, and its
dominance was reinforced by the economic and military power of the
United States during the Cold War.
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The Dollar’s Role in the Global Economy

Today, the US dollar plays a multifaceted role in the global economy,
encompassing trade, finance, and investment. Its dominance is evident
in several key areas (Figure 1):

1. International Trade: The US dollar is the most widely used currency
for international trade. Commodities such as oil, gold, and agricul-
tural products are predominantly priced and traded in dollars. This
practice, known as “dollar invoicing,” reduces transaction costs and
exchange rate risks for businesses engaged in global trade.

2. Foreign Exchange Reserves: Central banks around the world hold
significant portions of their foreign exchange reserves in US dollars.
According to the IMF, the dollar accounts for approximately 60% of
global foreign exchange reserves, far surpassing other currencies
like the Euro, Yen, and pound Sterling.

3. Global Finance: The US dollar is the dominant currency in global fi-
nancial markets. It is the primary currency for international loans,
bonds, and derivatives. The dollar's liquidity and stability make it the
preferred choice for investors and financial institutions. A key market
that relies critically on dollar liquidity is the FX swap market used for
hedging by pension funds, life insurers and asset managers.

4, Safe-Haven Currency: US Treasuries, and the dollar, have been a
crisis safe haven. Thus, the demand for dollar denominated assets
rises during economic and geopolitical shocks, reflecting a “flight to
safety” during both the Global Financial Crisis in 2008 and in March
2020 at the onset of the Pandemic. However, 2020 saw a new phe-
nomenon: the panic selling of US Treasuries as well as a “dash for
cash” to the dollar.

FIGURE 1. USD IS KEY CURRENCY ACROSS MULTIPLE FUNCTIONS GLOBALLY

Sources: BIS, IMF, Society for Worldwide Interbank Financial Telecommunication (SWIFT) and ECB calculations.
Data as of December 31, 2022.

Notes: the latest data for foreign exchange reserves, international debt and international loans are for the fourth quarter
of 2022. SWIFT data are for December 2022. Foreign exchange turnover data are as of April 2022.

*Since transactions in foreign exchange markets always involve two currencies, shares add up to 200%.
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Benefits of the Dollar’'s Dominance

The dominance of the US dollar confers several benefits to the global
economy and the United States itself:

1. Economic Stability: The widespread use of the dollar provides a sta-
ble and predictable framework for international trade and finance. It
reduces exchange rate volatility and facilitates smoother cross-bor-
der transactions.

2. Lower Transaction Costs: The dollar's ubiquity reduces the need for
currency conversions, lowering transaction costs for businesses
and consumers. This efficiency promotes global trade and invest-
ment.

3. Seigniorage: As the issuer of the world's primary reserve curren-
cy, the United States enjoys significant seigniorage benefits. Sei-
gniorage refers to the profit earned by a government from issuing
currency. The global demand for dollars allows the US to borrow
at lower interest rates and finance its deficits more easily.

Drawbacks of the Dollar’s Dominance

While the dollar's dominance offers numerous advantages, it also
presents certain drawbacks and risks:

1. Global Dependence on US Monetary Policy: The global reliance on
the US dollar means that US monetary policy has far-reaching im-
plications. Decisions made by the Federal Reserve can have signifi-
cant spillover effects on other economies, leading to financial insta-
bility or currency crises in emerging markets.

2. Trade Imbalances: The dollar's role enables the U.S. to sustain large
deficits, but this could lead to long-term vulnerabilities if confidence
erodes.

3. Vulnerability to US Economic Shocks: The global economy's de-
pendence on the dollar makes it vulnerable to shocks originating in
the United States. For example, the 2008 financial crisis had wide-
spread repercussions due to the interconnectedness of global fi-
nancial markets.

4, Sanctions and Weaponisation of the Dollar: The United States has
increasingly used the dollar as a tool of economic statecraft, im-
posing sanctions on countries that it views as violating interna-
tional norms. While often effective in achieving policy objectives,
this practice has led to concerns about the weaponisation of the
dollar.
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Threats to the Dollar’'s Dominance

Despite its entrenched position, the US dollar faces several threats
that could undermine its dominance in the global economy. These
threats stem from economic, technological, and geopolitical develop-
ments:

1. Rise of Alternative Currencies: The emergence of alternative cur-
rencies poses a potential challenge to the dollar's supremacy. The
Euro, introduced in 1999, has become the second-most important
reserve currency, accounting for around 20% of global reserves.
China's Renminbi is also gaining traction, particularly in Asia and
Africa, as China promotes its use in international trade and invest-
ment.

2. Digital Currencies and Cryptocurrencies: The advent of digital cur-
rencies and cryptocurrencies represents a disruptive force in the
global financial system. Central bank digital currencies (CBDCs) are
being developed by several countries, including China, the European
Union, and the United States. These digital currencies could facili-
tate cross-border transactions and reduce reliance on the dollar.

3. Geopolitical Shifts and Multipolarity: The global balance of power is
shifting towards a more multipolar world, with the rise of China,
India, and other emerging economies. As these countries gain eco-
nomic and political influence, they may seek to reduce their depend-
ence on the dollar and promote their own currencies in internation-
al trade and finance.

4, De-Dollarisation Efforts: Some countries are actively pursuing
de-dollarisation strategies to reduce their reliance on the US dollar.
For example, Russia and China have increased their use of local cur-
rencies in bilateral trade and established alternative payment sys-
tems to bypass US-dominated financial networks. The BRICS na-
tions (Brazil, Russia, India, China, and South Africa) are said to have
discussed creating a new reserve currency to challenge the dollar's
dominance.

5. Technological Advancements: Advances in financial technology
(fintech) are transforming the global payments landscape. Innova-
tions such as blockchain technology, instant payment systems,
and digital wallets are making it easier to conduct cross-border
transactions without relying on traditional banking systems or the
US dollar.

Alternatives to Dollar Dominance: Old and New

US policy has long supported a “strong dollar” and “dollar dominance”
while also opposing the development of alternatives.
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www.clubelisboa.pt

US opposition to an Asian Common Currency and to the Asian Mone-
tary Fund, proposed by Japan following the 1997 Asian Financial Cri-
sis, was decisive in their failure. President Trump's recent threat of
100% tariffs on BRICS, and any country trying to “de-dollarize”,
demonstrates continuing determination to deter the development of
alternative currencies and payments systems that could undermine
the dollar's dominance.

However, it has also proved extremely difficult to make even small
inroads to the use of the dollar for trade financing and other functions
in East Asia or elsewhere".

This reflects the absence of deep financial and local currency bond
markets, and limited regional infrastructure of payment and settle-
ment systems for cross border financing, in much of the world. This
underscores the singular nature of the US achievement in ensuring
such deep and liquid financial markets for itself.

The US views China as most likely to seek to displace the dollar and
expects it to follow a similar path through increasing Renminbi trade
invoicing and internationalisation. However, China's multiple initia-
tives, which increase its global economic footprint, may not aim to
mimic the US but to challenge it (Figure 2).

FIGURE 2. CHINA'S CHALLENGE TO USD REFLECTS GLOBAL STRATEGY
Source: Elaborated by the author.

+ China launched Belt and Road Initiative infrastructure program supported by
its policy banks in 2013, like World Bank.
+ Swap lines for trade settlement also provide FX Reserves support, like IMF.

+ Renminbi internationalisation slow progress, but infrastructure for cross-border
transactions settlement in place. Developing digital currency e-CYN.

MULTI-FACETED STRATEGY

BRI infrastructure

. ) Swap lines & Lender of CIPS and e-CNY still small
lending to low income

EMEs comparable to
WB's global role

Last Resort to distressed but platform for future
countries: similar to IMF Renminbi internationalisation

China’s Challenge

China has developed a central role in international trade and in global
supply chains. It is the leading manufacturing centre of the world and
is the largest trading partner for 120 countries, reflecting a global sys-
tem of bilateral and regional free trade agreements. The greater role
for the Renminbi in the global economy to support these develop-
ments is being pursued through the following four elements.

First, to finance its bilateral trade China established subsidiaries of its
development banks in countries across the world to assist in Renmin-
bi as well as dollar financing. It aims to replace this system with an
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alternative messaging and payments and settlements system called
Cross-Border Inter-bank Payment System (CIPS), that is already func-
tional.

Second, China established a system of bilateral swap lines (BLS) that
assists countries in need of balance of payment financing as well as
for trade financing*’. Not all BLS have been utilised, indicating that
they play a contingent or “insurance” role, similar to lines of credit
provided by the IMF. As the Renminbi is part of the IMF's SDR basket
of currencies, BLS can be used to repay IMF loans.

Third, China's Belt and Road Initiative (BRI), which is the largest infra-
structure financing program in the world, is being supported by the
above financing mechanisms. China's BLS, in parallel to the $1 trillion
committed to BRI infrastructure investments, have given China an in-
stitutional role that is comparable to the IMF and the World Bank in
the global economy'i. They have enhanced China's ability to shape the
geopolitical context in the face of US dominance.

Finally, China is developing a digital currency which it has tested in a
trial cross border project with three other central banks (CBs) - the
M-Bridge project™. While this project requires considerable further de-
velopment for it to be fully operational, it has the potential for provid-
ing a fast and cheap alternative to the current US monitored SWIFT
(Society for Worldwide Interbank Telecommunication) messaging and
complementary settlement systems in the US and Europe (Figure 3).

FIGURE 3. CHINA'S ALTERNATIVES TO DOLLAR-BASED PAYMENT

AND SETTLEMENTS: INCLUDES DIGITAL CURRENCY
Source: Elaborated by the author.

Dollar system relies on Belgium based messaging system for payment
instructions (SWIFT) and US based clearing and payment system both
operated by private entities but subject to the directives of the US.
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+ Society for Worldwide Interbank
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a European cooperative with banks
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Global

Payment + Clearing House Interbank Payment
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run by US Fed.

+ China's CIPS combines functions
of both SWIFT and CHIPS.

Infra-structure

eCNY Central Bank

Digital Currency

It should be noted that China has considerable need for dollar financ-
ing of its own for trade financing as well as to support BRI projects.
Nor is China necessarily inimical to the USD's global role. This explains
why China still retains about $700 billion in US Treasuries and per-
haps another $2 trillion in various US securities.
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The Future of Dollar dominance

Amongst the key factors shaping the dollar's prospects three are
noteworthy.

First, the continued unmatched liquidity of US Treasury and financial
markets, and confidence in the safety of US assets. These are ground-
ed in the fiscal strength of the US combined with the independence of
the Federal Reserve and confidence in the rule of law in the US.

Second, the lack of viable alternatives with comparable liquidity and
low transaction costs has reinforced global reliance on the USD.

Third, dollar dominance is supported by US military and geopolitical
alliances. US allies are major holders of USD reserves and major in-
vestors in US financial and real sector assets, resulting in a mutually
reinforcing “Entrenched Equilibrium” of USD dominance and US he-
gemony*.

While US allies hold about 75% of global dollar reserves of $6.5 tril-
lion, their investments in US equity and bond markets are close to $30
trillion*. The scale and scope of these investments in the US makes
them difficult to unwind.

A US debt crisis and loss of confidence in the dollar would involve
heavy US equity market losses and losses on Treasury bonds. This
would also adversely affect US allies. Hence, the US and its allies are
bound together through economic and financial ties. No quick decou-
pling is possible without massive market and economic turmoil.

But, the underlying basis of the dollar's dominance is changing.

First, US Treasury markets are under strain from rising debt issuanc-
es. Thinly capitalised market intermediaries are increasingly unable to
ensure smooth market functioning. Essentially, the massive volume of
debt the US issues to finance its deficits are now too large for the cur-
rent market structure to efficiently manage*'.

Second, alternatives have emerged to US controlled payment and settle-
ment systems. The digital currency & payments and settlement system
developed by China and other central banks are active in cross-border
payments settlement and could be scaled up in a multi-CBDC system
that would bypass both the SWIFT messaging and US or EU payment and
settlement systems. Many countries view such alternatives as a means
to avoiding the widening scope and frequency of US sanctions.

This process is likely to be slow. But parts of the wide-ranging sys-
tems in place are accelerating. Thus, while the value of global trade
denominated in Renminbi has increased from about 2% to 4% in the
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two most recent years, cross-border financial transactions of Chi-
na-based entities in Renminbi have accelerated from virtually zero in
2013 to about 50% of transactions by value in 2023,

Third, a more transactional foreign policy stance by the US could leave
the dollar adrift, unmooring it from its supporting political and securi-
ty foundations.

Given the potential for sharp financial losses and market dysfunction
from a rapid economic separation of the US from its military and se-
curity allies, this scenario is likely to unfold slowly, if at all. Loss of Fed
independence would aggravate the dislocations and would weaken
confidence in the swap lines the Fed established with 14 systemically
important CBs. While these CBs have about $2 trillion in dollar re-
serves, their ability to support the $8 trillion daily FX swap market —
the largest dollar-based market in the global financial system — would
be weakened without the presence of the Fed which alone has the
power to create dollars*.

FIGURE 4. US TREASURY MARKET & FEDERAL RESERVE SUPPORT UNDER
STRAIN

Source: Elaborated by the author.
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Conclusion

US economic and fiscal strength, and its military and geopolitical
dominance, underpins demand for the dollar.

The Petro-dollar system and demand from geopolitical allies ensures
USD reserve currency status. Like 19th century Britain, investors tol-
erate higher US debt because its military power and alliances deters
conflicts that disrupt trade

However, this system is now strained. The combination of rising US
Debt at $36 trillion, with the debt-GDP ratio approaching the peak
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level of 1946, and political gridlock over debts and deficits could un-
dermine investor trust. Disruptions to the global economy, which pre-
viously led to a “flight to safety” in dollars that reinforced its safe
haven status have recently had the opposite effect. The dollar depre-
ciated after 2 April 2025, with evidence of a flight from 10-year Treas-
uries to shorter maturities which could complicate US debt manage-

ment®.

In this context, the changing and sometimes contradictory narrative of
policy proposals by the US introduces potentially damaging uncertain-
ty. Thus, the stated objectives of burden-sharing with allies for the US
security umbrella and for the cost to the US resulting from the USD'’s
reserve status looms as a source of continuing policy uncertainty. The
view that these objectives can be achieved “without material adverse

consequences” seems unrealistic.

“ Acharya V. & T. Laaritis (2025).

Janff War Shook & the Sustaining US global hegemonic status will be challenging in these
venlt | . . B

Treasuries - A Hedging circumstances. This suggests not the end of dollar dominance, but
e e rather the start of a process that will not be easy for the US to man-

@ Ibid (S. Mirran, 2024). age or the global economy to navigate.
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