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1. Introduction: Dollar Demotion, Not Dollar Collapse 

The U.S. dollar is not collapsing. It is being demoted from uncontested monetary hegemon to 
the leading currency within an increasingly plural reserve system. That distinction matters. 
Collapse implies a sudden flight, a broken Treasury market, a failed payment system, and a rapid 
loss of confidence in dollar-denominated assets. Demotion implies something slower, less 
dramatic, and more historically plausible: central banks, sovereign wealth funds, trading blocs, 
commodity exporters, and sanctioned states gradually reduce their dependence on a single 
national currency without abandoning it altogether. The dollar remains dominant, but it is no 
longer treated as structurally unavoidable. 

For decades, the dollar’s power rested on a circular system of trust, liquidity, military protection, 
institutional credibility, and habit. Oil was priced in dollars. Global trade was invoiced in dollars. 
Banks borrowed in dollars. Governments held Treasuries as reserves. Financial crises generated 
demand for dollars, not flight from them. Even critics of U.S. power typically needed access to 
dollar clearing, dollar funding, dollar collateral, and dollar-denominated markets. The dollar was 
not merely a currency. It was the operating language of globalization. 

That system is now changing at the margins, and margins matter. Reserve managers are not 
necessarily dumping dollars. They are adding hedges. Gold purchases, euro allocations, smaller 
reserve currencies, bilateral clearing arrangements, local-currency trade settlement, and 
experiments with digital payment infrastructure all point toward the same underlying logic: 
reduce single-point dependence on Washington, Wall Street, and the U.S. Treasury market. The 
world is not moving from dollar hegemony to yuan hegemony. It is moving from a concentrated 
system to a distributed one. 

This paper argues that the key future question is not whether the dollar disappears. It will not. 
The key question is what happens when the dollar remains central but no longer commands 
automatic obedience. A reserve currency can lose power long before it loses first place. The 
great transformation ahead is therefore not de-dollarization as an event, but dollar demotion as 
a process. 

1.1 The Reserve-Currency Question 

The reserve-currency question asks what governments choose to hold when they store national 
financial power. Foreign-exchange reserves are not ordinary investment portfolios. They are 
emergency buffers, credibility signals, exchange-rate tools, import insurance, sanctions shields, 
and instruments of state survival. A central bank does not hold reserves only to earn yield. It 
holds them because, in a crisis, reserves are supposed to be usable. 

For much of the modern era, the dollar solved this problem better than any alternative. U.S. 
Treasury securities were liquid, deep, widely accepted, and backed by the world’s largest 
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financial system. Dollar markets were open at scale. Dollar-denominated assets could be sold 
quickly. Dollar funding was available through global banks and, in extremis, through Federal 
Reserve swap lines for selected allies. The dollar’s reserve role was therefore not a decorative 
symbol of American prestige. It was a practical answer to the problem of sovereign liquidity. 

But reserve managers now face a more complicated question. What if the safest asset is also 
politically conditional? What if the most liquid reserve currency is issued by a state that uses 
financial access as a strategic weapon? What if holding the dominant reserve asset exposes a 
country not only to interest-rate risk and exchange-rate risk, but also to seizure, freezing, 
exclusion, or coercion? These questions do not automatically destroy demand for dollars, but 
they change the psychology of reserve management. 

The reserve-currency question has therefore shifted. In the twentieth century, the question was: 
what asset is safest in a financial crisis? In the twenty-first century, the question is increasingly: 
what asset is safest in a geopolitical crisis? The answer may still include the dollar, but it no 
longer ends with the dollar. 

1.2 Why the Dollar’s Share Matters 

The dollar’s share of global reserves matters because it measures more than central-bank 
preference. It measures the depth of U.S. financial power. When foreign governments hold 
dollar reserves, they help sustain demand for U.S. government debt. They reinforce the dollar’s 
role in trade and banking. They strengthen the network effects that make dollar use convenient, 
expected, and difficult to avoid. A high reserve share is therefore not just a statistic. It is a pillar 
of American geopolitical leverage. 

Reserve share also affects the United States domestically. Persistent foreign demand for dollar 
assets helps the U.S. borrow more cheaply than it otherwise could. It supports the Treasury 
market as the world’s primary safe-asset pool. It allows the United States to finance deficits with 
unusual flexibility. It gives Washington more room to run fiscal, military, and financial policies 
that would be harder for a normal debtor nation. This is the famous privilege of issuing the 
world’s reserve currency: the liabilities of the United States become the assets of the world. 

When the dollar’s share declines, the effect is not immediate catastrophe. It is cumulative 
pressure. A few percentage points of reserve diversification may not move markets dramatically. 
But over time, lower reserve concentration can mean less automatic Treasury demand, higher 
term premia, greater scrutiny of U.S. deficits, and reduced tolerance for monetary or fiscal 
mismanagement. The United States may still borrow enormously, but it may have to pay more 
for the privilege. The difference between hegemony and primacy is that hegemony receives 
deference; primacy must compete. 
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The dollar’s reserve share also matters symbolically. Once a dominant currency is no longer seen 
as inevitable, the psychology of the system changes. Central banks do not need to abandon the 
dollar to weaken dollar power. They only need to believe that alternatives are prudent, 
respectable, and increasingly necessary. Monetary regimes often change slowly, then suddenly 
appear obvious in retrospect. The decline of a reserve share is one of the early indicators that 
habit is giving way to strategy. 

1.3 The Difference Between Decline, Collapse, and Demotion 

Decline, collapse, and demotion are often confused, but they describe different processes. 
Decline is a measurable reduction in share, influence, or relative advantage. Collapse is a 
sudden loss of functionality and trust. Demotion is a change in rank, status, and obedience 
without total failure. The dollar’s current trajectory is best described as demotion. 

A collapsing dollar would look very different from today’s world. Central banks would flee 
Treasuries in panic. Global trade invoicing would rapidly shift away from dollars. Offshore dollar 
debt markets would break. Commodity markets would reprice into another unit. Financial 
institutions would refuse dollar exposure. The United States would face a classic external 
funding crisis. That is not the present situation. In crises, global actors still often seek dollars. 
The Treasury market still anchors the global financial system. Dollar payment channels remain 
central. No rival currency has yet assembled the full package of convertibility, legal trust, asset 
depth, military reach, and institutional habit required to replace it. 

Demotion is subtler. It occurs when the dollar remains indispensable but becomes less 
exclusive. States continue using it, but they also build alternatives. Allies still hold it, but hedge 
more actively. Adversaries still need it, but design escape routes. Neutral countries still transact 
in it, but resist total dependence. Commodity producers still price in dollars, but experiment 
with other settlement channels. The dollar remains first, but its first-place status becomes 
conditional, contested, and less politically commanding. 

This distinction is essential because exaggerated collapse narratives can obscure the real 
transformation. If analysts wait for a dramatic dollar crash, they may miss the slower 
institutional migration already underway. The dollar can lose geopolitical power even while 
remaining the largest reserve currency. A hegemon does not need to fall to become less feared. 
It only needs to become avoidable at the margin. 

1.4 Thesis: From Monetary Hegemony to Monetary Pluralism 

The thesis of this paper is that the global monetary order is moving from dollar hegemony 
toward monetary pluralism. The future is unlikely to be a clean replacement of the dollar by the 
renminbi, euro, gold, or any single successor. Instead, the world is building a layered reserve 
architecture. The dollar remains the central layer, but other layers are gaining strategic 
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importance: gold for neutrality, the euro for diversification, smaller currencies for safety and 
optionality, regional arrangements for political autonomy, commodity settlement for resource 
blocs, and digital infrastructure for bypass and redundancy. 

This is not a frictionless transition. Monetary pluralism may reduce U.S. coercive power, but it 
may also increase instability. A single dominant currency creates dependency, but it also creates 
coordination. A more fragmented system gives states more room to maneuver, but it can reduce 
liquidity, complicate crisis response, and generate competing financial blocs. The post-dollar-
hegemonic world may be freer in some respects and more dangerous in others. 

For the United States, the central challenge is credibility. Dollar power ultimately rests not only 
on military strength or market size, but on trust that dollar assets are liquid, lawful, and broadly 
usable. If U.S. fiscal policy appears reckless, if sanctions are overused, if political dysfunction 
threatens debt payments, or if dollar access becomes too openly conditional on geopolitical 
obedience, diversification will continue. The world may not find a perfect substitute, but it does 
not need one. It only needs enough substitutes to reduce dependence. 

The coming era is therefore best understood as the world after automatic dollar obedience. The 
dollar will remain powerful. It will remain liquid. It will remain embedded in contracts, debt, 
trade, and reserves. But its monopoly aura is fading. The reserve system of the future will not be 
dollarless. It will be less dollar-centered, less Washington-centered, and less obedient to a single 
sovereign balance sheet. That is dollar demotion. 

 

2. The Dollar System as Global Financial Operating System 

The dollar system is not merely a matter of exchange rates or central-bank reserve percentages. 
It is a global operating system for finance, trade, credit, collateral, sanctions, and crisis 
management. Its power comes from integration. A government may hold Treasuries as reserves, 
a corporation may invoice exports in dollars, a bank may borrow in offshore dollar markets, a 
commodity trader may price oil in dollars, and a central bank may intervene in foreign-exchange 
markets using dollar liquidity. These functions reinforce each other. The dollar is useful because 
everyone uses it, and everyone uses it because it is useful. 

This circularity is the essence of monetary hegemony. The dollar became more than the 
national currency of the United States. It became the settlement layer of globalization. The 
United States exported not only goods, capital, and military power, but balance-sheet 
infrastructure. Dollar liabilities became the world’s reserve assets. U.S. Treasury securities 
became the closest thing to a universal safe asset. Dollar funding markets became the 
bloodstream of international banking. American financial law, payment systems, and sanctions 
mechanisms became embedded in the daily operations of global commerce. 
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This system did not arise from market choice alone. It was built by war, diplomacy, institutions, 
oil politics, banking networks, legal credibility, military reach, and repeated crises in which the 
world discovered that dollar liquidity was indispensable. The result was a monetary order in 
which the dollar served several roles at once: reserve asset, trade unit, funding currency, 
collateral instrument, payment medium, and geopolitical control channel. No rival currency has 
yet replicated this full stack. 

Dollar demotion therefore cannot be understood by looking only at one number, such as the 
dollar’s share of reserves. The reserve share is important, but it is only one layer of a much 
larger architecture. A country may reduce dollar reserves while still borrowing in dollars, 
invoicing in dollars, trading commodities in dollars, or relying on dollar liquidity in a crisis. 
Conversely, a state may wish to escape dollar dependence but discover that each exit route 
leads back to some dollar-linked function. The dollar system’s strength lies in its networked 
structure. 

Yet networked systems can also decay unevenly. A global operating system does not fail all at 
once. Users add parallel systems. They build backups. They seek redundancy. They keep the old 
system because it still works, but they stop trusting it as their only option. This is the beginning 
of dollar demotion: not the disappearance of the operating system, but the emergence of 
alternative layers around it. 

2.1 Bretton Woods and the Institutional Birth of Dollar Centrality 

The modern dollar order was born from the ruins of war. By the end of the Second World War, 
the United States possessed unmatched industrial capacity, vast gold reserves, military reach, 
and creditor status. Europe and Japan were devastated. Britain, whose pound sterling had once 
anchored imperial trade and finance, emerged weakened and dependent. The balance of power 
had shifted decisively. The dollar did not become central because of theory alone; it became 
central because the United States was the only power capable of underwriting a new financial 
architecture at scale. 

Bretton Woods institutionalized this shift. The postwar system linked currencies to the dollar, 
and the dollar to gold. This arrangement gave other countries exchange-rate stability while 
placing the United States at the center of monetary settlement. The International Monetary 
Fund and World Bank emerged within a dollar-centered order, and postwar reconstruction 
expanded the reach of American financial influence. The dollar became the bridge between 
national currencies and the global system. 

The Bretton Woods design contained a built-in tension. The world needed dollars for reserves, 
trade, and liquidity, but the more dollars the United States supplied, the more pressure 
accumulated against the gold convertibility promise. A reserve-currency issuer must provide 
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liabilities to the world. Yet those liabilities can eventually exceed confidence in the issuer’s 
ability or willingness to redeem them on the original terms. This tension was not a technical 
flaw. It was the structural paradox of monetary leadership: the world’s safe asset is someone 
else’s debt. 

When gold convertibility ended, the dollar did not lose its central role. Instead, the system 
transformed. The dollar was no longer anchored by formal gold redemption, but by Treasury 
markets, oil pricing, U.S. military power, institutional habit, and the absence of a better 
alternative. The post-gold dollar became more flexible and more political. It no longer derived 
authority from a metallic promise. It derived authority from the size, liquidity, and coercive 
reach of the American-led financial system. 

This transition is crucial for understanding the present. The dollar has already survived one 
major demotion: from gold-backed anchor to fiat reserve currency. Its survival after the end of 
convertibility showed that reserve systems depend not only on formal rules, but on network 
effects and institutional inertia. The world kept using dollars because trade, banking, debt, and 
reserves were already organized around them. This history warns against simplistic collapse 
predictions. It also shows that the dollar’s role can change profoundly without disappearing. 

Bretton Woods created the institutional birth of dollar centrality, but the post-Bretton Woods 
era created something even more powerful: a dollar system without a fixed metallic constraint. 
That system allowed the United States to run persistent deficits, supply global liquidity, and 
finance geopolitical reach. It also laid the foundation for today’s concerns. Once the dollar 
became a fiat instrument backed by state power and market confidence, its future depended on 
the credibility of that state and the willingness of others to keep accepting its liabilities. 

2.2 The Treasury Market as Reserve Infrastructure 

The U.S. Treasury market is the physical infrastructure of dollar hegemony. It is where dollar 
centrality becomes investable. A reserve currency requires more than widespread use. It 
requires a vast supply of assets that central banks, banks, insurers, sovereign funds, and private 
investors can hold with confidence. These assets must be liquid, standardized, legally secure, 
and usable as collateral. U.S. Treasury securities have fulfilled that role more completely than 
any other instrument in the modern financial system. 

Treasuries are often described as safe assets, but their importance is broader than safety. They 
are balance-sheet tools. They are used to store reserves, price risk, secure loans, meet 
regulatory requirements, manage liquidity, and define the benchmark yield curve for global 
finance. Their market depth allows enormous quantities to be bought and sold without the 
same liquidity problems that would arise in smaller sovereign-bond markets. For reserve 
managers, this matters. A reserve asset is only as useful as its ability to be mobilized in stress. 
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The Treasury market also allows the United States to transform its public debt into global 
monetary infrastructure. What would be a domestic fiscal liability for another country becomes, 
in the American case, a reserve instrument for the world. This is the core privilege of the dollar 
system. The United States borrows in its own currency from the rest of the world, and the rest 
of the world treats that borrowing as a foundation of financial safety. American deficits 
therefore play a dual role: they raise questions about fiscal sustainability, but they also create 
the assets that the global system demands. 

This dual role produces a strange dependency. Foreign reserve managers may worry about U.S. 
debt levels, political dysfunction, inflation risk, or sanctions policy, yet they still need liquid 
reserve assets. If they reduce Treasury holdings too quickly, they may damage the very markets 
in which their remaining assets are held. If they diversify into smaller markets, they may face 
lower liquidity and higher volatility. If they move into gold, they gain political neutrality but lose 
yield and some financial flexibility. If they shift into the renminbi, they confront convertibility 
and governance constraints. The Treasury market remains hard to replace because it is not 
merely large; it is institutionally embedded. 

The Treasury market also underwrites American sanctions power. Because so much global 
finance touches dollar assets, dollar clearing, or U.S.-regulated institutions, Washington can 
influence transactions far beyond its borders. Treasury securities, dollar payments, 
correspondent banking, and compliance systems form a web of jurisdictional leverage. The 
same market that gives the world liquidity gives the United States surveillance and coercive 
capacity. 

This creates the central contradiction of the modern reserve system. The Treasury market is 
attractive because it is deep, liquid, and supported by the United States. But it is risky because it 
is controlled by the United States. The safest financial asset can become politically unsafe for 
states that fear exclusion or confiscation. As this perception spreads, the reserve function of 
Treasuries remains intact, but their unquestioned neutrality erodes. 

Dollar demotion therefore begins not with the disappearance of Treasury demand, but with the 
reclassification of Treasuries in the minds of reserve managers. They remain essential. They 
remain liquid. They remain central. But they are no longer imagined as politically neutral in the 
way they once were. That shift is subtle, but historically significant. 

2.3 Trade Invoicing, Offshore Dollar Debt, and Banking Liquidity 

The dollar’s power extends far beyond official reserves. It dominates because trade, debt, and 
banking liquidity are deeply dollarized. A country can reduce the dollar share of its reserves and 
still live inside the dollar system if its importers pay in dollars, its exporters invoice in dollars, its 



12 
 

corporations borrow in dollars, and its banks rely on dollar funding markets. This is why de-
dollarization is difficult. The dollar is not one habit. It is many habits layered together. 

Trade invoicing is one of the strongest network effects. When commodities, manufactured 
goods, shipping contracts, and intermediate inputs are priced in dollars, firms have a reason to 
keep dollar accounts, hedge dollar exposure, and borrow in dollars. Even trade between two 
non-U.S. countries may be invoiced in dollars because the dollar provides a common unit, deep 
hedging markets, and predictable price comparison. This creates inertia. Once supply chains are 
organized around a dominant invoicing currency, changing that currency introduces accounting, 
contractual, and risk-management costs. 

Offshore dollar debt reinforces the same structure. Firms, banks, and governments outside the 
United States borrow in dollars because dollar markets are deep and often cheaper or more 
liquid than local-currency alternatives. But dollar borrowing creates dollar repayment needs. A 
company that earns revenue in local currency but owes debt in dollars becomes exposed to 
exchange-rate risk. A government whose banks borrow in dollars must worry about dollar 
shortages. A central bank whose domestic financial system has dollar liabilities must hold dollar 
reserves. Thus, private borrowing decisions generate public reserve needs. 

Banking liquidity completes the loop. International banks operate through dollar funding 
markets because cross-border trade, securities financing, derivatives, and corporate lending 
require dollar settlement. In times of stress, demand for dollar liquidity often rises rather than 
falls. This crisis behavior strengthens the dollar’s role. When markets panic, participants seek 
the currency in which debts are owed and collateral is accepted. The dollar becomes not only a 
reserve asset but a crisis instrument. 

This explains why the dollar can strengthen during global shocks even when the shock originates 
in the United States or involves American policy failure. The world may distrust Washington 
politically, yet still need dollars mechanically. Dollar debt must be serviced. Dollar collateral 
must be posted. Dollar margin calls must be met. Dollar trade finance must continue. In such 
moments, the dollar’s geopolitical legitimacy and its balance-sheet necessity separate. States 
may resent the system while depending on it. 

Efforts to bypass the dollar therefore confront more than central-bank portfolio allocation. They 
must replace invoicing conventions, debt markets, hedging instruments, payment channels, 
bank balance sheets, and legal frameworks. Local-currency trade agreements can reduce 
dependence at the margin, especially among politically aligned states, but they do not 
automatically create deep financial markets. Bilateral clearing can avoid dollars in specific 
transactions, but it may not solve the problem of global liquidity. Commodity settlement in non-
dollar currencies can signal autonomy, but producers still need reserves that can be used widely. 
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The dollar’s trade and debt network is therefore a powerful brake on rapid de-dollarization. Yet 
it is also a source of vulnerability. The more the world experiences dollar dependence as a 
strategic risk, the more states will seek partial insulation. They may not be able to escape the 
dollar system completely, but they can reduce the most dangerous forms of exposure. They can 
shift some trade settlement into local currencies, build swap lines outside the Federal Reserve 
network, accumulate gold, diversify reserves, and create regional payment alternatives. Each 
step is small. Together, they represent the slow fragmentation of dollar centrality. 

2.4 The Dollar as Collateral, Settlement Medium, and Safe Asset 

The dollar’s deepest role is not simply that it is held or used. It is trusted as collateral. Collateral 
is the hidden architecture of modern finance. It determines what can be borrowed, pledged, 
leveraged, rehypothecated, margined, and settled. A currency that supplies the dominant 
collateral instruments occupies a position of extraordinary structural power. U.S. Treasuries and 
dollar cash equivalents sit at the center of this system. 

As collateral, dollar assets do more than store value. They unlock transactions. They support 
derivatives markets, repo markets, securities lending, bank liquidity management, and central-
bank operations. In a highly financialized world, the ability to pledge an asset matters almost as 
much as the ability to spend it. Treasuries are useful because they are widely accepted by 
counterparties. Their acceptance reduces transaction costs and increases balance-sheet 
flexibility. This gives them a network advantage that is very difficult for rivals to replicate. 

As a settlement medium, the dollar provides finality across borders. Banks, corporations, 
commodity traders, insurers, and financial institutions rely on dollar payment channels because 
they are standardized and globally recognized. Settlement is not glamorous, but it is sovereign 
power in operational form. Whoever controls the dominant settlement rails can observe, delay, 
block, or condition access to transactions. This is why dollar clearing is not merely a technical 
service. It is a strategic chokepoint. 

As a safe asset, the dollar occupies a psychological role. In crises, investors often seek what they 
believe others will also seek. Safety is partly fundamental and partly collective expectation. The 
dollar benefits from a self-reinforcing belief that it will remain liquid when everything else 
becomes uncertain. This belief has been validated repeatedly by crisis behavior. When the 
global system trembles, demand for dollars often rises because debts, collateral needs, trade 
obligations, and institutional habits converge. 

But the safe-asset role is now under political stress. Safety once meant protection from market 
loss, inflation, default, or liquidity failure. Increasingly, safety also means protection from 
geopolitical seizure or exclusion. A reserve asset that is safe from market panic but vulnerable to 
sanctions may not be safe in the full sovereign sense. For U.S. allies, this distinction may matter 
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less. For rivals, nonaligned powers, and states that fear future conflict with Washington, it 
matters greatly. 

Gold’s renewed appeal must be understood in this context. Gold is not a superior payment 
system. It is not a deep bond market. It does not provide yield or flexible collateral in the same 
way Treasuries do. But it has one attribute that Treasuries lack: it is not another country’s 
liability. In a world where reserves can be frozen, neutrality becomes a form of yield. Gold’s rise 
in central-bank portfolios is therefore not a nostalgic return to the nineteenth century. It is a 
twenty-first-century response to the politicization of financial infrastructure. 

The dollar remains the dominant collateral, settlement, and safe-asset system because no 
competitor yet offers the same combination of liquidity, legal depth, institutional acceptance, 
and crisis functionality. But the meaning of safety is changing. The market still asks whether an 
asset can be sold. The state now also asks whether it can be seized. The answer to that second 
question is one of the forces driving dollar demotion. 

The future reserve system may therefore separate functions that the dollar once unified. One 
asset may be used for liquidity, another for political neutrality, another for regional trade, 
another for digital settlement, and another for commodity exchange. The dollar’s great 
achievement was to combine these functions into one operating system. Dollar demotion 
begins when states decide that no single sovereign currency should be trusted with all of them. 

 

3. Measuring the Decline: What Reserve-Share Data Actually Shows 

The dollar’s decline in global foreign-exchange reserves is real, but it must be measured 
carefully. Reserve-share data can easily be turned into political theater. A falling dollar 
percentage can be presented as proof of imminent collapse, while a temporary quarterly 
increase can be presented as proof that nothing is changing. Both interpretations are too 
simple. The reserve data shows a long-term reduction in dollar concentration, not a sudden 
abandonment of the dollar system. It shows diversification, not replacement. It shows strategic 
hedging, not yet a complete monetary revolt. 

The most important fact is the direction of travel. The dollar once accounted for more than two-
thirds of allocated global foreign-exchange reserves. It now occupies a lower range, around the 
high-fifties, depending on the quarter and method of measurement. This is a large decline in 
historical terms. A reserve currency that moves from overwhelming dominance to narrower 
dominance has not failed, but it has lost part of its monopoly aura. Central banks still hold 
dollars because they need liquidity, collateral, and access to the Treasury market. But they 
increasingly hold other assets because they also need political insulation, diversification, and 
optionality. 
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The second important fact is that reserve-share data is not a direct vote on American power. It is 
a composite measurement affected by exchange rates, asset prices, reporting practices, country 
composition, reserve growth, and central-bank strategy. A dollar share can fall because central 
banks actively sell dollars. It can also fall because the euro, yen, gold, or other currencies rise in 
dollar terms. It can fall because new reserve accumulation happens outside the dollar. It can fall 
because some countries report differently, because unallocated reserves are treated differently, 
or because the global reserve pool changes composition. A percentage is not the same as a 
transaction. 

This distinction matters because the reserve system is not a referendum held every quarter. It is 
a balance-sheet ecology. Central banks do not typically move like retail traders. They adjust 
slowly, preserve liquidity, avoid destabilizing their own holdings, and diversify incrementally. A 
reserve manager may conclude that dollar exposure is too concentrated but still avoid selling 
dollars aggressively, because a disorderly move could damage the value of remaining reserves 
and disturb domestic exchange-rate management. Reserve diversification is therefore often 
expressed through marginal flows rather than dramatic exits. 

The third important fact is that official foreign-exchange reserves are only one layer of dollar 
power. The dollar may decline as a reserve share while remaining dominant in trade invoicing, 
debt issuance, banking, derivatives, payment settlement, and collateral. Conversely, a country 
may hold fewer dollar reserves but still depend heavily on dollar funding. Reserve-share decline 
is therefore a signal, not the whole system. It tells us that official balance sheets are becoming 
less dollar-concentrated. It does not prove that the global financial operating system has already 
been replaced. 

The proper interpretation is therefore neither complacency nor hysteria. The dollar’s reserve-
share decline is serious because it reveals a long-term weakening of exclusive dependence. It is 
not catastrophic because the dollar still occupies the central reserve position and no single rival 
has replicated its full institutional stack. The data points to demotion: a shift from dominance by 
default toward dominance by competition. 

3.1 The Dollar’s Fall from Late-Twentieth-Century Supremacy 

The late-twentieth-century dollar was not merely first among currencies. It was overwhelmingly 
first. Its reserve share reflected the accumulated effects of Bretton Woods, postwar 
reconstruction, oil pricing, U.S. military power, deep capital markets, and the absence of a 
credible alternative. By the 1990s, the dollar had survived the end of gold convertibility, the 
inflationary crises of the 1970s, the Volcker shock, the Latin American debt crises, the rise of 
Japan, the collapse of the Soviet Union, and the globalization of finance. It emerged from those 
decades as the central currency of the unipolar moment. 
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That late-century supremacy rested on a unique geopolitical environment. The United States 
was the dominant military power, the leading financial power, the issuer of the most liquid safe 
assets, and the organizer of the post-Cold War order. The European monetary project was still 
incomplete. China had not yet become the manufacturing and trade giant it later became. 
Russia was weakened. Emerging markets were more dependent on dollar funding and Western 
financial institutions. In that environment, the dollar’s reserve share was not surprising. It 
matched the structure of global power. 

The decline from that peak has been gradual but meaningful. A movement from the low-
seventies to the high-fifties may sound moderate compared with apocalyptic predictions, but in 
reserve-currency terms it is substantial. Reserve systems are conservative. Central banks change 
slowly. A loss of more than ten percentage points in share represents many years of 
diversification, changing confidence, and altered strategic assumptions. It means that a 
significant portion of the world’s official reserve managers no longer see maximum dollar 
concentration as optimal. 

However, the decline has not produced a clean successor. The euro absorbed part of the 
diversification after its creation, but it has never fully displaced the dollar because Europe lacks 
a unified fiscal sovereign comparable to the U.S. Treasury. The renminbi has gained symbolic 
importance but remains constrained by capital controls, convertibility limits, governance 
concerns, and the structure of China’s financial system. The yen, sterling, Swiss franc, Canadian 
dollar, Australian dollar, and other reserve currencies offer safety or diversification, but none 
has the scale to replace the dollar. Gold has gained renewed appeal, but it does not function like 
a modern sovereign-bond market. 

This is why the dollar’s fall from late-twentieth-century supremacy should be understood as 
dilution rather than succession. The dollar has not been replaced by one rival. It has been 
diluted across several reserve alternatives. This dilution is exactly what one would expect in a 
world moving from unipolarity toward geopolitical fragmentation. Central banks are not 
necessarily choosing a new hegemon. They are reducing exposure to the old one. 

The psychological significance may be greater than the numerical change alone. The dollar’s 
high reserve share once expressed a presumption: that holding dollars was the obvious, neutral, 
professional, and liquid choice. As the share declines, that presumption weakens. Holding 
dollars remains normal, but holding fewer dollars also becomes normal. Gold accumulation 
becomes normal. Diversification into secondary currencies becomes normal. Local-currency 
settlement experiments become normal. Once diversification becomes standard practice rather 
than an ideological statement, the reserve system has entered a new phase. 
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The late-twentieth-century dollar was the currency of a world that believed globalization would 
run through American financial infrastructure. The twenty-first-century dollar remains central, 
but it serves a world that increasingly expects geopolitical interruption, sanctions risk, supply-
chain fragmentation, fiscal stress, and strategic rivalry. The reserve share is adjusting to that 
new world. 

3.2 Allocated Reserves, Unallocated Reserves, and COFER Limitations 

The most widely cited reserve-share data comes from the IMF’s Currency Composition of 
Official Foreign Exchange Reserves, commonly known as COFER. COFER is indispensable, but it is 
not a perfect window into every central-bank decision. It reports the currency composition of 
official foreign-exchange reserves based on country reporting and IMF methodology. For long-
term analysis, it provides the essential map. But like all maps, it simplifies the terrain. 

One key issue is the distinction between allocated and unallocated reserves. Allocated reserves 
are reserves whose currency composition is identified in the dataset. Unallocated reserves are 
reserves for which currency composition is not disclosed in the same way. Historically, this 
distinction mattered because the reported shares of currencies were based on the allocated 
portion, not necessarily on the entire reserve universe. If the composition of unallocated 
reserves differed meaningfully from allocated reserves, then the headline shares could misstate 
the full global distribution. 

This does not make COFER useless. It means the data must be treated with methodological 
humility. A headline dollar share is not a perfect census of every official reserve dollar in the 
world. It is an estimate or reported composition within a structured reporting system. The more 
complete and consistent the reporting, the stronger the inference. The less complete the 
reporting, the more analysts must ask what is hidden in the unallocated portion, which 
countries are reporting, and whether changes in reporting practices affect the trend. 

Another issue is that COFER measures foreign-exchange reserves, not all sovereign stores of 
value. Gold is generally treated separately from foreign-exchange reserves. Sovereign wealth 
fund assets may not be captured in the same way as central-bank reserves. State-owned banks, 
stabilization funds, strategic commodity reserves, and other public-sector balance sheets can 
hold assets that reflect reserve-like motives without appearing in the narrow foreign-exchange 
reserve composition. If a country reduces dollar foreign-exchange reserves but increases gold or 
nontraditional sovereign assets, the political meaning may be larger than the COFER currency 
table alone indicates. 

COFER also does not fully reveal the motive behind allocation. A reserve manager may hold 
euros for diversification, yen for liquidity, sterling for historical or market reasons, Swiss francs 
for safety, renminbi for political signaling, or gold for sanctions insulation. The same portfolio 
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change can reflect different motives in different countries. A rise in non-dollar reserves may be 
driven by ordinary portfolio theory, geopolitical fear, regional trade patterns, exchange-rate 
management, or diplomatic alignment. The data shows the allocation. It does not directly show 
the psychology. 

The country composition of reserve growth also matters. If global reserves rise because surplus 
countries accumulate more reserves, the currency choices of those countries can shift global 
shares even without widespread selling by others. A dollar share can decline because new 
reserve accumulation is disproportionately placed into non-dollar assets. That is different from a 
synchronized liquidation of dollar holdings. The first is slow diversification; the second would be 
panic. The data must be read in a way that distinguishes the two. 

There is also the question of liquidity layers within reserves. Central banks do not hold all 
reserves for the same purpose. Some reserves must be immediately usable for intervention or 
crisis liquidity. Other reserves can be invested with a longer horizon. A central bank may keep its 
most liquid tranche heavily dollarized while diversifying less urgent reserves into other 
currencies or gold. Headline shares may not reveal this internal structure. A lower dollar share 
does not necessarily mean the dollar has lost its role as the first-response crisis asset. It may 
mean that reserve managers are separating liquidity reserves from strategic reserves. 

The limitation, then, is not that COFER exaggerates or understates dollar decline in a simple way. 
The limitation is that COFER must be interpreted as a reserve-composition indicator, not as a 
complete theory of monetary power. It captures an important layer of official holdings. It does 
not capture every form of dollar dependence, every motive for diversification, every non-FX 
asset, or every hidden strategic choice. A serious analysis must use COFER as the beginning of 
interpretation, not the end. 

3.3 Valuation Effects Versus Active Portfolio Rebalancing 

One of the most common mistakes in interpreting reserve-share data is to confuse valuation 
effects with active portfolio rebalancing. Reserve shares are usually expressed in dollar terms. 
That means changes in exchange rates can alter the reported share of each currency even if 
central banks make few or no active changes to the underlying assets they hold. A strengthening 
dollar can mechanically reduce the dollar value of euro, yen, sterling, or other currency 
reserves. A weakening dollar can mechanically raise the dollar value of non-dollar reserves. In 
both cases, the percentage shares move even if reserve managers do little. 

This is a crucial point. Suppose a central bank holds a fixed portfolio of dollars, euros, and yen. If 
the euro appreciates against the dollar, the dollar value of the euro portion rises. The dollar’s 
share of the total portfolio falls mechanically. No one had to sell dollars. Conversely, if the dollar 
appreciates strongly, the dollar value of non-dollar holdings falls relative to dollar holdings, and 
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the dollar share can rise. No one had to buy dollars. The headline percentage changes, but the 
portfolio decision may not. 

Valuation effects are especially important over short horizons. Quarter-to-quarter movements 
in reserve shares can be dominated by exchange-rate changes, interest-rate changes, or asset-
price changes. It is therefore unwise to interpret a single quarter as proof of a new regime. A 
quarterly drop in the dollar share does not necessarily mean central banks are dumping dollars. 
A quarterly increase does not necessarily mean dollar confidence has returned. Short-term 
reserve-share movements must be decomposed before they are given geopolitical meaning. 

Active portfolio rebalancing is different. It occurs when reserve managers deliberately change 
the currency composition of reserves through purchases, sales, maturities, reinvestment 
choices, or new accumulation. This is the behavior that matters most for long-term dollar 
demotion. If central banks consistently allocate marginal reserve growth away from dollars, or 
gradually reduce dollar exposure when bonds mature, the dollar share can decline without a 
dramatic sell-off. This is slow, professional, and difficult to sensationalize, but it is structurally 
important. 

The difference between valuation and rebalancing also matters for forecasting. A decline caused 
mostly by exchange-rate effects may reverse if the dollar strengthens. A decline caused by 
sustained allocation changes is more durable. If the dollar share falls during a period of dollar 
weakness, analysts must ask whether central banks actually sold dollar assets or whether non-
dollar assets simply rose in value. If the share continues falling across multiple currency cycles, 
the case for structural diversification becomes stronger. 

Reserve managers have strong reasons to rebalance gradually. Large central banks cannot move 
like hedge funds. Their trades can affect markets, exchange rates, and diplomatic relationships. 
They may also avoid publicly signaling a loss of confidence in the dollar because that could 
reduce the value of their existing holdings. In practice, diversification can occur quietly through 
new reserve accumulation, reduced reinvestment into Treasuries, longer-term shifts in 
benchmark portfolios, increased gold purchases, and bilateral arrangements outside the visible 
reserve table. 

Gold complicates the valuation question further. A central bank that buys gold may be reducing 
dependence on dollar assets even if the dollar share of foreign-exchange reserves does not fully 
capture the shift. If gold rises in price, the value of the central bank’s non-dollar sovereign 
reserve position increases. Because gold is not a foreign-exchange currency in the usual COFER 
sense, a narrow focus on currency reserves may understate the political importance of gold 
accumulation. The reserve manager may not be replacing dollars with euros or yuan. It may be 
replacing part of the dollar system with a non-sovereign asset. 
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The most useful analytical approach is therefore to separate three forces: valuation effects, flow 
effects, and strategic effects. Valuation effects come from exchange rates and market prices. 
Flow effects come from where new reserves are accumulated. Strategic effects come from a 
change in the desired long-term reserve architecture. A single data release can contain all three. 
The art of interpretation is to avoid mistaking one for another. 

In this paper, the dollar’s decline is treated as a long-term structural trend, not because every 
quarterly movement proves active selling, but because the multi-decade direction is consistent 
with a world of reserve diversification, geopolitical hedging, and reduced willingness to hold all 
sovereign liquidity in one national currency. Valuation effects may explain some of the 
movement. They do not erase the broader pattern. 

3.4 Why a Falling Share Does Not Automatically Mean Panic 

A falling dollar reserve share does not automatically mean panic because reserve diversification 
can be orderly, rational, and slow. Central banks diversify for many reasons that do not imply 
immediate loss of confidence. They may seek better portfolio balance. They may match reserves 
more closely to trade patterns. They may reduce exposure to interest-rate risk. They may hedge 
sanctions risk. They may increase gold for political neutrality. They may hold more euros 
because regional trade and financial links justify it. These actions can reduce the dollar’s share 
without signaling a run. 

Panic has a different signature. Panic would involve disorderly selling, sharp dysfunction in 
Treasury markets, a broad refusal to hold dollar assets, breakdown in dollar funding markets, 
commodity repricing away from dollars at speed, and emergency policy action to defend the 
currency. That is not the normal pattern observed in gradual reserve diversification. The dollar 
can lose share while still serving as the primary safe asset in crises. Indeed, one of the 
paradoxes of the present system is that many actors want less long-term dollar dependence but 
still want more dollars during immediate market stress. 

This paradox reflects the difference between strategic preference and operational necessity. 
Strategically, a state may want to reduce exposure to U.S. financial power. Operationally, its 
banks, firms, and public institutions may still need dollars to settle trade, service debt, post 
collateral, and stabilize exchange markets. The result is a dual behavior: diversify in calm 
periods, seek dollars in crises. That dual behavior is not irrational. It is exactly what one would 
expect in a system where the dominant currency is both useful and politically risky. 

A falling share also does not mean the dollar has lost first place. Reserve systems are relative. 
The dollar can decline and still remain far ahead of any individual competitor. The euro may be 
the second pillar, but it does not possess a unified Treasury market equivalent to the U.S. 
Treasury system. The renminbi may reflect China’s trade power, but it does not yet offer the 
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openness and convertibility expected of a dominant reserve currency. Gold may provide 
neutrality, but it does not provide the same yield, payment infrastructure, or collateral elasticity. 
Smaller currencies may provide diversification, but their markets are not large enough to absorb 
a massive global shift. The dollar’s decline therefore produces pluralism before replacement. 

A falling dollar share may even reflect the maturation of the global financial system. In the 
immediate postwar and unipolar eras, dollar concentration was partly a result of limited 
alternatives. As other economies developed deeper markets, reserve managers gained more 
choices. Some decline in dollar share was therefore likely even without geopolitical conflict. The 
question is not whether diversification exists, but whether its motive has changed. Today, 
diversification is not only financial. It is increasingly strategic. 

This is where the panic narrative misses the deeper point. Dollar demotion is important 
precisely because it can happen without panic. A reserve currency does not need to crash in 
order to lose monopoly power. It can be slowly hedged against. It can remain useful while 
becoming less trusted. It can remain dominant while becoming less feared. It can remain central 
while no longer being treated as neutral. The political consequences accumulate long before the 
market system breaks. 

For the United States, this makes the trend more dangerous than a simple crisis narrative 
suggests. A sudden dollar crisis would be obvious and would force emergency response. A slow 
demotion can be normalized, denied, or explained away quarter by quarter. Each individual 
movement may appear manageable. A small increase in gold holdings here, a modest euro 
allocation there, a bilateral clearing agreement elsewhere, a local-currency energy settlement, a 
regional payment network, a reduced Treasury reinvestment ratio: none of these alone ends 
dollar dominance. Together, they change the architecture of global obedience. 

The correct conclusion is therefore balanced. The falling dollar share does not prove that the 
dollar is collapsing. It does prove that the world is becoming less willing to concentrate 
sovereign reserves in a single national currency. It does not imply that the renminbi, euro, or 
gold will suddenly replace the dollar. It does imply that reserve managers increasingly prefer 
optionality. It does not signal panic. It signals preparation. 

The dollar’s reserve-share decline should be read as an early-warning indicator of institutional 
adaptation. The world is not fleeing the dollar in one dramatic motion. It is building a future in 
which fewer states must rely on it completely. That is what the data actually shows: not the end 
of the dollar, but the end of unquestioned dollar concentration. 
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4. Linear Projection: What Happens if the Trend Continues 

Projecting the dollar’s reserve-share decline into the future is useful, but only if the exercise is 
understood as a map of pressure rather than a prophecy. A straight-line projection does not 
predict the future mechanically. It asks a simpler question: if the long-term decline in the 
dollar’s share of global foreign-exchange reserves continues at roughly the same pace, when 
does the system cross psychologically and institutionally important thresholds? The answer is 
not immediate collapse. The answer is staged demotion. 

The dollar’s share has already fallen from late-twentieth-century supremacy into a lower range. 
If that trend continues, the world first enters a zone in which dollar dominance remains obvious 
but less absolute. Then it reaches a threshold where the dollar no longer represents a majority 
of allocated reserves. After that, the system moves into a genuinely multipolar reserve structure 
in which the dollar remains the largest single currency but no longer functions as the natural 
center of all sovereign liquidity planning. The key turning points are not just mathematical. They 
are psychological. 

Reserve systems depend on belief, convention, and habit. A central bank holds dollars partly 
because it needs them, but also because other central banks, banks, corporations, traders, and 
investors hold them. This creates a self-reinforcing order. But self-reinforcing systems can 
weaken once actors begin to believe that alternatives are respectable, prudent, and liquid 
enough for partial use. The first decline may be viewed as a technical adjustment. The second 
becomes a trend. The third becomes policy. The fourth becomes a new norm. 

A linear projection therefore helps identify when dollar demotion becomes harder to ignore. 
Around 55 percent, the dollar still dominates, but the direction of travel becomes visible to non-
specialists. Around 50 percent, the dollar loses majority status, even if it remains first. Between 
40 and 50 percent, the world is no longer best described as dollar-hegemonic in the old sense. It 
becomes a plural reserve system with dollar primacy, not dollar supremacy. 

The danger for the United States is not that the dollar suddenly disappears from central-bank 
portfolios. The danger is that the world gradually stops organizing its future around maximum 
dollar dependence. Every projected threshold marks a further weakening of automatic 
obedience. The dollar remains usable, powerful, and liquid, but the presumption changes. The 
world begins to ask not why it should diversify, but why it should remain so concentrated. 

4.1 The Path Toward 55 Percent 

The movement toward a 55 percent dollar reserve share would not, by itself, represent a 
monetary revolution. It would still leave the dollar far ahead of any individual competitor. The 
euro would remain second, gold would remain a parallel reserve asset rather than a currency 
replacement, and the renminbi would still face major structural constraints. In such a world, the 
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Treasury market would continue to function as the leading sovereign safe-asset pool. Dollar 
trade invoicing, offshore dollar borrowing, dollar collateral, and dollar clearing would remain 
central to global finance. 

Yet 55 percent would matter because it would confirm that the dollar’s decline had moved from 
episodic fluctuation to durable pattern. At that level, the dollar would still be dominant, but not 
overwhelmingly so. The old late-century condition, in which the dollar stood above the system 
as the nearly unavoidable reserve center, would be visibly gone. Central banks would still hold 
dollars, but the legitimacy of holding fewer dollars would be firmly established. 

The path toward 55 percent would likely be driven less by dramatic selling than by marginal 
allocation. Central banks might continue holding large existing dollar positions while placing 
new reserves into other assets. They might allow some Treasury holdings to mature without full 
reinvestment. They might accumulate gold steadily. They might increase exposure to euros, 
smaller safe currencies, or regional partners. They might diversify quietly to avoid disrupting 
markets or provoking diplomatic consequences. The result would be a declining share without a 
theatrical run. 

This is exactly why the 55 percent zone is politically important. It would show that dollar 
demotion can proceed through normal reserve management. The world does not need to 
gather in a conference and announce the end of dollar hegemony. It only needs to make 
thousands of balance-sheet decisions that reduce concentration over time. Once those 
decisions become routine, the reserve system has already changed. 

For Washington, the 55 percent threshold would be an early warning rather than a crisis point. 
It would suggest that foreign official demand for dollar assets remains large but less 
unconditional. The United States could still finance deficits, maintain sanctions systems, and rely 
on Treasury depth, but it would face a world more attentive to American fiscal and geopolitical 
behavior. Reserve managers would increasingly price not only yield and liquidity, but also 
political exposure. 

At this stage, the most visible effect might be rhetorical. Analysts, governments, and markets 
would begin to discuss the dollar less as an unquestioned hegemon and more as a leading 
incumbent under pressure. That change in language matters. Monetary orders are sustained by 
stories as well as securities. Once the story changes from inevitability to managed decline, the 
political authority of the reserve currency begins to weaken. 

A dollar share near 55 percent would therefore represent the first clear zone of demotion. It 
would not cause panic, but it would normalize diversification. It would tell reserve managers 
that they are not outliers for hedging. It would tell commodity exporters that non-dollar 
settlement is no longer merely symbolic. It would tell sanctioned or nonaligned states that 
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partial escape routes are worth building. It would tell the United States that monetary privilege 
still exists, but no longer expands by default. 

4.2 The Psychological Break at 50 Percent 

The 50 percent threshold is more symbolic than mechanical, but symbols can change markets, 
institutions, and state behavior. A dollar share below 50 percent would mean that the dollar no 
longer constitutes a majority of allocated global foreign-exchange reserves. It could still be the 
largest reserve currency by a wide margin. It could still dominate trade invoicing, Treasury 
collateral, banking liquidity, and crisis demand. But the psychological meaning would be 
profound: the world’s official reserves would no longer be majority-dollar. 

Majority status has political force. It allows a currency to be described as the center of the 
system in a simple and intuitive way. Once the dollar falls below half, that description becomes 
more qualified. The United States would still issue the most important reserve currency, but it 
would no longer issue the majority reserve currency. Dollar primacy would remain, but dollar 
hegemony would sound less natural. This change would matter not because central banks 
follow headlines mechanically, but because institutional behavior often responds to thresholds. 

Below 50 percent, diversification becomes easier to justify. A reserve manager proposing lower 
dollar allocations would no longer appear to be betting against the global norm. The norm itself 
would have shifted. Gold accumulation, euro holdings, smaller reserve currencies, and regional 
currency arrangements would increasingly be treated as standard balance-sheet prudence. The 
burden of explanation would move. Instead of asking why a country is reducing dollar exposure, 
observers would ask why another country remains so heavily concentrated. 

The 50 percent threshold would also affect American strategy. Sanctions would still bite, but the 
target set would have more room to maneuver. States would not need to be immune from 
dollar pressure; they would only need enough reserves, payment channels, and settlement 
alternatives to survive initial coercion. A world in which the dollar is below half of reserves is 
not a world beyond U.S. sanctions. It is a world in which sanctions must be used more carefully 
because the incentive to build alternatives is already widespread. 

Treasury-market implications would depend on the speed and composition of the decline. A 
slow move below 50 percent might be absorbed by domestic investors, private global investors, 
pension funds, banks, and other official buyers. A rapid move could raise yields, increase term 
premia, and force harder choices in U.S. fiscal and monetary policy. But even a slow transition 
would alter the background conditions under which the United States borrows. The Treasury 
market would remain central, but less uniquely privileged by automatic official reserve 
accumulation. 
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The political effect inside the United States could be delayed. Domestic debate often notices 
monetary order only during crises. As long as the dollar remains strong in foreign-exchange 
markets, Treasury auctions clear, and inflation appears manageable, reserve-share decline may 
be dismissed. But a break below 50 percent would eventually become difficult to ignore. It 
would invite questions about deficits, sanctions overuse, industrial capacity, military 
commitments, and the credibility of U.S. institutions. It would mark the point at which dollar 
demotion becomes a mainstream strategic issue rather than a specialist concern. 

For the rest of the world, the sub-50 percent era would bring both freedom and complexity. 
More reserve diversity reduces dependence on one sovereign issuer. It also reduces the 
simplicity of a single dominant liquidity anchor. Crisis coordination could become harder. 
Exchange-rate management could become more fragmented. Regional blocs might gain 
autonomy but also face more volatility. Monetary pluralism is not automatically more stable 
than dollar hegemony. It is simply less centralized. 

The psychological break at 50 percent would therefore not end the dollar system. It would end 
the old mental model of the dollar system. The dollar would remain indispensable, but no 
longer majoritarian. That is a crucial distinction. A currency can retain enormous practical power 
after losing symbolic supremacy, but the loss of symbolic supremacy changes future behavior. It 
tells the world that the center is still there, but the orbit is widening. 

4.3 The Multipolar Zone Between 40 and 50 Percent 

The zone between 40 and 50 percent is where dollar demotion becomes structurally visible. In 
this range, the dollar would likely remain the largest single reserve currency, but the total 
weight of alternatives would exceed it. The system would no longer be plausibly described as 
dollar-dominated in the old postwar or post-Cold War sense. It would be a multipolar reserve 
order with a dollar core, a euro pillar, a gold hedge, smaller currency satellites, and regional or 
bilateral settlement mechanisms. 

This multipolar zone would not necessarily produce a single rival bloc. That is the crucial point. 
The future is unlikely to be a simple contest in which the renminbi replaces the dollar the way 
the dollar replaced sterling. The conditions are different. China is a trade giant, but reserve-
currency leadership requires financial openness, legal trust, deep sovereign-bond markets, 
convertibility, and willingness to let foreigners hold large claims on the issuing economy. The 
euro has scale and institutional credibility, but Europe’s fiscal and political structure limits its 
ability to provide a single safe asset comparable to U.S. Treasuries. Gold is politically neutral, but 
not a full financial operating system. Smaller currencies are useful but cannot absorb the 
reserve demands of the world alone. 
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The result is pluralism by aggregation. Instead of one successor, there are many partial 
substitutes. Gold substitutes for political neutrality. Euros substitute for part of the liquidity and 
diversification function. Smaller currencies substitute for safety and balance. Local-currency 
settlement substitutes for some bilateral trade. Commodity-linked arrangements substitute for 
some energy and raw-material transactions. Digital payment rails substitute for parts of the 
settlement layer. None replaces the dollar completely. Together, they reduce the dollar’s 
command. 

In the 40 to 50 percent range, U.S. sanctions power would remain significant but less absolute. 
The United States would still control major financial chokepoints, especially where dollar 
clearing, American banks, and allied compliance systems are involved. But targeted states would 
have more pathways to reduce damage. They could hold larger gold reserves, use non-dollar 
settlement with willing partners, route trade through alternative banks, rely on regional 
payment systems, or settle some commodities outside the dollar. These alternatives might be 
inefficient, costly, and incomplete, but coercion is weakened when escape routes exist at all. 

The Treasury market would also face a new environment. It would remain huge and liquid, but it 
would compete more openly for official reserve allocation. The United States would have to 
maintain credibility not only because it is the incumbent, but because reserve managers have 
normalized alternatives. If U.S. debt grows faster than confidence, if political dysfunction 
threatens payment reliability, or if inflation erodes real returns, reserve diversification could 
accelerate. The reserve-currency issuer would discover that privilege still exists but must be 
earned continuously. 

Global financial crises would become more complex in this zone. Under dollar hegemony, crises 
often produced a rush into dollars, followed by U.S.-centered liquidity provision. In a multipolar 
reserve system, the crisis response might be less unified. Some actors would still seek dollars. 
Others would seek gold. Some would seek euros or regional arrangements. Swap-line politics 
would become more important. Countries outside trusted Western networks would prioritize 
self-insurance. Liquidity fragmentation could increase volatility, especially if market participants 
disagree about which asset is safest under which kind of crisis. 

Commodity markets could also change. The dollar would likely remain important in oil, gas, 
metals, grain, and shipping, but non-dollar settlement would become more common in 
politically aligned corridors. A commodity exporter might still quote global benchmark prices in 
dollars while accepting payment in another currency from selected buyers. A buyer might still 
hedge in dollar-linked markets while settling bilaterally in local currency. This hybrid structure 
would be messy but plausible. It would reduce the dollar’s exclusivity without eliminating its 
price-discovery role. 
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In this multipolar zone, reserve management itself becomes more strategic. Central banks 
would need to think not only in terms of liquidity and return, but in terms of geopolitical 
scenario planning. Which assets are usable in a sanctions crisis? Which currencies remain liquid 
if relations with Washington deteriorate? Which reserves can be mobilized if payment systems 
fragment? Which assets are safe from seizure? Which partners can provide emergency liquidity? 
The reserve portfolio becomes a map of alliances, vulnerabilities, and anticipated shocks. 

For the United States, the 40 to 50 percent zone would mark the end of monetary unipolarity. 
America would remain the largest financial power, but not the uncontested organizer of global 
liquidity. The dollar would still matter everywhere, but it would not rule everywhere. This is the 
realistic shape of dollar demotion: not a vanished dollar, but a dollar forced to coexist with a 
growing architecture of alternatives. 

4.4 Why Straight-Line Forecasts Are Useful but Dangerous 

Straight-line forecasts are useful because they discipline intuition. They prevent analysts from 
treating a long-term trend as vague background noise. If a reserve share declines by a certain 
average amount over many years, projecting that pace forward reveals future thresholds that 
would otherwise remain abstract. It helps ask concrete questions: when might the dollar 
approach 55 percent, when might it lose majority status, and when might the reserve system 
become clearly multipolar? These questions are valuable even if the exact dates are wrong. 

But straight-line forecasts are dangerous because monetary history rarely moves in straight 
lines. Reserve systems are shaped by crises, wars, inflation shocks, institutional reforms, capital 
controls, financial accidents, technological change, political realignments, and sudden losses of 
trust. A trend can pause, reverse, or accelerate. The dollar could stabilize if the United States 
restores fiscal credibility, maintains deep real returns, avoids sanctions overuse, and remains 
the least flawed reserve issuer. It could decline faster if U.S. political dysfunction worsens, debt-
service costs rise, inflation credibility weakens, or asset freezes convince more states that dollar 
reserves are politically unsafe. 

A linear projection also risks implying that reserve demotion is automatic. It is not. The dollar’s 
future depends partly on U.S. choices and partly on the failures or successes of alternatives. If 
Europe deepens fiscal integration and creates more unified safe assets, the euro could gain 
share. If China liberalizes capital markets and builds trust in convertibility, the renminbi could 
become more attractive. If gold continues to be accumulated by central banks, non-sovereign 
reserve assets could gain weight. If no alternative improves, dollar decline could slow because 
dissatisfaction alone does not create a replacement. 

Another danger is that straight-line projections focus on percentages while underemphasizing 
functions. The dollar’s reserve share could fall below 50 percent while the dollar remains 
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dominant in debt, trade invoicing, derivatives, collateral, and crisis liquidity. Conversely, the 
dollar’s reserve share could stabilize while non-dollar payment systems and gold holdings 
reduce U.S. coercive power. A reserve percentage is an important indicator, but monetary 
power is multidimensional. Forecasting one dimension can mislead if it is mistaken for the 
whole architecture. 

Straight-line projections can also obscure the possibility of threshold effects. A long period of 
gradual decline may suddenly accelerate after a political shock. A major sovereign asset freeze, 
a debt-ceiling crisis, a failed Treasury auction, a war involving major powers, or a severe 
inflationary episode could change reserve-manager assumptions more quickly than past trends 
imply. Systems governed by confidence often look stable until they do not. This does not mean 
collapse is inevitable. It means the future path may be nonlinear. 

The opposite is also possible. The dollar may benefit from the weaknesses of others. A 
European crisis could strengthen dollar demand. A Chinese financial crisis could reduce 
confidence in the renminbi. A geopolitical conflict could drive capital into Treasuries. A global 
recession could increase demand for dollar liquidity. The dollar is not declining in a vacuum. It is 
competing against alternatives that have their own fragilities. The incumbent can lose prestige 
and still gain demand during moments of fear. 

The proper use of a straight-line projection is therefore diagnostic, not prophetic. It shows 
where the system is headed if current pressures persist. It identifies the thresholds around 
which politics and psychology may change. It helps distinguish demotion from collapse. But it 
should not be treated as a mechanical clock. The reserve system is not a train running on fixed 
rails. It is a strategic ecology in which states, markets, and institutions adapt to each other. 

The most likely future is not a smooth line but a jagged descent interrupted by rallies, pauses, 
crises, and temporary restorations of confidence. The dollar may rise in some periods even as its 
long-term exclusivity declines. It may benefit from crises even while those crises motivate future 
diversification. It may remain the safest market asset while becoming a less trusted sovereign 
reserve asset. These contradictions are not signs that the trend is false. They are signs that 
monetary demotion is complex. 

The value of projection lies in clarifying the stakes. If the dollar remains near the high-fifties 
indefinitely, the old order survives in modified form. If it drifts toward 50 percent, dollar primacy 
survives but dollar hegemony weakens. If it enters the 40 to 50 percent zone, monetary 
pluralism becomes the operating condition of global finance. None of these outcomes requires 
dollar collapse. All of them would change American power. 

The future of the dollar should therefore be imagined not as a cliff, but as a slope with ledges. 
Each ledge changes behavior. Each threshold normalizes alternatives. Each period of 
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diversification makes the next period easier. Straight-line projection is useful because it shows 
the slope. It is dangerous only if we forget that history decides where the cliffs are. 

 

5. The Drivers of Dollar Diversification 

Dollar diversification is not driven by a single cause. It is the cumulative result of financial 
prudence, geopolitical fear, sanctions risk, fiscal concern, and the slow erosion of trust in a 
system controlled by one sovereign issuer. Central banks do not need to believe the dollar is 
collapsing in order to hold fewer dollars. They only need to believe that maximum dollar 
concentration is no longer optimal. That is the core logic of demotion. 

For many decades, reserve managers treated the dollar as the default solution to sovereign 
liquidity. It provided deep markets, global acceptability, collateral usability, and crisis 
functionality. But the reserve manager’s problem has changed. The question is no longer only 
which assets are liquid. The question is which assets remain usable under political stress. A 
Treasury security may be liquid in market terms but inaccessible if frozen. A dollar account may 
be safe in ordinary banking terms but vulnerable if the issuing power decides that access should 
be withdrawn. A reserve asset that can be immobilized by geopolitical conflict is no longer risk-
free in the sovereign sense. 

This does not mean countries abandon the dollar. They cannot easily do so. The dollar remains 
embedded in trade, debt, banking, commodities, and payment systems. But a country does not 
need to abandon the dollar to diversify away from dollar dependence. It can reduce marginal 
purchases of Treasuries, accumulate gold, hold more euros or other currencies, build bilateral 
swap lines, settle some trade in local currencies, and create alternative payment channels. Each 
measure is limited. Together, they reduce the monopoly power of the dollar system. 

The drivers of diversification are therefore both defensive and strategic. Defensive 
diversification protects a state from currency risk, interest-rate risk, sanctions exposure, and 
political vulnerability. Strategic diversification increases room for maneuver. A country with 
alternative reserves and payment routes can resist pressure more effectively than one whose 
entire external balance sheet depends on dollar access. This is especially true for countries 
outside the U.S. alliance system, but the logic also affects allies and nonaligned states that want 
optionality. 

Dollar diversification should not be confused with ideological anti-Americanism. Some reserve 
managers diversify because they oppose U.S. power. Others diversify because professional risk 
management demands it. A world of large U.S. deficits, repeated sanctions, sovereign asset 
freezes, war financing, inflation risk, and geopolitical fragmentation gives every central bank a 
reason to ask whether reserve concentration has become excessive. The motive may be 
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political, financial, or both. The outcome is the same: the dollar remains central, but the world 
builds around it. 

The most important drivers are fiscal deficits and Treasury supply, sanctions risk and the 
weaponization of reserves, geopolitical fragmentation and strategic nonalignment, and central 
bank risk management after asset freezes. These forces reinforce one another. Fiscal stress 
raises questions about the long-term value of dollar assets. Sanctions raise questions about 
their political usability. Fragmentation raises questions about dependence on hostile or 
unreliable networks. Asset freezes transform these questions from theory into precedent. 
Together, they push the reserve system away from unquestioned dollar concentration and 
toward deliberate pluralism. 

5.1 Fiscal Deficits and Treasury Supply 

The United States has a unique ability to transform public debt into global reserve 
infrastructure. Treasury securities are not merely claims on the U.S. government. They are the 
most important safe-asset instruments in the world financial system. This has allowed the 
United States to borrow at extraordinary scale while supplying the assets that central banks, 
banks, pension funds, insurers, and private investors use for liquidity and collateral. In the dollar 
system, American debt is also global money-like infrastructure. 

This privilege, however, contains a danger. The same Treasury supply that supports the reserve 
system can become a source of concern if it grows faster than confidence. A reserve asset must 
be plentiful enough to serve global demand, but not so politically or fiscally overissued that 
holders begin to question its long-term real value. The reserve-currency issuer must provide 
safe liabilities to the world, yet excessive reliance on that privilege can weaken the perception 
of safety. This is the structural tension at the heart of the dollar order. 

Large fiscal deficits do not automatically destroy reserve-currency status. In fact, the world 
often demands more Treasuries during crises, especially when private credit markets look 
unsafe. But persistent deficits change the background assumptions of reserve managers. They 
raise questions about future inflation, debt monetization, financial repression, interest-rate 
volatility, and political willingness to control spending. A central bank holding large dollar 
reserves must ask whether the purchasing power of those reserves will be preserved over 
decades, not merely whether the securities can be sold tomorrow. 

The Treasury market’s depth is still a strength, but depth does not eliminate price risk. Rising 
debt levels can increase sensitivity to interest rates. Higher interest costs can widen deficits. 
Wider deficits can require even more issuance. More issuance can demand a larger buyer base 
or higher yields. If foreign official buyers become less willing to absorb marginal Treasury supply, 
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the United States may still fund itself, but under less favorable conditions. The privilege does 
not disappear. It becomes more expensive. 

Reserve managers are particularly attentive to the distinction between nominal safety and real 
safety. A Treasury security may be paid in full in nominal dollars, but the real value of those 
dollars depends on inflation, currency strength, and policy credibility. A country storing national 
purchasing power does not merely need repayment. It needs usable value. If the United States 
appears willing to tolerate inflation, debasement, or negative real returns to manage its debt 
burden, foreign reserve managers have reason to diversify. 

The fiscal problem is not only arithmetic. It is political. Reserve managers watch whether the 
United States can govern its own balance sheet. Repeated debt-ceiling conflicts, shutdown 
threats, emergency fiscal packages, war spending, entitlement pressures, and partisan paralysis 
can all affect the perception of Treasury reliability. The legal promise to pay may remain strong, 
but the political system around that promise may look less disciplined. A reserve currency 
depends on more than solvency. It depends on institutional seriousness. 

The United States benefits from the fact that alternatives also have problems. Europe faces its 
own fiscal and institutional constraints. China’s financial system is not fully open. Japan has high 
debt and long-standing monetary distortions. Smaller safe currencies lack scale. Gold has no 
yield. Because every alternative is imperfect, the dollar can retain dominance despite U.S. fiscal 
deterioration. But the absence of a perfect replacement does not prevent diversification. It 
merely spreads diversification across multiple imperfect substitutes. 

Fiscal deficits therefore drive dollar demotion not by causing immediate abandonment, but by 
reducing the moral and financial authority of Treasury assets. The world may continue buying 
Treasuries because it needs them. But need is not the same as trust. As U.S. debt rises, the 
reserve system shifts from confidence-based dependence toward necessity-based dependence. 
That is a weaker form of power. 

The irony is that the United States must issue enough debt to supply the world with reserves, 
yet not so much that the world questions the issuer. In the past, American financial depth made 
this contradiction manageable. In the future, persistent deficits may make it more visible. The 
Treasury market will remain central, but reserve managers will increasingly ask how much of 
one sovereign’s debt is prudent to hold. That question alone is a driver of diversification. 

5.2 Sanctions Risk and the Weaponization of Reserves 

Sanctions have transformed the dollar from a neutral-seeming reserve instrument into an 
explicitly geopolitical infrastructure. The United States has long used financial sanctions, but the 
scale, sophistication, and visibility of modern sanctions have changed the way states think about 
reserves. The ability to restrict dollar clearing, freeze assets, cut banks from payment systems, 
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and pressure allied financial institutions has made the dollar system one of the most powerful 
tools of U.S. foreign policy. It has also made the system look dangerous to states that fear 
becoming targets. 

For Washington, sanctions are attractive because they offer coercive reach without immediate 
military action. They can punish adversaries, isolate regimes, disrupt trade, block financing, and 
signal moral or strategic resolve. The dollar system makes these measures effective because so 
many international transactions pass through U.S.-linked institutions or touch dollar settlement. 
A country may be geographically distant from the United States and still vulnerable to U.S. 
financial jurisdiction. 

For reserve managers, this creates a new category of risk. Traditional reserve management 
focused on credit risk, liquidity risk, exchange-rate risk, interest-rate risk, and inflation risk. 
Sanctions add access risk. The asset may still exist, and the debtor may still be solvent, but the 
holder may be prevented from using it. This is a profound change in the meaning of safety. A 
frozen reserve is not a reserve in any practical sense. It is an accounting entry without sovereign 
utility. 

The weaponization of reserves does not affect all countries equally. U.S. allies may feel 
protected by the same system that threatens adversaries. But even allies can observe the 
precedent. Political alignments change. Domestic governments change. Diplomatic disputes 
emerge. Strategic autonomy becomes more valuable in a world where financial infrastructure is 
conditional. A country does not need to expect sanctions tomorrow in order to hedge against 
the possibility that future access could be politicized. 

Sanctions also create a collective-action problem for the dollar system. Each individual sanctions 
action may be rational from the perspective of U.S. policy. But repeated use teaches other 
states that dollar dependence is a strategic vulnerability. The more effective sanctions are, the 
more incentive they create to build alternatives. A weapon that works too visibly encourages 
armor. The United States can win individual sanctions campaigns while gradually weakening the 
neutrality perception that supports dollar hegemony. 

This does not mean sanctions will stop working soon. The dollar system remains too deeply 
embedded. Alternative payment rails are limited. Non-dollar settlement often lacks liquidity, 
legal certainty, or scale. Many countries comply with U.S. sanctions because they value access to 
American and allied markets more than trade with the target. But sanctions do not need to 
become ineffective for diversification to proceed. They only need to become frightening enough 
that states invest in partial insulation. 

The response to sanctions risk takes several forms. Some countries accumulate gold because it 
is not another state’s liability. Some reduce exposure to jurisdictions where assets can be frozen. 
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Some build local-currency swap lines with trading partners. Some develop payment systems 
outside Western control. Some increase trade settlement in national currencies. Some hold 
reserves in a broader basket. Some attempt to build commodity-for-currency arrangements that 
avoid dollar clearing. These are not always efficient. Efficiency is not the only goal. Survivability 
matters. 

The dollar’s sanction power is therefore double-edged. It gives the United States extraordinary 
leverage today, but it reduces the perceived neutrality of the system over time. A reserve 
currency works best when it is seen as useful to all and controlled responsibly by its issuer. 
When it becomes visibly weaponized, it remains useful but becomes politically suspect. That 
suspicion is enough to change reserve behavior. 

The deepest effect of sanctions is psychological. They teach states that reserves are not merely 
financial assets; they are permissions within a geopolitical order. If permission can be revoked, 
then reserve sovereignty requires assets and channels outside that order. This is one of the 
strongest drivers of dollar diversification. The issue is not that the dollar has become unusable. 
The issue is that it has become conditionally usable. 

5.3 Geopolitical Fragmentation and Strategic Nonalignment 

The dollar system flourished in a period when globalization, American power, and institutional 
integration appeared to reinforce each other. Supply chains expanded. Trade deepened. Capital 
moved across borders. U.S.-led institutions shaped rules. Even countries that opposed 
Washington often participated in dollar-based commerce because the system was too useful to 
avoid. The assumption beneath this order was that economic integration would remain stronger 
than geopolitical division. 

That assumption is weakening. The world is fragmenting into overlapping blocs, strategic 
partnerships, sanctions networks, commodity alliances, regional corridors, and nonaligned 
balancing strategies. The United States, China, Russia, Europe, India, Gulf states, commodity 
producers, and emerging-market coalitions do not occupy a single coherent financial 
imagination. They trade with each other, depend on each other, and distrust each other. In such 
a world, reserve concentration in one sovereign currency looks less like efficiency and more like 
exposure. 

Strategic nonalignment is especially important. Many countries do not want to join a formal 
anti-dollar bloc. They do not want to replace dependence on Washington with dependence on 
Beijing. They do not want to sacrifice access to Western markets, Chinese trade, Gulf capital, 
Russian commodities, or regional partnerships. Their goal is flexibility. They want to transact 
with multiple powers without being fully captured by any of them. Reserve diversification is the 
financial expression of that foreign policy. 
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Nonaligned states face a difficult balancing act. They may need dollars for trade and debt, euros 
for diversification, renminbi for trade with China, gold for neutrality, and regional currencies for 
local settlement. They may maintain good relations with the United States while also preparing 
for a world in which U.S. policy becomes less predictable. This is not necessarily anti-American. 
It is a rational response to geopolitical uncertainty. A state that cannot predict the future 
behavior of great powers will seek optionality. 

Geopolitical fragmentation also changes the meaning of trade settlement. Under a highly 
integrated order, dollar settlement is convenient because it provides a common unit across 
diverse transactions. Under a fragmented order, countries may accept higher transaction costs 
in exchange for political autonomy. A bilateral trade arrangement in local currencies may be less 
efficient than dollar settlement, but it may reduce vulnerability to sanctions, payment 
interruption, or reserve seizure. Political resilience can outweigh narrow financial efficiency. 

Commodity trade is central to this process. Energy, food, metals, and fertilizer are not ordinary 
goods. They are strategic necessities. Countries that import them need reliable access. 
Countries that export them want payment channels that cannot easily be blocked by hostile 
powers. As geopolitical conflict intensifies, commodity settlement becomes a field of monetary 
experimentation. Not all experiments will succeed, but each one weakens the assumption that 
the dollar must be the universal settlement medium. 

Fragmentation also encourages regional financial architecture. Countries may build regional 
development banks, currency swap networks, payment systems, clearing unions, and 
settlement platforms. These systems may begin as supplements rather than replacements. But 
supplements can become strategic infrastructure. A regional payment rail that handles only a 
small portion of trade today may become crucial in a crisis. A swap line that appears symbolic in 
calm times may become a lifeline under sanctions or dollar shortage. Redundancy is valuable 
even when unused. 

The geopolitical driver of dollar diversification is therefore not a single rebellion against the 
dollar. It is the spread of contingency planning. States ask what they would do if dollar access 
were restricted, if U.S.-China conflict escalated, if sanctions widened, if a regional war disrupted 
payment channels, if energy settlement became politicized, or if U.S. domestic instability 
affected Treasury confidence. The answers differ by country, but most point toward some form 
of diversification. 

The United States remains powerful in this fragmented world, but its power becomes less 
universal. Allies may continue to deepen dollar dependence. Adversaries may attempt to escape 
it. Nonaligned states may hedge. The result is not one global de-dollarization movement, but 
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many overlapping diversification strategies. Each is shaped by geography, trade, security 
alignment, and political memory. 

Strategic nonalignment may ultimately be more important than open opposition. A small group 
of sanctioned states can build alternatives, but their systems remain limited. A larger group of 
nonaligned states can normalize diversification without presenting it as confrontation. Once 
diversification becomes a mainstream feature of sovereignty, the dollar’s monopoly aura fades. 
The future monetary order will be shaped not only by America’s adversaries, but by countries 
that want good relations with America without financial dependence on America. 

5.4 Central Bank Risk Management After Asset Freezes 

The freezing of sovereign assets altered the mental world of central banking. Before such 
events, reserve managers could treat major reserve assets primarily as financial instruments. 
Afterward, they had to treat them as jurisdictional instruments. The distinction is fundamental. 
A reserve held in another country’s banking system, securities depository, or legal jurisdiction is 
not simply owned. It is owned under conditions enforced by another sovereign power. If those 
conditions change, access can disappear. 

This does not mean asset freezes are unjustified in every case. From the perspective of 
sanctioning states, freezing reserves may be a lawful and strategic response to aggression, 
treaty violation, or international crisis. But from the perspective of reserve managers outside 
the sanctioning coalition, the lesson is broader than the specific case. The lesson is that official 
reserves can be immobilized if geopolitical relations deteriorate enough. Once that lesson is 
absorbed, reserve management changes. 

Central banks are conservative institutions. They do not usually respond with dramatic public 
declarations. They respond by adjusting risk models. Political-access risk becomes part of 
reserve strategy. Custody location matters more. Legal jurisdiction matters more. The identity of 
counterparties matters more. Gold storage location matters more. The distinction between 
assets held domestically and assets held abroad matters more. Reserve liquidity is redefined to 
include legal and political usability. 

Asset freezes also force central banks to reconsider the meaning of diversification. A portfolio 
diversified across currencies may still be concentrated in jurisdictions aligned with the same 
sanctions coalition. A country may hold dollars, euros, sterling, and yen, yet discover that all are 
vulnerable to coordinated Western action. True diversification therefore requires not only 
currency diversification, but jurisdictional diversification. The asset must be different, and the 
legal-political control point must also be different. 

This is one reason gold has become more attractive. Gold held domestically or in a trusted 
location does not depend on a foreign sovereign’s promise to honor a digital claim in a crisis. It 



36 
 

may be less convenient than Treasury securities, but it is more politically autonomous. In a 
world of asset freezes, autonomy itself becomes a reserve attribute. The question is not only 
what earns interest. The question is what remains reachable when relations break. 

Central banks may also respond by increasing the share of reserves held in currencies of 
countries less likely to participate in sanctions against them. This is not always easy. The safest 
financial markets are often located in countries aligned with the United States. The most liquid 
assets are often within the Western legal and financial sphere. Moving away from those assets 
can reduce liquidity and yield. Reserve managers must therefore balance financial efficiency 
against geopolitical survivability. The optimal portfolio may be less profitable but more usable 
under stress. 

Asset freezes also create incentives for alternative payment and settlement systems. If reserves 
can be frozen after settlement through Western-controlled infrastructure, states will seek 
channels that reduce exposure to those control points. Payment systems, clearing 
arrangements, central bank digital currency experiments, and bilateral settlement mechanisms 
all become part of the same risk-management response. They are not merely technological 
projects. They are sovereignty projects. 

The most important consequence is that reserve managers now distinguish between market 
liquidity and sovereign liquidity. Market liquidity asks whether an asset can be sold at a fair 
price. Sovereign liquidity asks whether the state can actually use the asset when it most needs 
it. A Treasury security frozen by a foreign jurisdiction may remain liquid for everyone else, but 
not for the sanctioned holder. From that holder’s perspective, it has failed as a reserve asset. 
This realization changes the hierarchy of reserve safety. 

The freezing of assets also affects countries that do not expect to be sanctioned. They may ask 
whether future political changes could alter their status. They may worry that neutrality will not 
protect them in a polarized conflict. They may conclude that some reserves should be held 
outside any single sanctions bloc. This is especially true for countries whose foreign policy 
requires balancing among great powers. The lesson of asset freezes is not confined to enemies 
of the United States. It is studied by all states that value sovereignty. 

Over time, this risk-management shift can produce large effects without dramatic 
announcements. A central bank may revise its benchmark portfolio. It may buy more gold each 
year. It may spread custody across jurisdictions. It may reduce the maturity or share of certain 
sovereign bonds. It may develop swap arrangements with non-Western partners. It may 
participate in new payment systems. None of these actions alone overturns the dollar system. 
Together, they change the reserve architecture. 
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Asset freezes therefore represent a turning point in the logic of reserves. They make explicit 
what was previously implicit: reserves are only sovereign if they remain usable under sovereign 
conflict. The dollar system still provides unmatched liquidity, but liquidity controlled by another 
power is not the same as independence. After asset freezes, central banks must manage not 
only portfolios, but permissions. That is why this driver of dollar diversification is so powerful. It 
transforms de-dollarization from ideology into risk management. 

 

6. Gold Re-Monetization and the Return of Neutral Reserve Assets 

Gold is returning to the center of monetary strategy, not as a full replacement for the dollar, but 
as a neutral reserve asset in a world where sovereign trust has been damaged. This is one of the 
clearest signs that the global reserve system is changing. Central banks are not merely adjusting 
currency percentages within a familiar dollar-centered architecture. They are reconsidering 
what kind of asset a reserve should be. The answer increasingly includes assets that are not 
another country’s liability. 

Gold’s renewed importance does not mean the world is returning to a classical gold standard. 
No major economy is preparing to redeem its currency at a fixed gold price. No credible modern 
reserve system can rely only on gold, because contemporary finance requires elastic liquidity, 
payment systems, sovereign-bond markets, collateral networks, and crisis-lending institutions. 
Gold cannot perform all of those functions. It does not replace the Treasury market. It does not 
provide a full substitute for dollar clearing. It does not create a global banking system. 

Yet gold performs one function better than any sovereign currency: it removes counterparty risk 
at the level of the issuer. A Treasury security is a liability of the United States. A euro bond is a 
liability within the European financial and political system. A renminbi asset is embedded in 
Chinese state policy and capital controls. Gold is different. Once physically held under secure 
custody, it is not a promise by another government to pay. It is a monetary asset without an 
issuing sovereign. In an age of sanctions, asset freezes, and geopolitical fragmentation, that 
quality has become newly valuable. 

Gold re-monetization should therefore be understood as a response to the politicization of 
reserve assets. When reserve managers worry about inflation, debt, sanctions, seizure, payment 
exclusion, or jurisdictional dependence, gold becomes attractive not because it solves every 
problem, but because it solves a particular problem: it remains outside the balance sheet of a 
rival state. This gives gold a kind of strategic neutrality that fiat reserve currencies cannot fully 
offer. 

The return of gold also reveals a change in how central banks think about liquidity. Traditional 
reserve management privileged assets that could be sold quickly in deep markets. Gold is liquid, 
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but it is not as operationally flexible as Treasury bills or dollar deposits. Its attraction therefore 
cannot be explained only by ordinary liquidity management. It reflects a broader definition of 
reserve usefulness. An asset is useful not only if it can be sold, but if it remains politically 
reachable in a crisis. Gold held under sovereign control satisfies that requirement more directly 
than foreign securities held inside another jurisdiction. 

This does not make gold an anti-dollar asset in a simplistic sense. Many central banks hold both 
gold and dollars. They may use dollars for intervention, trade, debt service, and short-term 
liquidity, while using gold as a strategic hedge. The reserve system is becoming layered. Dollars 
remain the working reserve asset. Gold becomes the sovereignty reserve asset. The euro, yen, 
Swiss franc, sterling, renminbi, and smaller currencies serve additional diversification roles. The 
future is not gold replacing the dollar. It is gold reducing the dollar’s monopoly over the 
meaning of safety. 

Gold re-monetization is therefore a central feature of dollar demotion. The more central banks 
treat gold as a necessary reserve pillar, the less the dollar can claim to be the singular safe asset 
of the world system. The dollar remains first in liquidity. Gold increasingly becomes first in 
neutrality. That division of labor marks a major shift in monetary history. 

6.1 Gold as a Non-Sovereign Balance-Sheet Asset 

Gold is unique because it is a monetary asset without a sovereign issuer. Every major reserve 
currency is someone else’s liability. A dollar reserve is a claim within the U.S. financial system. A 
euro reserve is a claim within European institutions and markets. A yen reserve is connected to 
Japan’s monetary and fiscal system. A renminbi reserve is connected to Chinese state policy and 
capital controls. Gold, by contrast, is not issued by a government, central bank, or commercial 
bank. It is held, not owed. 

This distinction is central to its renewed appeal. A sovereign reserve manager does not merely 
ask whether an asset has value. It asks whose promise stands behind that value. In a fiat-
currency system, reserve assets are embedded in political relationships. The issuer controls the 
currency, the legal system, the payment channels, and often the custody infrastructure. If the 
relationship between holder and issuer deteriorates, the asset can become difficult or 
impossible to use. Gold reduces that dependency. 

Gold’s advantage is not yield. It has none. It does not pay interest. It does not compound. It 
does not produce dividends. In a purely financial optimization model, this is a weakness. But 
central banks are not ordinary investors. They do not hold reserves merely to maximize return. 
They hold reserves to preserve sovereign capacity under stress. In that context, the absence of 
yield can be less important than the absence of issuer risk. 
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The central-bank balance sheet is partly a financial instrument and partly a national-security 
instrument. Gold sits at the intersection of those roles. It can support confidence, diversify 
reserves, reduce exposure to foreign liabilities, and signal independence. It is especially 
attractive to states that worry about sanctions or about the long-term credibility of major fiat 
issuers. The more politicized the reserve system becomes, the more valuable gold’s non-
sovereign character becomes. 

There is a further distinction between gold held domestically and gold held abroad. Gold stored 
under another country’s custody may still carry access risk. Gold stored under national control 
provides a stronger form of sovereignty. This is why custody location matters. The gold itself is 
non-sovereign, but access to it can still be affected by legal and logistical control. A serious gold 
strategy therefore asks not only how much gold is held, but where it is held, who controls it, and 
under what conditions it can be mobilized. 

Gold also has a long memory in monetary culture. Even after the end of formal gold 
convertibility, central banks did not abandon gold entirely. Its continued presence on official 
balance sheets reflected a residual recognition that gold remained a final reserve asset. For a 
time, that role seemed old-fashioned. In the age of globalization, fiat liquidity, and dollar-
centered finance, gold appeared less central. But the geopolitical environment has restored its 
relevance. What seemed archaic in a unipolar financial order appears prudent in a fragmented 
one. 

The appeal of gold as a non-sovereign asset also grows when major sovereign issuers face fiscal 
or political stress. If the United States runs persistent deficits, Europe struggles with institutional 
fragmentation, Japan maintains unusual debt and monetary conditions, and China retains 
capital controls, then every major currency carries a political or structural concern. Gold does 
not eliminate volatility, but it is not tied to the fiscal choices of any one state. That 
independence is its core reserve function. 

Gold’s non-sovereign character also makes it symbolically powerful. A central bank that buys 
gold is not simply making a portfolio allocation. It is asserting that national reserves should not 
depend entirely on claims against other governments. It is a statement of monetary sovereignty. 
This symbolic dimension matters because reserve systems are built on trust. When central 
banks increase gold, they quietly signal that trust in sovereign fiat reserve assets is no longer 
absolute. 

This does not mean gold is perfect. It can be volatile. It must be stored securely. It can be 
politically controversial. It does not provide the same operational flexibility as cash or short-
term government securities. But its imperfections are different from the imperfections of fiat 
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reserve currencies. In a diversified reserve system, that difference is exactly the point. Gold is 
valuable not because it behaves like the dollar, but because it does not. 

6.2 Central Bank Buying as a Geopolitical Signal 

Central bank gold buying is a signal as much as a transaction. It tells us that official institutions 
are thinking beyond yield and liquidity. They are preparing for a world in which monetary power 
is contested, sanctions are common, fiscal credibility is questioned, and reserve access cannot 
be taken for granted. Gold accumulation is therefore not merely a commodity-market story. It is 
a geopolitical message written on central-bank balance sheets. 

When private investors buy gold, the motive may be inflation fear, speculation, portfolio 
diversification, crisis hedging, or distrust of financial assets. When central banks buy gold, the 
meaning is more institutional. Central banks are conservative actors. They do not typically move 
official reserves for theatrical reasons. Their decisions reflect policy frameworks, risk 
assessments, and long-term strategic assumptions. A sustained pattern of central-bank gold 
buying therefore deserves attention as a signal of official discomfort with excessive fiat 
exposure. 

Gold buying may express several overlapping concerns. One is inflation risk. If reserve managers 
worry that major fiat issuers will tolerate inflation to manage debt burdens, gold offers a hedge 
against currency debasement. Another is sanctions risk. If dollar or euro assets can be frozen, 
gold held under sovereign control offers a reserve asset outside immediate foreign jurisdiction. 
Another is diversification. If the dollar’s share has been too high for too long, gold provides an 
asset that is not simply another currency bet. Another is geopolitical identity. States seeking 
greater autonomy may view gold accumulation as part of a broader sovereignty strategy. 

The signal is especially strong when gold buying occurs among countries that have reason to 
fear U.S. or Western financial pressure. For such states, gold is not merely a hedge against 
market volatility. It is a hedge against permission-based finance. A dollar reserve held in the 
wrong place can be immobilized. A gold reserve held under national control is harder to 
neutralize. This does not make gold invulnerable in every scenario, but it changes the balance of 
risk. 

Yet gold buying is not confined to adversaries of the United States. Many countries that 
maintain normal or even friendly relations with Washington still have reasons to hold more 
gold. The lesson of asset freezes and sanctions is general. Today’s ally may be tomorrow’s 
neutral state. Today’s neutral state may be pressured to choose sides. Today’s safe jurisdiction 
may become politically complicated. Gold provides insurance against futures that cannot be 
openly predicted. 
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This is why central-bank gold buying should not be dismissed as symbolic. Symbols matter in 
monetary systems because expectations shape behavior. If enough central banks treat gold as a 
necessary reserve pillar, gold becomes institutionally re-legitimized. The asset’s role strengthens 
not only because of its physical properties, but because official actors collectively restore its 
monetary status. Gold becomes more than a hedge. It becomes part of the architecture of 
reserve pluralism. 

Gold buying also sends a message to the United States. It says that liquidity alone is no longer 
enough to command trust. The Treasury market may remain unmatched in depth, but a deep 
market controlled by a geopolitical actor is not the same as neutral money. Central banks buying 
gold are not necessarily rejecting the dollar. They are rejecting the idea that the dollar should 
occupy every reserve function at once. This is a quieter but more durable challenge than 
rhetorical de-dollarization. 

The signal to other countries is equally important. Once prominent central banks accumulate 
gold, others have professional cover to do the same. Reserve management is conservative and 
reputational. Central banks do not like to appear reckless or ideological. When gold 
accumulation becomes widespread among official institutions, it becomes easier to justify as 
prudent diversification. What was once viewed as a fringe or backward-looking choice becomes 
mainstream risk management. 

Central bank buying can also influence private markets. Official accumulation may strengthen 
the perception that gold has a floor of strategic demand. This does not eliminate price volatility, 
but it changes the narrative around gold. It is not merely an inflation trade or crisis trade. It is an 
official reserve asset being reweighted in response to a changing world order. That perception 
can reinforce the broader process of re-monetization. 

The geopolitical signal is therefore clear: central banks are preparing for a world in which trust is 
scarce. They still need dollars, but they do not want all safety to depend on the dollar. They still 
need sovereign-bond markets, but they do not want every reserve asset to be someone else’s 
liability. They still need liquidity, but they also need assets that cannot easily be switched off. 
Gold buying is the balance-sheet expression of that new reserve psychology. 

6.3 Gold Versus Treasuries in a Fragmented World 

Gold and Treasuries represent two different concepts of safety. Treasuries are safe because they 
are liquid, legally structured, interest-bearing, and backed by the fiscal authority of the United 
States. Gold is safe because it is scarce, non-sovereign, globally recognized, and free from issuer 
default. In a stable dollar-centered world, Treasuries dominate because they combine safety 
with yield and operational usefulness. In a fragmented geopolitical world, gold gains because it 
offers neutrality that Treasuries cannot provide. 
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The Treasury market remains unmatched as reserve infrastructure. It is deep, liquid, 
standardized, and central to global collateral systems. A central bank can use Treasuries to 
manage liquidity, intervene in currency markets, earn income, and hold assets that are widely 
accepted by counterparties. Treasuries fit the machinery of modern finance. Gold does not 
provide the same elasticity. It cannot be issued in response to demand. It does not anchor the 
same kind of repo, derivatives, and collateral universe. It cannot replace the Treasury market in 
day-to-day reserve operations. 

But Treasuries have a weakness that becomes more important under geopolitical 
fragmentation: they are liabilities of the U.S. government. Their safety depends on confidence in 
U.S. payment, inflation control, legal norms, and political restraint. For most holders, those 
conditions still appear strong enough. But for states that fear sanctions, asset freezes, or 
exclusion from dollar infrastructure, the problem is not whether the United States will repay. 
The problem is whether the holder will be allowed to access, transfer, or use the asset. That is a 
different kind of risk. 

Gold’s strength is that it does not require an issuer’s cooperation. If securely held, it remains 
available outside the permission structure of a foreign sovereign. This makes it especially 
attractive in a world where financial infrastructure can be weaponized. Gold is not superior to 
Treasuries in ordinary liquidity terms. It is superior in political autonomy terms. The more states 
prioritize autonomy, the more gold gains relative importance. 

The comparison is therefore not yield versus no yield. It is liquidity versus sovereignty. 
Treasuries offer income and operational flexibility. Gold offers finality and independence. 
Treasuries are excellent assets when markets are open and legal access is secure. Gold is 
excellent insurance when the question is whether access can be denied. A modern reserve 
portfolio may need both because the risks are different. 

In a fragmented world, reserve managers increasingly separate reserves into functional layers. 
One layer is for immediate intervention and liquidity. This layer still favors dollars and 
Treasuries. Another layer is for income and portfolio management. This may include several 
currencies and maturities. Another layer is for strategic survivability. This is where gold becomes 
crucial. It is not held because it is the most convenient asset in normal times. It is held because 
normal times cannot be assumed. 

Gold also competes with Treasuries as a confidence signal. Treasuries signal trust in the U.S.-led 
financial order. Gold signals a desire for autonomy from any single financial order. A central 
bank that increases gold while maintaining dollar reserves is not necessarily anti-dollar. It is 
saying that dollar liquidity and sovereign neutrality are both necessary. This dual message is 
central to monetary pluralism. 
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The opportunity cost of gold depends partly on the interest-rate environment. When real yields 
on Treasuries are high and trusted, gold’s lack of yield is more costly. When real yields are low, 
negative, volatile, or politically suspect, gold’s opportunity cost falls. If reserve managers believe 
future inflation, debt monetization, or financial repression will reduce real returns on sovereign 
bonds, gold becomes more attractive. Its value is not measured by coupons, but by preserved 
purchasing power and political independence. 

There is also a scale issue. The Treasury market can absorb vast reserve flows. The gold market 
is much smaller relative to global financial assets. Large-scale gold accumulation can affect 
price. This limits gold’s ability to replace Treasuries outright. But replacement is not required. If 
central banks shift even a modest share of reserves toward gold, the symbolic and market 
impact can be large. Gold weakens Treasury monopoly without needing to equal Treasury scale. 

In crisis scenarios, the distinction becomes sharper. In a global liquidity crisis, Treasuries may 
still be the preferred asset because they can be sold or pledged quickly in dollar markets. In a 
geopolitical seizure crisis, gold may be preferred because it is harder to freeze if held outside 
hostile jurisdictions. In an inflation credibility crisis, gold may outperform fiat bonds. In a 
deflationary panic, Treasuries may regain primacy. The future reserve system will likely be 
scenario-dependent rather than organized around one universal safe asset. 

Gold versus Treasuries is therefore not a contest with a single winner. It is a division of monetary 
labor. Treasuries remain the core instrument of dollar liquidity. Gold becomes the core 
instrument of reserve sovereignty. The more fragmented the world becomes, the more central 
this division becomes. Dollar demotion does not require Treasuries to fail. It requires central 
banks to decide that Treasuries should no longer be asked to solve every reserve problem. 

6.4 Why Gold Does Not Replace the Dollar but Weakens Its Monopoly 

Gold will not replace the dollar because it cannot perform the dollar’s full range of functions. 
The dollar is a currency, unit of account, payment medium, debt denomination, trade-invoicing 
standard, collateral base, banking instrument, and reserve asset. Gold is primarily a store of 
value and strategic reserve asset. It can support confidence, hedge geopolitical risk, and 
diversify balance sheets, but it does not provide the transactional elasticity of a modern global 
currency system. A gold-only replacement narrative misunderstands both gold and the dollar. 

The dollar’s strength lies in its network. It is embedded in contracts, banks, payment systems, 
securities markets, commodity exchanges, corporate balance sheets, and central-bank 
intervention practices. Gold lacks this networked operational role. It can be bought, sold, 
leased, swapped, pledged, or stored, but it does not circulate through the global economy in 
the same way dollar credit does. Modern commerce requires flexible credit creation and 
settlement capacity. Gold cannot supply that by itself. 
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Gold also cannot easily serve as the primary unit for global debt. Dollar debt markets are 
enormous because borrowers, lenders, banks, and investors operate within a shared legal and 
financial architecture. A gold-denominated debt system would face severe constraints, including 
price volatility, limited monetary elasticity, and difficulty aligning credit expansion with real 
economic needs. The modern world may distrust fiat excess, but it still depends on credit 
flexibility. Gold is too rigid to replace that system wholesale. 

Nor does gold provide the same crisis-management tools. The Federal Reserve can create dollar 
liquidity. It can open swap lines. It can support banking markets. It can respond to panics with 
balance-sheet expansion. Gold cannot be created by policy decision. That is part of its appeal, 
but also a limitation. A global financial system built entirely on gold would lack the elastic 
lender-of-last-resort function that modern crisis management expects. 

Yet gold does not need to replace the dollar in order to weaken it. The dollar’s monopoly power 
came from combining multiple reserve functions in one sovereign currency. It offered liquidity, 
safety, collateral, settlement, and geopolitical authority. Gold weakens the monopoly by taking 
back one of those functions: ultimate reserve neutrality. Once central banks decide that the 
safest political reserve asset is not a dollar claim but a non-sovereign metal, the dollar’s 
symbolic supremacy is reduced. 

This is the key point. Gold is not a successor hegemon. It is a monopoly breaker. It does not 
become the new operating system. It prevents the old operating system from being the only 
one that matters. It gives states an asset that sits outside the hierarchy of fiat issuers. It allows 
reserve managers to say: we still need dollars for liquidity, but we do not need dollars for all 
forms of safety. 

The weakening of monopoly occurs at the margin. A central bank may shift only a portion of 
reserves into gold. But reserve power is sensitive to marginal decisions. If new reserve 
accumulation increasingly flows into gold rather than Treasuries, the long-term demand 
structure changes. If more central banks view gold as essential, the professional norm changes. 
If gold becomes a strategic reserve pillar, the meaning of reserve safety changes. The dollar 
remains dominant, but its claim to singularity fades. 

Gold also weakens the dollar monopoly by providing an asset around which politically diverse 
states can converge. Countries that disagree on almost everything may still trust gold more than 
each other’s currencies. A state may not want to hold renminbi because it distrusts Chinese 
controls. It may not want to hold euros because it fears Western sanctions alignment. It may not 
want more dollars because it fears U.S. policy. Gold offers a neutral alternative that does not 
require trust in a rival sovereign. This makes it uniquely suited to a fragmented world. 
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The gold trend also changes the rhetoric of de-dollarization. Without gold, the question is often 
framed as which currency replaces the dollar. That framing favors the dollar because every rival 
currency has obvious flaws. With gold, the question changes. It becomes: how much of the 
reserve system should be held outside sovereign fiat claims altogether? This is a more 
dangerous question for dollar hegemony because it does not require a perfect currency 
competitor. It only requires distrust of excessive fiat concentration. 

Gold’s role may also expand through financial technology and collateral innovation. Even if 
physical gold remains stored in vaults, claims on gold, gold-backed instruments, and digital 
representations of allocated metal may become more important in settlement or collateral 
systems. Such developments would not recreate a classical gold standard, but they could 
increase gold’s usability within modern finance. If gold becomes easier to mobilize without 
sacrificing ownership clarity, its role as a reserve asset could deepen. 

Still, gold’s rise contains risks. It can become crowded. Its price can be volatile. Its political 
symbolism can encourage exaggerated narratives. It may be used by some commentators to 
predict dollar collapse long before the evidence supports such a claim. A serious analysis must 
avoid gold maximalism. The dollar system is too deep to be replaced by metal alone. The world 
is not moving backward to a simple bullion order. It is moving forward into a layered system in 
which gold regains importance because fiat trust is no longer sufficient. 

Gold weakens the dollar’s monopoly by restoring an older principle in a new form: final reserve 
assets should not depend entirely on the promises of powerful states. In the twentieth century, 
the dollar absorbed many of gold’s monetary functions. In the twenty-first century, gold is 
reclaiming part of them, not by overthrowing the dollar, but by limiting its exclusivity. That is 
why gold re-monetization is one of the most important signs of dollar demotion. The dollar 
remains the leading currency of liquidity. Gold is re-emerging as the leading asset of sovereign 
distrust. 

 

7. Why the Renminbi Does Not Simply Replace the Dollar 

The decline of the dollar’s reserve share does not automatically imply the rise of the renminbi 
as its direct successor. This is one of the most important misunderstandings in the de-
dollarization debate. China is the world’s major manufacturing power, a central trading partner 
for much of the planet, a major creditor, a technological rival of the United States, and the most 
serious long-term challenger to American geopolitical primacy. Yet trade weight is not the same 
as reserve-currency trust. A country can dominate supply chains without issuing the dominant 
reserve currency. 



46 
 

The renminbi’s future is significant, but its path is not the path of simple replacement. China has 
encouraged greater international use of its currency through trade settlement, offshore 
renminbi markets, swap lines, Belt and Road financing, commodity transactions, and payment 
infrastructure. These measures matter. They reduce the need for dollars in specific corridors. 
They give trading partners more options. They increase China’s monetary influence. They also 
allow sanctioned or dollar-constrained states to conduct some business outside the U.S.-
controlled financial system. 

But a reserve currency must do more than settle trade. It must provide confidence that large 
official holdings can be bought, sold, transferred, hedged, and protected under many political 
conditions. It must offer deep, open, liquid, and trusted markets. It must allow foreign 
institutions to hold assets at scale without fearing sudden restrictions. It must provide rule-of-
law confidence, convertibility, policy transparency, and crisis usability. The dollar has these 
features imperfectly, but at unmatched scale. The renminbi has some, but not enough. 

China faces a strategic dilemma. To make the renminbi a true reserve rival to the dollar, it would 
need to liberalize capital flows, deepen foreign access to financial markets, tolerate greater 
exchange-rate flexibility, and accept more external influence over domestic monetary 
conditions. But those changes could weaken the Chinese state’s control over credit, banking, 
capital movement, and macroeconomic stability. The very controls that help Beijing manage its 
domestic system limit the renminbi’s appeal as a reserve asset. 

This is why the renminbi may become more important without becoming hegemonic. It can 
grow as a trade-settlement currency, regional financing currency, sanctions-bypass currency, 
commodity-settlement currency, and geopolitical bloc currency. It can be used more in cross-
border payments and bilateral arrangements. It can reduce dollar use at the margin. But 
becoming the world’s main reserve currency requires a level of openness, legal trust, and 
financial depth that China has not yet chosen to provide. 

The result is not yuan replacement of the dollar, but yuan participation in monetary pluralism. 
The renminbi becomes one layer in a diversified system. It may matter greatly in China-centered 
trade networks, among countries seeking alternatives to the dollar, and in settlement systems 
designed to bypass Western financial chokepoints. But it does not yet replace the Treasury 
market, the eurodollar system, dollar collateral, or the legal-institutional confidence that 
reserve managers require. The renminbi weakens dollar monopoly in specific domains, but it 
does not simply inherit dollar hegemony. 

7.1 Capital Controls and Convertibility Constraints 

Capital controls are the central obstacle to the renminbi becoming a full reserve-currency 
successor. A reserve currency must be usable not only when the issuing state wants it used, but 
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when the holder needs to use it. Convertibility is therefore not a technical detail. It is the 
foundation of reserve trust. If a central bank cannot be confident that it can move into and out 
of an asset freely, the asset cannot occupy the same role as the dollar or the deepest dollar-
linked instruments. 

China maintains capital controls because they serve important domestic purposes. They help 
manage financial stability, prevent destabilizing outflows, control credit conditions, guide 
exchange-rate policy, and preserve state authority over the banking system. From Beijing’s 
perspective, these controls are not irrational. They are part of the governance architecture of 
China’s development model. But what is stabilizing for China internally can be limiting for the 
renminbi externally. Foreign reserve managers want freedom of movement. China wants 
control. The tension is structural. 

A central bank holding renminbi assets must ask several questions. Can it sell large positions 
during stress? Can it repatriate funds without political complication? Can it hedge exposure 
deeply and cheaply? Can it trust that market access will remain open during diplomatic conflict? 
Can it rely on transparent pricing? Can it hold Chinese assets without being pulled into China’s 
domestic policy priorities? These questions are not abstract. They determine whether the 
renminbi can function as a crisis reserve asset rather than merely a trade currency. 

Convertibility also affects market depth. Deep reserve markets require large numbers of foreign 
participants willing to hold, trade, finance, and hedge assets. If capital mobility is constrained, 
market depth develops more slowly. Foreign investors may participate, but cautiously. They may 
treat renminbi assets as tactical or politically useful holdings rather than as core reserve 
infrastructure. This limits the renminbi’s ability to challenge the dollar at scale. 

The offshore renminbi market helps, but it does not fully solve the problem. Offshore renminbi 
allows international use outside the mainland financial system, especially through Hong Kong 
and other centers. It supports trade settlement, financing, and some investment activity. But 
offshore markets remain connected to policy choices made in Beijing. They do not create a fully 
independent global renminbi system comparable to the offshore dollar system. The eurodollar 
market grew partly because dollars could circulate outside direct U.S. domestic controls. China 
has not allowed the renminbi to internationalize in that same uncontrolled way. 

This reflects a deeper choice. The United States gained extraordinary monetary power by 
allowing the dollar to become global, but that also meant accepting external circulation, foreign 
claims, market volatility, and dependence on global confidence. A truly international reserve 
currency is not fully domesticated by its issuer. It becomes part of the world’s balance sheet. 
China appears to want the benefits of renminbi internationalization without surrendering too 
much domestic control. That may be rational, but it limits the currency’s reserve ceiling. 
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Capital controls also influence political perception. Reserve managers may view controls as 
evidence that the issuing state prioritizes regime stability over market openness. That 
perception does not make Chinese assets unusable, but it reduces their suitability as universal 
reserves. A reserve asset must be trusted by countries with different political systems, alliances, 
and strategic interests. If access depends too visibly on the issuer’s political discretion, the asset 
becomes less attractive for neutral reserve management. 

The irony is that sanctions risk makes some countries more interested in renminbi settlement, 
while capital controls make many of them cautious about renminbi reserves. A state may use 
the renminbi to pay for imports from China or to bypass dollar channels in a specific 
transaction. That does not mean it wants to hold a large share of national reserves in renminbi-
denominated assets. Payment use and reserve trust are different thresholds. China has made 
progress on the first. It has not yet crossed the second at global scale. 

For the renminbi to become a true dollar successor, China would need to make a historic 
decision: sacrifice some capital-control authority in exchange for greater international monetary 
power. That decision would reshape China’s financial system and expose it to new 
vulnerabilities. Until Beijing makes such a choice, the renminbi can expand internationally but is 
unlikely to replace the dollar as the central reserve currency. It can become more useful, more 
common, and more politically important without becoming fully dominant. 

7.2 Rule of Law, Trust, and Reserve-Manager Behavior 

Reserve currencies are built on trust, and trust is institutional before it is ideological. Reserve 
managers may dislike aspects of U.S. policy, but they understand the legal, financial, and 
operational environment of dollar assets. They know how Treasury securities trade. They know 
how U.S. markets settle. They know the legal conventions, custody systems, accounting 
standards, and dispute mechanisms. They know that the system is political, but they also know 
that it is deep, practiced, and predictable in ordinary conditions. This accumulated familiarity is 
a major dollar advantage. 

The renminbi faces a different trust problem. China has built extraordinary economic capacity, 
but reserve managers must evaluate not only economic size. They must evaluate institutional 
transparency, legal predictability, policy discretion, data reliability, property rights, capital 
mobility, and the relationship between markets and the state. In a reserve system, trust means 
confidence that the rules governing an asset will not change unpredictably when the holder 
most needs stability. 

This does not mean Western institutions are politically neutral or beyond criticism. The use of 
sanctions and asset freezes has shown that dollar and euro assets are also subject to political 
power. But reserve managers distinguish between different kinds of risk. U.S. and allied 
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jurisdictions may impose geopolitical restrictions under certain conditions, but their financial 
markets still offer strong legal procedures, deep liquidity, and a long record of foreign 
participation. China’s system offers scale and state capacity, but its party-state structure creates 
uncertainty about the boundary between legal rights and political decision. 

Reserve-manager behavior is conservative because the stakes are national. A central bank that 
misjudges reserve access can threaten exchange-rate stability, import capacity, debt service, and 
national crisis response. It is therefore not enough for a currency to be issued by a large 
economy. The issuing system must be trusted under stress. Reserve managers need to believe 
that their holdings will remain usable even when market conditions deteriorate or political 
relationships become uncomfortable. 

China’s domestic financial system remains more state-directed than the systems that historically 
issued leading reserve currencies. State influence over banks, capital flows, corporate credit, 
financial regulation, and exchange-rate management is not incidental. It is part of the model. 
That model may produce stability and strategic coordination, but it also creates uncertainty for 
foreign holders. If market openness conflicts with domestic control, which priority wins? 
Reserve managers must assume that domestic control may prevail. 

Legal trust also includes the ability to resolve disputes credibly. Foreign investors and central 
banks want confidence that contracts, custody rights, settlement claims, and asset protections 
will be honored according to predictable rules. China has strengthened many financial 
institutions, but global reserve status requires trust across political divides. It must convince not 
only friendly states, but cautious neutrals and even strategic competitors. That is a high bar. 

The dollar benefits from path dependence. Because so many institutions already use dollar 
assets, the professional infrastructure around them is enormous. Lawyers, banks, custodians, 
exchanges, auditors, regulators, risk managers, and central banks all know how to operate in the 
dollar system. This reduces uncertainty. The renminbi must not only offer assets; it must build a 
comparable ecosystem of trust. That takes time, openness, and repeated crisis performance. 

Crisis performance is especially important. Reserve currencies are not proven in calm periods. 
They are proven when markets break. The dollar’s centrality has been reinforced by repeated 
crises in which the world rushed into dollar liquidity. The renminbi has not yet demonstrated 
the same global crisis role. It may become more important in regional or China-centered crises, 
but a worldwide rush into renminbi assets would require confidence that China’s markets are 
open, liquid, and politically reliable at precisely the moment when pressure is greatest. 

Trust is also affected by transparency. Reserve managers value clear data, policy 
communication, and market signals. If the issuing state manages information too tightly, foreign 
holders may discount the currency’s reserve appeal. A reserve currency requires a degree of 
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legibility. Markets must be able to interpret policy, price risk, and assess balance-sheet 
conditions. Too much opacity increases caution. 

For these reasons, the renminbi’s reserve role remains limited compared with China’s economic 
importance. This is not because reserve managers ignore China. It is because they understand 
the difference between trade dependence and reserve trust. Many countries need China as a 
trading partner. Fewer are willing to hold large shares of their national emergency liquidity in 
Chinese financial claims. 

The renminbi may gain trust gradually, especially among countries with deep China trade links 
or political alignment with Beijing. But broad global reserve trust requires more than bilateral 
dependence. It requires confidence across the system. Until China’s legal, financial, and policy 
institutions persuade a wider range of reserve managers that renminbi assets are usable under 
stress, the currency will remain a partial alternative rather than a dollar successor. 

7.3 China’s Trade Weight Versus China’s Financial Openness 

China’s central role in global trade is undeniable. It is a manufacturing superpower, a dominant 
supplier of industrial goods, a major importer of commodities, and a key market for many 
countries. For dozens of economies, China is either the largest trading partner or among the 
most important. This creates a natural argument for greater renminbi use. If countries trade 
heavily with China, why should all that trade be invoiced or settled through dollars? 

The answer is that trade weight does not automatically create reserve-currency status. Trade 
creates demand for payment convenience. Reserve status requires confidence in financial 
openness. A currency can be useful for settling invoices without being trusted as a long-term 
store of sovereign liquidity. The renminbi’s growth is therefore most plausible first in trade 
settlement, not reserves. Firms that buy from or sell to China may accept renminbi to reduce 
transaction costs, improve supplier relationships, or avoid dollar channels. Central banks may 
still hesitate to hold large renminbi reserves. 

This difference explains much of the renminbi’s trajectory. China can encourage trading partners 
to use its currency by expanding swap lines, promoting renminbi invoicing, building payment 
infrastructure, and linking commodity purchases to renminbi settlement. These tools can 
increase international usage even without full capital-account liberalization. They are especially 
effective where trade dependence on China is high, where dollar access is constrained, or where 
political relations with Beijing are close. 

But trade settlement is not the same as reserve accumulation. A country may receive renminbi 
from exports to China and then convert it into dollars, euros, gold, or other assets for reserves. 
It may hold some renminbi for working balances while keeping strategic reserves elsewhere. It 
may use renminbi in bilateral trade but still rely on dollar liquidity for debt service and crisis 
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management. International use can expand in narrow channels without producing broad 
reserve transformation. 

Financial openness is the missing bridge. To become a dominant reserve currency, China would 
need to offer foreign holders deep access to high-quality renminbi assets. Those assets would 
need to be liquid, transparent, legally secure, and freely convertible. Foreign central banks 
would need confidence that they could enter and exit positions without political restrictions. 
Private financial markets would need to develop hedging, collateral, repo, and derivatives 
structures around renminbi assets at global scale. This is a much larger project than promoting 
trade settlement. 

China has reasons to move cautiously. Full financial openness can expose an economy to volatile 
capital flows, speculative attacks, domestic credit instability, and external pressure. The Chinese 
state has historically prioritized control over the financial system because credit allocation is 
central to industrial policy, social stability, and political authority. A fully international renminbi 
would require China to tolerate more market discipline than it may want. Reserve-currency 
status is not free. It demands concessions from the issuer. 

The United States made those concessions partly because its system was already market-
oriented and because the postwar world needed dollar liquidity. China’s model is different. It 
has built power through managed integration: open enough to dominate trade and attract 
investment, controlled enough to preserve state direction. That model can support a trade 
currency. It is less compatible with a fully global reserve currency. 

The gap between trade weight and financial openness also explains why some countries want to 
use renminbi without wanting renminbi dominance. They may prefer to settle China-related 
trade in renminbi because it is practical. But they may not want their reserves dependent on 
Chinese domestic policy. They may be wary of replacing dollar vulnerability with renminbi 
vulnerability. Monetary pluralism is attractive precisely because it avoids total dependence on 
any single issuer. 

China’s trade weight will nevertheless continue to push renminbi internationalization forward. 
Supply-chain integration, commodity imports, Belt and Road financing, regional infrastructure, 
and digital payment systems all create opportunities for greater use. The renminbi can become 
more common in Asia, Africa, Latin America, Eurasia, and among states seeking dollar 
alternatives. It can gain influence through real-economy channels even if reserve managers 
remain cautious. 

This may produce a two-tier renminbi role. In the first tier, the renminbi becomes an 
increasingly important settlement currency for China-linked trade. In the second tier, it remains 
a modest reserve currency held for diversification, political alignment, or operational needs. The 
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first tier can grow faster than the second because it requires less institutional trust. A firm 
settling an invoice in renminbi does not face the same problem as a central bank holding 
national reserves in renminbi assets for years. 

The distinction between trade and finance is therefore central to the future. China’s economic 
size guarantees that the renminbi cannot be ignored. China’s limited financial openness ensures 
that it cannot yet replace the dollar. The renminbi’s rise will be real, but uneven. It will be 
strongest where trade dependence is high and weakest where reserve managers demand full 
liquidity, convertibility, and legal confidence. This is why the renminbi belongs in the future 
monetary order, but not as a simple dollar successor. 

7.4 The Difference Between Payment Use and Reserve Use 

Payment use and reserve use are often confused, but they are fundamentally different. A 
currency used for payment solves a transaction problem. A currency held as a reserve solves a 
sovereign survival problem. The threshold for payment use is convenience. The threshold for 
reserve use is trust under stress. This difference explains why the renminbi can grow in cross-
border settlement while remaining limited as a global reserve currency. 

A company may accept renminbi because it trades with China, receives better pricing, avoids 
exchange costs, or satisfies a Chinese counterparty. A bank may process renminbi payments 
because clients demand it. A commodity exporter may accept renminbi for a portion of sales to 
deepen relations with Beijing. A sanctioned state may use renminbi because dollar channels are 
restricted. These are payment decisions. They can be pragmatic, narrow, and reversible. 

A central bank reserve decision is different. It asks whether the asset can be relied upon in a 
national emergency. Can it stabilize the currency? Can it pay for imports? Can it service external 
debt? Can it be liquidated quickly? Can it be transferred across borders? Can it be held safely for 
years? Can it survive political conflict with the issuer? These questions require a much higher 
level of confidence. Payment use can grow through trade flows. Reserve use requires 
institutional trust. 

This is why payment statistics alone can exaggerate the renminbi’s reserve prospects. A rising 
share of international payments may show that the currency is becoming more operationally 
useful. It does not prove that central banks are ready to hold large renminbi reserves. Payment 
systems can expand ahead of reserve trust. Indeed, China’s strategy appears designed partly 
around this sequence: increase practical use in trade and settlement first, then gradually 
deepen financial acceptance later. 

The dollar’s power came from combining payment use and reserve use. It was not only a 
currency for transactions. It was also the asset base for reserves, debt, banking, and collateral. 
The renminbi has made more progress on the transaction side than on the reserve side. It can 
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reduce dollar use in specific payment corridors, but it does not yet reproduce the full dollar 
stack. That distinction is essential to understanding the future. 

Payment use can also be politically directed more easily than reserve use. Governments can 
encourage firms to invoice in local currencies. They can sign bilateral settlement agreements. 
They can create swap lines. They can build payment systems. They can pressure state-owned 
enterprises to accept certain currencies. These measures can increase reported currency use. 
But reserve managers, even within state systems, must still consider liquidity, convertibility, and 
safety. A politically encouraged payment currency is not automatically a trusted reserve asset. 

There is also a scale difference. Payment flows move continuously and can be matched to trade. 
Reserve holdings accumulate and must be stored. A country may be comfortable holding 
renminbi balances equal to expected trade needs but not comfortable holding a large share of 
national reserves in renminbi bonds. Working balances and strategic reserves are different. The 
former support commerce. The latter support sovereignty. 

This distinction also applies to sanctions bypass. The renminbi may be extremely useful for 
countries seeking to conduct specific transactions outside the dollar system. It may allow trade 
with China, settlement with willing partners, or access to alternative financial channels. But 
sanctions-bypass utility does not automatically equal universal reserve desirability. A currency 
can be useful because it is outside U.S. control while still being unattractive as a large reserve 
holding because it is under Chinese control. States seeking autonomy may not want to move 
from one dependency to another. 

The renminbi’s future may therefore be strongest as a functional alternative rather than a 
universal anchor. It can become a major currency for trade with China. It can become a 
settlement tool for commodity flows. It can become a regional currency in parts of Asia and 
among Belt and Road partners. It can become a political currency for states seeking non-dollar 
channels. It can become one component of central-bank diversification. But reserve hegemony 
requires more than usefulness. It requires broad willingness to store national financial power in 
the issuer’s system. 

Payment use may eventually build reserve trust if it is accompanied by financial reforms. As 
more firms transact in renminbi, more banks provide renminbi services, more hedging markets 
develop, and more central banks hold working balances, the ecosystem can deepen. Over time, 
this could increase reserve allocations. But the process is gradual and conditional. Without 
convertibility, legal confidence, and market openness, payment growth may plateau before 
reserve transformation. 

The future monetary order will likely contain many currencies with different degrees of 
payment and reserve use. The dollar will remain strong in both. The euro will remain stronger as 
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a reserve and regional currency than as a universal geopolitical alternative. The renminbi may 
become stronger in payment use than reserve use. Gold will be strong as a reserve asset but 
weak as a payment currency. Regional currencies may matter in local settlement but not global 
reserves. This functional separation is the essence of monetary pluralism. 

The renminbi does not need to replace the dollar to matter. Its rise can still reduce dollar 
exclusivity, weaken U.S. sanctions reach, support China-centered trade networks, and give 
nonaligned states more options. But the difference between payment use and reserve use 
prevents exaggerated conclusions. A world with more renminbi payments is not automatically a 
world of renminbi reserve hegemony. It is a world in which the dollar’s operating system is 
being supplemented, bypassed, and hedged against, but not yet replaced by a Chinese 
equivalent. 

 

8. The Euro, Smaller Currencies, and the Basket Future 

If the dollar is being demoted rather than replaced, the most likely destination is a basket 
future. This means a reserve system in which no single rival currency inherits the dollar’s full 
role. Instead, reserve functions are distributed across several assets and jurisdictions. The euro 
absorbs part of the diversification demand. Smaller currencies provide safety, specialization, and 
optionality. Gold provides neutrality. The renminbi provides China-linked settlement and 
geopolitical alternative infrastructure. Regional arrangements provide partial autonomy. The 
result is not a new monetary empire, but a plural reserve ecology. 

The basket future is already visible in central-bank behavior. Reserve managers do not need to 
find one perfect substitute for the dollar. They can reduce dollar concentration by holding more 
of several imperfect substitutes. This is a crucial distinction. The failure of the renminbi to 
replace the dollar does not mean dollar hegemony remains intact. The absence of a single 
successor does not prevent cumulative diversification. A dominant currency can lose monopoly 
power through dilution rather than displacement. 

The euro is the most important formal alternative because it combines large markets, 
institutional credibility, convertibility, and deep integration with global banking. It is not the 
dollar’s equal, but it is the only currency close to being a second pillar of the official reserve 
system. Yet the euro’s rise is constrained by Europe’s own architecture. Europe has a common 
currency but not a fully unified fiscal sovereign. It has large bond markets but fragmented 
national issuers. It has legal credibility but political complexity. It has scale but not always 
strategic unity. These limits prevent the euro from becoming a clean dollar replacement, even 
as they allow it to remain the leading diversification currency. 



55 
 

Smaller currencies serve a different purpose. The Swiss franc, Japanese yen, British pound, 
Canadian dollar, Australian dollar, and other reserve currencies cannot absorb the world’s 
reserves at dollar scale. Their markets are too small, too specialized, or too tied to particular 
economic structures. But precisely because they are not trying to replace the dollar, they can 
serve as useful components of a diversified portfolio. They offer reserve managers different 
kinds of exposure: safe-haven characteristics, commodity links, institutional trust, regional 
relevance, or historical liquidity. 

This is how reserve pluralism works. It is not a single bridge from one hegemon to another. It is 
a widening set of pathways. A central bank may hold dollars for liquidity, euros for 
diversification, gold for neutrality, yen or Swiss francs for safety, sterling for market depth, 
Canadian or Australian dollars for commodity-linked exposure, and renminbi for China-related 
trade. None of these holdings alone overturns the dollar system. Together, they reduce 
dependence on it. 

The basket future is therefore both liberating and unstable. It liberates states from total 
dependence on a single sovereign issuer. It gives them more ways to hedge geopolitical, fiscal, 
and currency risk. But it also fragments liquidity. A world with one dominant reserve currency 
has a clear crisis center. A world with many reserve assets may have more resilience in some 
scenarios and more confusion in others. Multipolar money is not automatically safer. It is more 
distributed, and distributed systems can be harder to coordinate. 

The dollar’s demotion will therefore not produce a neat new hierarchy. It will produce a messier 
system in which reserve managers assemble safety from several imperfect components. The 
future reserve asset is not one currency. It is the portfolio itself. 

8.1 The Euro as the Second Pillar of the Reserve System 

The euro is the world’s most credible second reserve pillar. It has scale, convertibility, legal 
sophistication, institutional depth, and a large economic base. It is used in reserves, 
international debt, payments, banking, and trade. Unlike the renminbi, it does not face the 
same degree of capital-control concern. Unlike smaller currencies, it has enough market size to 
absorb meaningful reserve allocation. Unlike gold, it is part of a modern payment and credit 
system. These qualities make the euro the natural first destination for many central banks 
seeking to reduce dollar concentration. 

The euro’s strength begins with institutional credibility. The European Central Bank has built a 
reputation as a major monetary authority. Euro-area financial markets are regulated, legally 
structured, and broadly open to foreign participation. Reserve managers can hold euro-
denominated assets with confidence that markets will function, contracts will be recognized, 
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and convertibility will not be arbitrarily withdrawn under ordinary conditions. This institutional 
trust is a major reason the euro remains second. 

The euro also benefits from Europe’s trade weight. Many countries trade heavily with the 
European Union. For nearby regions, especially in Europe’s periphery, North Africa, parts of the 
Middle East, and parts of Africa, the euro has practical relevance. Trade links support invoicing, 
banking relationships, and reserve holdings. The euro is not merely a financial abstraction. It is 
tied to a large real economy with extensive global connections. 

Yet the euro’s limitations are equally important. The euro area has a common central bank but 
not a single fiscal state. There is no euro-area Treasury market equivalent to the U.S. Treasury 
market. Instead, reserve managers face a collection of national sovereign-bond markets: 
German, French, Italian, Spanish, Dutch, and others. These markets differ in liquidity, credit 
perception, political risk, and yield. The fragmentation weakens the euro’s ability to provide one 
unified safe asset at global scale. 

German Bunds have often served as the euro area’s closest equivalent to a safe reserve asset, 
but the German market is not large enough to replace U.S. Treasuries. Other euro-area 
sovereign bonds offer more supply, but not the same risk profile. Joint European debt issuance 
could strengthen the euro’s reserve role, but Europe has not fully transformed emergency or 
limited common issuance into a permanent fiscal architecture. Without a unified safe asset, the 
euro remains structurally second. 

Political fragmentation also matters. The euro area contains different fiscal cultures, banking 
systems, strategic priorities, and national electorates. During crises, questions can arise about 
burden-sharing, sovereign spreads, banking stability, and the political durability of integration. 
The European Central Bank has repeatedly acted to preserve the euro system, but reserve 
managers remember that the euro is a political project as well as a currency. Its credibility is 
strong, but not simple. 

The euro’s geopolitical identity is also ambiguous. It is an alternative to the dollar, but not fully 
independent from the U.S.-led order. Europe often aligns with the United States on sanctions 
and security policy. For countries seeking escape from Western financial pressure, the euro may 
not provide true geopolitical diversification. A reserve portfolio that shifts from dollars to euros 
may reduce currency concentration, but it may not reduce exposure to the broader Western 
sanctions network. This limits the euro’s appeal for adversarial states. 

For allies and nonaligned states, however, the euro remains attractive. It offers diversification 
without moving into a rival authoritarian system or a small illiquid market. It allows reserve 
managers to reduce dollar concentration while staying within a familiar legal and financial 
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environment. The euro can therefore gain share as a professional reserve asset even if it does 
not become an anti-dollar weapon. 

The euro’s future reserve role depends on whether Europe chooses to act strategically. If Europe 
deepens capital markets, expands common safe assets, strengthens banking union, improves 
fiscal coordination, and develops independent payment infrastructure, the euro could become a 
stronger pole in the monetary system. If Europe remains institutionally fragmented, the euro 
will remain important but capped. It will be the second pillar, not the replacement foundation. 

In the basket future, this may be enough. The euro does not need to defeat the dollar to 
weaken dollar hegemony. It only needs to absorb enough diversification demand to reduce the 
dollar’s exclusive role. As central banks lower dollar concentration, the euro will remain the 
most obvious first addition. Its rise will likely be gradual, limited, and uneven, but its presence 
ensures that the dollar is not alone at the center. 

8.2 Swiss Franc, Yen, Sterling, and the Search for Safety 

Smaller reserve currencies occupy a special place in the basket future. They cannot replace the 
dollar, but they can provide specialized forms of safety. The Swiss franc, Japanese yen, British 
pound, Canadian dollar, Australian dollar, and other secondary reserve currencies each offer 
something different. Their importance lies not in scale, but in portfolio function. They allow 
central banks to diversify across legal systems, interest-rate environments, geopolitical 
alignments, and economic exposures. 

The Swiss franc is the classic safe-haven currency. Switzerland’s political stability, strong 
institutions, external position, and long-standing reputation for financial caution give the franc a 
special role. It is not a large enough market to absorb global reserves at scale, but it can serve as 
a hedge against turmoil. The Swiss franc’s appeal is partly psychological: it represents stability, 
neutrality, and preservation. In a fragmented world, those qualities matter. 

Yet the franc’s small scale is a constraint. If too many reserve managers seek safety in francs at 
once, the currency can appreciate sharply, creating difficulties for Switzerland’s own economy 
and policy authorities. The Swiss market cannot become a substitute Treasury market. Its role is 
therefore selective. It is a reserve spice, not the meal. Its presence in portfolios signals caution 
and diversification, but not systemic replacement. 

The Japanese yen offers another kind of safety. Japan is a large advanced economy with deep 
financial markets, strong institutions, and a long history of global investment flows. The yen has 
often behaved as a safe-haven or funding currency under certain market conditions. Its reserve 
role reflects Japan’s credibility and market depth. But Japan’s high public debt, long period of 
unconventional monetary policy, demographic pressures, and low-yield environment complicate 
the yen’s attractiveness. It is useful, but not universally compelling. 
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Sterling occupies a legacy role. The British pound is no longer the imperial reserve currency it 
once was, but London remains a major financial center. Legal infrastructure, market expertise, 
historical familiarity, and deep financial services support sterling’s continuing reserve relevance. 
The pound benefits from institutional trust and global banking networks. However, the United 
Kingdom’s smaller economic size and post-imperial position limit sterling’s ability to become 
more than a secondary reserve currency. 

The Canadian and Australian dollars provide commodity-linked diversification within trusted 
institutional environments. They are issued by advanced economies with strong legal systems, 
open markets, and links to natural resources. For reserve managers, these currencies can offer 
exposure to commodity-producing economies without moving into politically riskier 
jurisdictions. They are especially useful as part of a broader basket, but their markets are not 
large enough to serve as central reserve pillars. 

Other currencies may serve regional or specialized purposes. Some central banks may hold 
currencies linked to important trading partners, regional anchors, or strategic relationships. In a 
plural system, reserve composition becomes more customized. One country’s optimal basket 
may differ from another’s depending on trade, debt, geography, sanctions risk, and intervention 
needs. The dollar-centered system encouraged standardization. The basket future encourages 
differentiation. 

Smaller currencies also help solve a political problem. A central bank that wants to reduce dollar 
exposure may not want to move heavily into the renminbi or gold. Secondary currencies provide 
a way to diversify without making a dramatic geopolitical statement. Increasing holdings of yen, 
francs, sterling, Canadian dollars, or Australian dollars can be presented as ordinary professional 
portfolio management. This makes diversification less confrontational and therefore easier to 
normalize. 

The limitation is liquidity. Reserve assets must be usable in size. A small currency may be safe in 
theory but difficult to buy or sell at large scale without moving markets. This prevents secondary 
currencies from absorbing the full weight of dollar diversification. Their role is cumulative. Many 
small shifts into many smaller currencies can reduce dollar share, but no single small currency 
becomes a new hegemon. 

The search for safety therefore becomes more granular. Safety is no longer concentrated in one 
asset. It is decomposed into several attributes: legal trust, political stability, liquidity, neutrality, 
commodity exposure, regional relevance, and crisis behavior. Different currencies satisfy 
different attributes. Reserve managers increasingly assemble safety rather than inherit it from 
the dollar system. 
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This is one of the clearest signs of dollar demotion. The dollar once combined liquidity, safety, 
collateral, settlement, and geopolitical authority. Smaller currencies do not replace that 
combination. They chip away at it. They allow central banks to say that not every reserve dollar 
must remain a dollar, even if no alternative can carry the full burden alone. In the basket future, 
small currencies matter because marginal diversification is enough to weaken monopoly. 

8.3 Commodity Currencies and Regional Reserve Preferences 

Commodity currencies and regional reserve preferences will become more important as the 
monetary system fragments. A commodity currency is not necessarily a formal category, but it 
describes currencies issued by economies whose external position is strongly tied to natural 
resources: energy, metals, agriculture, or other raw materials. Such currencies can appeal to 
reserve managers seeking exposure to the real economy of resource production, especially in a 
world where commodities themselves are becoming geopolitical instruments. 

The Canadian dollar and Australian dollar are the most familiar advanced-economy examples. 
They offer exposure to resource-linked economies while preserving confidence in legal 
institutions, convertibility, and financial openness. For reserve managers, this combination is 
attractive. It provides diversification away from the U.S. dollar without moving into a less 
trusted jurisdiction. These currencies do not replace the dollar, but they add balance to 
portfolios that have been overly concentrated in U.S. assets. 

Commodity-linked reserve preferences may also emerge among countries whose trade patterns 
depend heavily on energy, food, minerals, or fertilizer. Importers may want reserves that help 
manage exposure to commodity suppliers. Exporters may want assets that match their trade 
relationships or reduce dollar dependence in strategic sectors. If more commodity contracts are 
settled partly outside the dollar, reserve managers may hold more currencies linked to those 
trade flows. 

This does not mean oil, gas, grain, or metals markets will suddenly abandon the dollar. Dollar 
pricing remains deeply embedded in global commodity benchmarks, derivatives, shipping, 
insurance, and trade finance. But commodity settlement can become more plural without 
eliminating dollar pricing. A contract may reference a dollar benchmark while final payment 
occurs in another currency. A producer may accept local currency from a strategic buyer while 
still hedging in dollar markets. A buyer may hold reserves in multiple currencies to manage 
settlement flexibility. 

Regional preferences also matter. Countries do not all face the same reserve problem. A 
European country near the euro area may reasonably hold more euros. A country deeply 
integrated with China may hold more renminbi working balances. A Gulf energy exporter may 
balance dollars, euros, gold, and Asian currencies according to security and trade relationships. 
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An African or Latin American country may diversify reserves based on commodity exports, debt 
obligations, and development-finance ties. The optimal reserve basket becomes regionalized. 

Regional reserve preferences can also be shaped by political memory. Countries that have 
experienced sanctions, debt crises, currency collapses, colonial dependence, or external 
financial intervention may be more sensitive to reserve sovereignty. They may seek assets that 
reduce dependence on former imperial powers, dominant creditors, or current geopolitical 
rivals. Reserve management is never purely mathematical. It is shaped by history. 

Local-currency trade agreements contribute to regional reserve demand. If neighboring 
countries settle more trade in their own currencies, central banks may hold working balances of 
those currencies. These balances may begin small, but they create institutional habits. Banks 
develop expertise. Payment systems adapt. Hedging markets emerge. Trade ministries and 
central banks coordinate. Over time, regional settlement can support modest reserve 
diversification. 

There are limits. Many regional currencies are too volatile, illiquid, or controlled to serve as 
major reserves. Countries may prefer to settle some trade locally while still holding strategic 
reserves in dollars, euros, or gold. Regional reserve systems can be useful but fragile. If local 
currencies are not trusted, settlement agreements may produce imbalances or require periodic 
clearing in a major reserve asset. This means the dollar may remain present even inside 
apparent de-dollarization arrangements. 

Commodity currencies also carry volatility. Resource-linked economies can be exposed to global 
price cycles. A currency that performs well during commodity booms may weaken during 
downturns. Reserve managers must decide whether commodity exposure is a hedge or an 
added risk. For countries whose own economies are already commodity-dependent, holding 
commodity currencies may increase rather than reduce exposure. Diversification must be 
matched to national circumstances. 

Still, commodity and regional preferences will likely grow because geopolitics is making trade 
security more important. Energy security, food security, mineral supply chains, and industrial 
inputs are now central to national strategy. Reserves will increasingly reflect these priorities. A 
country may hold certain currencies not because they are globally dominant, but because they 
are useful in the specific trade corridors that matter most to survival. 

The basket future is therefore not only a currency story. It is a geography story. Reserve 
portfolios will map the world’s emerging blocs, corridors, commodities, and dependencies. 
Dollar demotion does not produce one new global center. It produces many partial centers. 
Commodity currencies and regional reserve preferences will be part of that new architecture 
because they connect money to material flows. 
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8.4 Fragmentation Without a Single Successor Currency 

The central feature of the coming reserve order is fragmentation without a single successor 
currency. This is difficult for many observers to understand because monetary history is often 
told as a sequence of dominant currencies: sterling yielded to the dollar, so perhaps the dollar 
must yield to the renminbi, euro, or gold. But history does not have to repeat in that form. The 
next stage may be less hierarchical. The dollar may lose exclusivity without losing first place. 

A single successor currency would require a rare combination of features. It would need a large 
economy, open capital markets, deep sovereign-bond supply, trusted institutions, convertibility, 
legal predictability, military or geopolitical reach, payment infrastructure, and repeated crisis 
credibility. No current alternative fully possesses this combination. The euro has trust and scale 
but lacks a unified fiscal safe asset. The renminbi has trade weight and state power but lacks full 
openness and reserve trust. Gold has neutrality but lacks modern credit elasticity. Smaller 
currencies have credibility but not scale. The result is not succession, but distribution. 

Fragmentation can proceed faster than replacement because it does not require perfection. A 
central bank dissatisfied with the dollar does not need to put all reserves into another single 
asset. It can reallocate gradually across several. This lowers the threshold for change. The 
dollar’s defenders often argue correctly that no rival can replace it. But that argument answers 
the wrong question. The real question is whether many partial rivals can reduce dollar 
dependence together. The answer is yes. 

The basket future also reflects geopolitical reality. The world is not consolidating around one 
alternative empire. It is dividing into overlapping alignments. Some countries lean toward the 
United States. Some toward China. Some maintain relations with Russia. Some prioritize Europe. 
Some organize around regional blocs. Some commodity exporters want maximum optionality. 
Some emerging markets want protection from both Western sanctions and Chinese 
dependence. A single replacement currency would not match this political landscape. A 
fragmented reserve system does. 

Fragmentation will not be clean. Different assets will dominate different functions. The dollar 
may remain strongest in liquidity, collateral, and crisis funding. The euro may strengthen in 
reserves, debt issuance, and regional trade. Gold may dominate the neutrality function. The 
renminbi may grow in China-linked trade settlement. Smaller currencies may provide selective 
safe-haven diversification. Regional payment systems may handle local corridors. Digital 
settlement layers may bypass parts of the old banking infrastructure. The future system will be 
functional rather than imperial. 

This functional fragmentation changes how power works. Under dollar hegemony, the United 
States could influence global finance because so many functions converged in the same 



62 
 

currency and infrastructure. Under monetary pluralism, power becomes more conditional. The 
United States may still dominate dollar funding, but not all trade settlement. It may still control 
major sanctions chokepoints, but not all reserve assets. It may still provide crisis liquidity to 
allies, but not to every nonaligned state. It may still issue the most important safe asset, but not 
the only politically trusted reserve asset. 

Fragmentation also creates new vulnerabilities. A system with many reserve assets may be 
harder to coordinate during crises. Liquidity could become segmented. Exchange-rate volatility 
could increase. Countries may misjudge the safety of alternative assets. Regional payment blocs 
may become politicized. Competing standards may reduce efficiency. The old dollar system 
concentrated power, but it also provided a common framework. A fragmented system provides 
autonomy, but autonomy can come with instability. 

For reserve managers, the challenge will be to build portfolios that are robust across scenarios. 
A financial panic, sanctions crisis, commodity shock, war, inflation surge, or payment-system 
disruption may each favor different assets. No single reserve asset will be optimal for all 
situations. This encourages layered reserve management. Central banks will hold dollars for 
immediate liquidity, gold for sovereign insurance, euros and smaller currencies for 
diversification, and regional currencies for operational needs. The portfolio becomes the 
strategy. 

This also means that reserve-share statistics may become harder to interpret. In the old system, 
the dollar’s share served as a reasonably clear proxy for monetary dominance. In a fragmented 
system, the meaning of a currency share depends on function. A currency may be small in 
reserves but large in regional payments. Gold may be large in strategic reserves but absent from 
foreign-exchange currency tables. The renminbi may be important in trade settlement but 
modest in official reserves. Analysts will need a multidimensional view of monetary power. 

Fragmentation without a single successor is the most plausible outcome because it matches 
both the strengths and weaknesses of the current alternatives. The dollar is too embedded to 
disappear. The euro is too constrained to replace it. The renminbi is too controlled to inherit it. 
Gold is too rigid to operate the system alone. Smaller currencies are too small to dominate. 
Regional systems are too partial to globalize. Yet all of them together are enough to reduce the 
dollar’s monopoly. 

The future is therefore not a post-dollar world in the simple sense. It is a less-dollar world. The 
dollar remains first, but the system around it becomes more crowded, more strategic, and more 
conditional. Reserve managers no longer ask which single asset rules the world. They ask which 
combination of assets preserves sovereignty under uncertainty. That is the basket future: not 
one throne replacing another, but the gradual dismantling of monetary monarchy. 
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9. Sanctions, Sovereignty, and the Limits of Financial Coercion 

The dollar system is not only a financial architecture. It is a coercive architecture. Its reserve 
role, payment channels, correspondent banking networks, securities markets, and clearing 
systems give the United States an extraordinary ability to project power without firing a 
weapon. A country, bank, company, or individual can be geographically distant from the United 
States and still vulnerable to U.S. financial pressure if its transactions touch dollars, U.S. banks, 
U.S. persons, U.S. technology, or allied compliance systems. This is one of the great geopolitical 
discoveries of the post-Cold War era: monetary infrastructure can function as strategic territory. 

Sanctions are therefore not external to the dollar order. They are one of the ways the dollar 
order reveals itself as power. The same features that make the dollar useful also make it 
controllable. Liquidity, universality, legal centralization, compliance standards, and institutional 
depth create chokepoints. Those chokepoints can be used to freeze assets, block payments, 
isolate banks, punish firms, restrict exports, and pressure third parties. In practice, dollar access 
has become a permission structure. 

This creates a profound contradiction. The dollar’s reserve role depends on trust that dollar 
assets are liquid, safe, and usable. But sanctions demonstrate that usability can be politically 
conditional. For states aligned with Washington, this conditionality may look like lawful 
enforcement of international order. For states outside the U.S. alliance system, it may look like 
evidence that reserves held in Western jurisdictions are not truly sovereign. For nonaligned 
states, it may look like a warning. The same event can be interpreted as justice, coercion, or 
precedent depending on where one sits. 

The freezing of sovereign reserves sharpened this contradiction. It taught central banks that 
reserves are not merely financial assets. They are jurisdictional assets. A bond, deposit, or 
securities claim may belong to a state in accounting terms, but if it is held inside another 
power’s legal and financial infrastructure, its usability depends on political conditions. That 
realization has changed the psychology of reserve management. It has made access risk as 
important as market risk. 

Yet the limits of financial coercion are also becoming clearer. Sanctions can impose enormous 
costs, but they also create incentives for adaptation. States under pressure seek alternative 
payment rails, bilateral clearing, gold, non-dollar settlement, domestic custody, barter-like 
arrangements, and regional financial systems. These alternatives are often inefficient, 
incomplete, costly, and fragile. But they do not need to replace the dollar completely in order to 
weaken U.S. leverage. They only need to provide enough survivability to reduce the fear of 
exclusion. 
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The central issue is therefore not whether sanctions still work. They do. The issue is whether 
repeated sanctions use accelerates the construction of a world in which sanctions work less 
absolutely. Financial coercion is strongest when the target has no exit. Dollar demotion begins 
when targets, nonaligned states, and even cautious allies decide that exit routes must exist 
before they are needed. 

9.1 Dollar Access as Strategic Leverage 

Dollar access is one of the most powerful strategic assets the United States possesses. It gives 
Washington influence over actors far beyond U.S. borders because global finance is deeply 
entangled with dollar settlement, dollar funding, U.S. banks, and U.S.-linked compliance 
systems. When the United States restricts access to these systems, it can impose costs on 
governments, banks, corporations, shipping firms, insurers, commodity traders, technology 
suppliers, and individuals. The reach is not merely national. It is systemic. 

This leverage comes from the dollar’s centrality in several overlapping domains. International 
banks need dollar funding. Commodity markets often price and settle in dollars. Corporations 
borrow in dollars. Central banks hold dollars. Trade finance uses dollars. Financial institutions 
depend on correspondent banking relationships that connect them to dollar clearing. A 
transaction between two non-U.S. parties may still pass through dollar infrastructure. That is 
the source of extraterritorial influence. 

Dollar access also matters because many institutions fear secondary consequences. A non-U.S. 
bank may not be the primary target of a sanctions action, but if it risks losing access to dollar 
clearing or U.S. financial markets, it may comply preemptively. This creates a powerful 
compliance halo around U.S. policy. The United States does not need to police every transaction 
directly. It can shape the risk calculations of global intermediaries. Banks and corporations often 
over-comply because the cost of being wrong is too high. 

This is why sanctions can work even when not universally supported. A country may disagree 
with U.S. policy, but its banks may still avoid sanctioned counterparties because they cannot risk 
their own dollar access. A company may want to trade with a target state, but insurers, 
shippers, lenders, and payment intermediaries may refuse involvement. The dollar system turns 
private compliance into public power. It decentralizes enforcement through fear of exclusion. 

Dollar leverage is especially strong because it targets the infrastructure of modern life. States 
require imports, energy, food, medicine, technology, insurance, shipping, credit, and payment 
settlement. Financial sanctions can disrupt these flows without a formal blockade. They can 
make normal commerce legally uncertain and operationally difficult. A sanctioned state may still 
possess resources, factories, or trading partners, but the channels connecting those resources 
to world markets can be narrowed or blocked. 



65 
 

This leverage is not identical to military power, but it can complement or substitute for it. 
Financial coercion allows the United States to punish, isolate, and pressure adversaries while 
avoiding the immediate risks of direct war. It can be calibrated, expanded, narrowed, or 
combined with diplomatic demands. It can target elites, sectors, banks, reserves, technology 
flows, or entire economies. It offers policymakers a spectrum between protest and military 
action. 

However, the power of dollar access depends on the belief that access is indispensable. If the 
world develops alternatives, even imperfect ones, the coercive value of exclusion declines. A 
sanctioned state that can sell some commodities through non-dollar channels, obtain critical 
imports through regional partners, hold gold outside foreign jurisdiction, and settle with 
friendly states may still suffer, but it may not collapse. Coercion becomes costlier, slower, and 
less decisive. 

The United States therefore faces a strategic tradeoff. The more it uses dollar access as a 
weapon, the more it demonstrates the weapon’s power. But the more visibly powerful the 
weapon becomes, the more other states invest in shields. Sanctions can win the present battle 
while weakening the future monopoly. This is not an argument that sanctions should never be 
used. It is an argument that sanctions have system-level consequences. 

All great infrastructures derive power from trust. The dollar system is trusted because it is 
liquid, reliable, and widely accepted. If it is increasingly viewed as a conditional political 
instrument, its usefulness remains but its neutrality declines. This matters because reserve 
currencies are not sustained by force alone. They are sustained by the willingness of others to 
organize their own financial lives around them. Dollar access is strategic leverage precisely 
because the world values it. If the world begins to value alternatives more, the leverage 
weakens. 

The deepest danger for the United States is that dollar leverage may be overdrawn. A bank 
account can be debited too often; so can a political privilege. Each sanctions action spends a 
small amount of the dollar system’s neutrality. Sometimes that spending may be justified. But if 
the balance falls too far, reserve managers and trading states will change behavior. The dollar 
will still be used, but with more hedges, backups, and escape routes. That is the beginning of 
the limit. 

9.2 The Reserve Freeze as a Historical Turning Point 

The freezing of sovereign reserves marked a turning point in the history of central banking. It 
showed that the reserves of a major state could be immobilized by a coalition of financial 
powers. This was not an ordinary sanctions action against individuals, firms, or commercial 
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banks. It reached into the balance sheet of the state itself. It transformed central-bank reserves 
from presumed emergency assets into politically conditional claims. 

For sanctioning governments, the logic was clear. Freezing reserves prevented a targeted state 
from using foreign assets to defend its currency, finance war, stabilize its economy, or evade 
pressure. It converted financial holdings into leverage. It also signaled that aggression or severe 
geopolitical violation could produce consequences at the level of sovereign wealth. In this view, 
the reserve freeze was a necessary response to extraordinary conduct. 

But for reserve managers around the world, the lesson was broader. The issue was not only 
whether the targeted state deserved punishment. The issue was that the punishment was 
possible. A reserve asset held abroad could be switched off. A central bank could discover that 
the liquidity it believed it possessed was no longer available. A national emergency fund could 
become inaccessible at precisely the moment when the state most needed it. This realization 
changed the meaning of reserves. 

Before such freezes, many central banks understood sanctions risk theoretically. Afterward, 
access risk became concrete. The question changed from whether sovereign reserves could be 
frozen to under what circumstances they might be frozen. Once a possibility becomes 
precedent, it enters risk models. Reserve managers may not speak dramatically, but they adjust 
assumptions. They ask where assets are held, which jurisdictions control them, what alliances 
govern access, and how much national liquidity should depend on foreign permission. 

The reserve freeze also revealed that currency diversification alone may be insufficient. A 
country holding dollars, euros, sterling, yen, and other Western-aligned currencies may appear 
diversified in currency terms, but still concentrated in political-jurisdictional terms. If those 
jurisdictions act together, the portfolio can be immobilized across several currencies at once. 
This is why the reserve freeze strengthened interest in gold, domestic custody, non-Western 
payment systems, and jurisdictional diversification. The issue is not only what currency is held. It 
is who can block access. 

This is a major shift in reserve theory. Traditional reserve management emphasized liquidity, 
safety, and return. The reserve freeze added a fourth practical category: political usability. An 
asset may be liquid in the market but unusable to the holder. It may be safe from default but 
unsafe from seizure. It may be denominated in a strong currency but controlled by a hostile 
jurisdiction. The reserve manager must now treat geopolitical access as a core property of the 
asset. 

The reserve freeze also had signaling effects among nonaligned countries. Many states do not 
expect to face similar sanctions immediately. But they cannot ignore the precedent. Future 
conflicts may not align neatly with current alliances. A state that is neutral today could become 
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pressured tomorrow. A government that is friendly today could be replaced by one less 
acceptable to Washington or Brussels. A country that depends on commodities, military 
partnerships, or regional autonomy may not want its reserves to be hostage to any external 
coalition. 

The effect is not necessarily immediate liquidation of Western assets. Reserve managers are too 
careful for that. The more likely response is gradual adjustment. New reserve accumulation may 
go partly into gold. Custody policies may change. Some holdings may be moved closer to home. 
Exposure to vulnerable jurisdictions may be capped. Bilateral swap lines may be strengthened. 
Payment infrastructure may be diversified. Strategic reserves may be separated from operating 
reserves. These are quiet changes, but they matter. 

The reserve freeze also changed the politics of gold. Gold held under sovereign control now 
appears less like an archaic relic and more like an asset with unique crisis properties. It may not 
pay interest, but it cannot be digitally frozen by a foreign securities depository if physically 
controlled. That property is valuable in a world where access can be politicized. Gold becomes 
not merely an inflation hedge, but an access hedge. 

There is also a legal and diplomatic afterlife. Once sovereign reserves are frozen, questions arise 
about confiscation, use of interest proceeds, compensation, retaliation, and jurisdictional 
conflict. These disputes can persist for years and reshape assumptions about financial law. 
Reserve managers observing them may conclude that legal title alone is not enough. 
Enforcement jurisdiction matters. Political alignment matters. Custody location matters. The 
reserve asset is embedded in a legal battlefield. 

The reserve freeze therefore marks a historical turning point not because it ended the dollar 
system, but because it exposed the conditional nature of the system. It forced central banks to 
confront a fact that had been easier to ignore: foreign reserves are sovereign only to the extent 
that foreign jurisdictions permit access. Once that fact becomes part of official consciousness, 
reserve behavior changes. Dollar demotion becomes less ideological and more actuarial. It 
becomes risk management after precedent. 

9.3 Alternative Payment Rails and Bilateral Clearing 

Alternative payment rails and bilateral clearing systems are the practical infrastructure of 
monetary escape. They are not glamorous, and they are often less efficient than dollar-based 
systems. But their importance lies in redundancy. A state that relies on only one payment 
architecture can be isolated if that architecture is controlled by an adversary. A state with 
several channels has more room to survive. In a fragmented world, redundancy becomes 
strategy. 
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Payment rails matter because money is not only an asset. It is a route. A country may possess 
export goods, willing buyers, and nominal reserves, but if payment channels are blocked, 
commerce becomes difficult. Financial power lies partly in controlling the pathways through 
which claims are messaged, settled, cleared, and reconciled. Alternative rails seek to reduce 
dependence on pathways dominated by the United States and its allies. 

These alternatives can take many forms. Countries may develop domestic payment systems that 
can connect with foreign partners. Central banks may create bilateral swap lines that allow 
trade settlement without requiring immediate dollar conversion. Banks may establish 
correspondent relationships in non-dollar currencies. Regional blocs may create clearing 
mechanisms. Commodity exporters and importers may agree to settle portions of trade in local 
currencies. Digital payment infrastructure may be explored as a way to reduce dependence on 
legacy networks. The common theme is not perfection. It is optionality. 

Bilateral clearing is especially important because it allows two countries to settle trade flows 
without using a third-country currency for every transaction. If one country exports energy and 
imports manufactured goods from the other, their central banks or designated institutions can 
net obligations over time. This can reduce the need for dollars in that corridor. It may not 
eliminate imbalances, currency risk, or final settlement problems, but it can keep trade moving 
when dollar access is constrained. 

The limitations are significant. Bilateral clearing works best when trade flows are relatively 
balanced or when both parties are willing to hold each other’s currency. If one country 
consistently runs a surplus, it may accumulate claims it does not want. If the partner currency is 
illiquid or unstable, the surplus country may demand settlement in a more trusted asset. This is 
why many bilateral arrangements eventually require dollars, euros, gold, commodities, or some 
other balancing mechanism. Escape from the dollar is easier in slogans than in accounting. 

Alternative payment rails also face trust problems. Participants must trust the system’s 
governance, cybersecurity, legal enforceability, dispute-resolution procedures, and political 
durability. A payment network controlled by one great power may simply replace one 
dependency with another. Smaller states may therefore prefer multiple partial networks rather 
than full dependence on a Chinese, Russian, European, or American system. The logic of 
pluralism applies to payment rails as much as reserves. 

Scale is another challenge. The dollar system is powerful because it is universal. It connects 
many parties, markets, banks, contracts, and instruments. Alternative systems often begin as 
regional or politically aligned networks. They can handle certain flows, but not the full 
complexity of global finance. A commodity transaction may settle outside the dollar, while 
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insurance, shipping, hedging, and debt service remain dollar-linked. The result is partial de-
dollarization rather than total exit. 

Partiality, however, does not make these systems irrelevant. A sanctions target does not need a 
complete replacement for global finance to reduce pressure. It needs enough channels to sell 
critical exports, buy essential imports, maintain elite cohesion, and avoid complete 
macroeconomic isolation. A nonaligned state does not need to abandon the dollar to increase 
autonomy. It needs enough alternatives to avoid being trapped. The strategic value of payment 
rails is measured by survivability, not elegance. 

Alternative rails also have a demonstration effect. Once a few countries settle trade outside the 
dollar, others learn that it is possible. Banks develop procedures. Lawyers draft contracts. 
Central banks gain experience. Firms adjust accounting systems. Payment infrastructure 
improves. What begins as a workaround can become institutional memory. Over time, the 
transaction cost of non-dollar settlement falls. The dollar remains easier, but less uniquely 
necessary. 

Digital systems may accelerate this process, though they also introduce new vulnerabilities. 
Central bank digital currencies, tokenized deposits, stablecoins, distributed ledgers, and other 
payment technologies may create new settlement possibilities. But technology alone does not 
solve trust, liquidity, convertibility, or political control. A digital rail can still be sanctioned, 
surveilled, hacked, manipulated, or governed by a dominant issuer. The monetary question 
remains political even when the infrastructure becomes technical. 

The most realistic future is therefore a layered payment world. Dollar systems remain dominant 
for global finance and many forms of trade. Euro systems remain important in Europe and 
connected regions. Renminbi systems grow around China-linked commerce. Regional systems 
handle local corridors. Commodity settlement arrangements handle specific flows. Digital rails 
supplement or bypass parts of traditional infrastructure. No single rail replaces the dollar. Many 
rails reduce its exclusivity. 

For the United States, the danger lies in underestimating small systems because they are 
inefficient. Inefficient systems can still be strategically useful. A bunker is less comfortable than a 
hotel, but it matters during bombardment. Alternative payment rails are financial bunkers. They 
may be costly in normal times, but invaluable under coercion. Their existence changes 
bargaining power. 

Bilateral clearing and alternative rails therefore represent the operational side of dollar 
demotion. Reserve diversification changes what states hold. Payment diversification changes 
what states can do. Together, they reduce the ability of any single sovereign to convert 
monetary centrality into absolute obedience. 
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9.4 How Partial Escape Routes Reduce U.S. Coercive Power 

U.S. financial coercion does not require total control over the world. It requires enough control 
over critical chokepoints that targets and third parties fear exclusion. Partial escape routes 
weaken this fear. They do not need to be efficient, universal, or attractive in normal times. They 
only need to keep enough trade, reserves, and settlement alive during pressure. The existence 
of escape routes changes the psychology of coercion. 

Coercive power depends on expected damage. If a state believes sanctions will completely 
isolate its banking system, collapse its currency, block its exports, and immobilize its reserves, it 
faces enormous pressure to comply. If it believes sanctions will hurt but not destroy, its 
bargaining position improves. It may absorb pain, reroute trade, rely on friendly partners, use 
alternative settlement systems, sell commodities at discounts, draw on gold, or substitute 
imports. The sanctioning power still imposes costs, but costs are not the same as control. 

Partial escape routes also reduce the fear of secondary sanctions among third parties. If banks, 
traders, and governments believe there are lawful or politically protected ways to continue 
limited commerce outside dollar channels, they may be less willing to fully isolate a target. They 
may still avoid major violations, but they can maintain channels for essential goods, discounted 
commodities, or regional trade. The more such channels exist, the less comprehensive the 
isolation. 

The effect is cumulative. One alternative rail may be minor. One local-currency trade agreement 
may be small. One gold purchase may be symbolic. One bilateral clearing arrangement may be 
clumsy. But a network of partial alternatives can make sanctions less decisive. The target state 
may still suffer lower growth, inflation, reduced investment, technological constraints, and 
financial stress. But it may survive. In geopolitics, survival often counts as resistance. 

This is especially important for commodity exporters. A state that controls energy, food, metals, 
or fertilizer may have leverage even under sanctions because other countries need what it sells. 
If alternative payment arrangements allow those goods to move, the exporter retains revenue. 
It may sell at a discount, accept less desirable currencies, or rely on intermediaries, but it is not 
fully cut off. Commodity indispensability and payment alternatives together reduce coercive 
power. 

Partial escape routes also affect nonaligned states. A country that wants to avoid choosing sides 
may welcome alternatives not because it supports a sanctioned target, but because it wants 
autonomy for itself. It may maintain dollar ties while also participating in non-dollar systems. It 
may hold U.S. Treasuries while buying gold. It may comply with some sanctions while resisting 
others. It may build payment links with multiple blocs. This behavior weakens the binary logic 
on which financial coercion often depends. 
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The United States can still pressure many of these states, especially if access to American 
markets, technology, defense relationships, or banking systems matters more than alternative 
channels. But the bargaining becomes more complex. Washington must weigh how much 
pressure might push a country further into alternative networks. Excessive coercion can create 
the very autonomy it seeks to prevent. The sanctioning power must manage not only the target, 
but the audience watching the target. 

Partial escape routes also weaken the signaling effect of sanctions. Sanctions are meant not only 
to punish one actor, but to warn others. If the sanctioned state survives visibly, finds buyers, 
stabilizes its economy, or adapts through alternative systems, the warning becomes less 
intimidating. Other states may conclude that sanctions are painful but manageable with 
preparation. This encourages preemptive diversification. The more the world prepares, the less 
terrifying future sanctions become. 

This does not mean U.S. coercive power disappears. The United States still commands 
enormous financial reach. Its alliance network remains deep. Its technology controls, banking 
influence, capital markets, and legal systems remain powerful. Many countries still prefer access 
to the U.S.-led system over uncertain alternatives. The dollar remains the central currency of 
liquidity. Partial escape routes reduce coercive power; they do not eliminate it. 

The question is marginal effectiveness. In a fully dollar-centered world, sanctions can be 
overwhelming because all roads pass through the same chokepoints. In a plural system, 
sanctions must chase transactions across multiple routes. Enforcement becomes more complex. 
Leakage increases. Political coordination becomes harder. Targets gain time. Third parties gain 
bargaining power. The sanctioning coalition must offer incentives as well as threats. 

Partial escape routes also reshape reserve behavior. If a country believes it has alternative 
payment channels but no accessible reserves, it remains vulnerable. If it has gold, non-dollar 
assets, regional credit lines, and domestic liquidity tools, it can withstand pressure longer. 
Payment alternatives and reserve alternatives reinforce each other. A rail without reserves is 
weak. Reserves without rails may be trapped. Together, they create strategic resilience. 

The broader consequence is a decline in automatic obedience. Under dollar hegemony, many 
states complied not because they agreed, but because resistance seemed financially suicidal. 
Under dollar demotion, resistance may still be costly, but less suicidal. That change is enough to 
alter geopolitics. Great powers do not lose influence only when rivals defeat them. They lose 
influence when smaller actors gain room to say no. 

The future of sanctions will therefore be more contested. The United States will still use 
financial coercion, and often effectively. But each use will take place in a world more aware of 
access risk and more invested in alternatives. Sanctions will remain a weapon, but not an 
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uncontested one. Their power will depend increasingly on coalition breadth, target vulnerability, 
commodity conditions, technological enforcement, and the availability of escape infrastructure. 

Dollar demotion does not end financial coercion. It changes its cost curve. The more 
alternatives exist, the more expensive coercion becomes to enforce, and the less certain its 
outcome. The United States can still punish. It can still isolate. It can still deter. But it will find it 
harder to compel obedience from states that have prepared for life outside total dollar 
dependence. 

The central lesson is simple: a monopoly does not need to disappear to lose power. It only 
needs customers with alternatives. The dollar system remains the largest financial network in 
the world, but the construction of partial escape routes means that its coercive monopoly is 
weakening. This is the geopolitical core of dollar demotion. The world is not becoming 
dollarless. It is becoming less afraid of being denied dollars. 

 

10. Consequences for the United States 

Dollar demotion would not be an external event that happens only to foreign central banks. It 
would reach directly into the American state. The dollar’s reserve role is one of the hidden 
foundations of U.S. fiscal capacity, sanctions power, military reach, financial-market depth, and 
domestic political freedom. A country that issues the world’s dominant reserve currency can 
borrow more easily, run larger deficits, impose financial sanctions more effectively, and 
externalize some of the costs of its own policy choices. If that privilege erodes, the United States 
remains powerful, but it becomes more constrained. 

The first consequence would be fiscal. The United States has grown accustomed to deep global 
demand for Treasury securities. Foreign official institutions, foreign private investors, banks, 
pension funds, insurers, and domestic institutions all participate in the Treasury market, but the 
dollar’s reserve role gives Treasuries a special international status. They are not merely U.S. 
government debt. They are reserve infrastructure. If reserve managers gradually reduce dollar 
concentration, Treasury demand may remain large but less automatic. The United States would 
still borrow, but perhaps with higher yields, greater term premia, and more dependence on 
domestic buyers. 

The second consequence would be monetary. A reserve-currency issuer has more room to 
expand its balance sheet, respond to crises, and supply liquidity to the world. But if confidence 
weakens, that room narrows. The Federal Reserve would still control domestic monetary policy, 
but its choices would be judged more sharply by global reserve holders. Inflation tolerance, 
financial repression, emergency asset purchases, and political pressure on the central bank 
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would carry greater international costs. Dollar demotion would not end monetary sovereignty. 
It would make that sovereignty more expensive to misuse. 

The third consequence would be geopolitical. Sanctions are powerful because dollar access 
matters. If states build alternative reserves, payment rails, commodity settlement systems, and 
gold buffers, U.S. financial coercion still hurts, but it becomes less decisive. The United States 
would need broader coalitions, more careful targeting, and more diplomacy to achieve the 
same results. A demoted dollar does not eliminate sanctions power. It reduces the assumption 
that exclusion from dollar networks equals strategic defeat. 

The fourth consequence would be psychological. The United States has long treated dollar 
dominance as a natural condition of the world. Dollar demotion would force a change in 
national self-understanding. America would still be the leading financial power, but not the 
unquestioned monetary sovereign of globalization. It would have to compete for trust. It would 
have to discipline deficits, maintain institutional credibility, preserve legal predictability, and use 
sanctions with restraint. The world would not automatically finance, obey, or defer. That is the 
deeper meaning of losing monopoly privilege. 

10.1 The Slow Erosion of Exorbitant Privilege 

The phrase exorbitant privilege captures a basic asymmetry in the global monetary system. The 
United States can issue liabilities that the rest of the world treats as safe assets. Other countries 
must earn or borrow dollars to obtain reserves, pay external debts, and stabilize their 
currencies. The United States creates the dollars. This does not mean America can do anything 
without consequence, but it does mean the United States enjoys a degree of financial flexibility 
unavailable to normal debtor nations. 

This privilege appears in several forms. The United States borrows in its own currency. It does 
not face the same currency-mismatch problem that burdens many emerging markets. When 
global investors seek safety, they often buy dollar assets rather than flee from them. U.S. 
Treasury securities serve as collateral throughout the world. American deficits supply assets that 
foreign institutions want to hold. The U.S. can run persistent current-account deficits while 
paying for imports with claims on itself. This is not merely an economic advantage. It is a 
strategic advantage. 

Dollar demotion would not abolish this privilege overnight. The world would still need 
Treasuries. Dollar debt markets would still be deep. The Federal Reserve would still be the most 
important central bank in global crisis management. U.S. assets would still attract capital during 
stress. But the privilege would become less exorbitant. It would shift from a near-automatic 
structural advantage to a conditional advantage that must be defended through credibility. 
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The erosion would likely appear first at the margin. Foreign official buyers might reduce the 
share of new reserves allocated to Treasuries. Central banks might hold more gold, euros, or 
smaller reserve currencies. Sovereign funds might diversify away from dollar duration risk. 
Commodity exporters might settle a portion of trade outside the dollar. These actions would not 
crash the system, but they would reduce the automatic recycling of global surpluses into U.S. 
debt. The United States would still receive capital, but less as tribute to monetary hegemony 
and more as a choice among alternatives. 

The privilege also depends on the perception that U.S. institutions are stable, competent, and 
lawful. Reserve managers may tolerate high debt if they believe the issuer remains politically 
serious. They may tolerate deficits if they believe inflation will be controlled. They may tolerate 
sanctions if they believe financial infrastructure remains broadly trustworthy. But if fiscal 
disorder, political polarization, debt-ceiling brinkmanship, and sanctions overuse accumulate, 
the privilege erodes. Trust does not vanish all at once. It is marked down. 

This erosion would change American policymaking. A government accustomed to low-cost 
borrowing may find that markets demand more compensation. A Congress accustomed to 
treating deficits as abstract may face more visible interest costs. A central bank accustomed to 
global dollar demand may face more complicated tradeoffs between domestic easing and 
international confidence. A foreign-policy establishment accustomed to sanctions dominance 
may discover that repeated coercion creates adaptation. 

The loss of privilege would also affect American living standards. Reserve-currency status helps 
sustain the ability to import more than the country exports, finance external deficits, and 
consume foreign production with dollar liabilities. If dollar demand weakens, the United States 
may eventually need to rely more on domestic production, higher savings, lower consumption, 
or more expensive borrowing. Such adjustment would not necessarily be catastrophic, but it 
would be politically difficult. Societies habituated to privilege rarely experience normalization as 
neutral. 

The danger is complacency. Because the dollar remains dominant, American institutions may 
assume that privilege cannot be lost. But reserve history suggests that dominance can decay 
slowly before the political class recognizes the change. Sterling did not disappear when Britain 
declined. It lost centrality as the world reorganized around a larger, stronger, more liquid 
system. The dollar is not sterling today, and no successor is ready to replace it. But the principle 
remains: reserve privilege depends on relative confidence, not nostalgia. 

Dollar demotion would therefore mean that the United States continues to enjoy privilege, but 
with a shrinking margin for error. Fiscal excess, institutional dysfunction, inflationary policy, and 
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coercive overreach would carry greater costs. The privilege would still exist, but it would no 
longer be self-replenishing. It would require maintenance. 

10.2 Treasury Demand and the Future Cost of Deficits 

The Treasury market is where dollar demotion would become financially concrete. If the dollar’s 
reserve share declines gradually, the United States may not face a sudden funding crisis. But it 
may face a subtler and more persistent problem: the cost of deficits could rise. When foreign 
official demand is less automatic, the Treasury must rely more heavily on domestic institutions, 
private foreign investors, banks, households, pension funds, money-market funds, and the 
Federal Reserve’s policy environment. Debt can still be sold, but price matters. 

The United States has benefited from the global need for safe dollar assets. Treasuries are used 
as reserves, collateral, liquidity instruments, regulatory assets, and crisis shelters. This demand 
helps keep the Treasury market deep and allows the U.S. government to finance itself at scale. 
But reserve diversification changes the composition of demand. A central bank that once 
reflexively bought Treasuries may now buy some Treasuries, some gold, some euros, some yen, 
and some smaller currencies. The absolute demand for Treasuries may remain high, but the 
marginal bid weakens. 

Deficits become more dangerous when the marginal buyer becomes more price-sensitive. 
Foreign official reserve managers often hold Treasuries for liquidity and safety, not only for 
yield. If their role declines, the market may require more yield to absorb issuance. Private 
investors are more return-sensitive. They may demand compensation for inflation risk, duration 
risk, fiscal risk, and political uncertainty. A reserve-driven market can fund deficits under 
generous terms. A more market-driven deficit path may be harsher. 

The term premium is central here. The United States does not merely need to sell short-term 
bills. It needs a stable market for longer-duration debt. If investors worry about inflation, fiscal 
sustainability, political instability, or reduced foreign official demand, they may demand higher 
long-term yields. Higher yields raise interest costs. Higher interest costs widen deficits. Wider 
deficits require more issuance. More issuance may require still higher yields. This is not an 
inevitable spiral, but it is the risk that reserve privilege has helped suppress. 

The Federal Reserve could theoretically absorb more Treasury supply in a crisis, but that creates 
its own problems. If the central bank buys debt to stabilize markets, critics may interpret the 
action as monetization. If inflation is already a concern, such purchases can damage credibility. 
If the Fed avoids intervention, yields may rise sharply. Dollar demotion would make this 
dilemma more severe because foreign reserve demand would no longer provide the same 
stabilizing background bid. 
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The political system would face harder tradeoffs. Persistent deficits are easier when borrowing 
costs are low and foreign demand is strong. They become harder when interest payments crowd 
out other spending. Defense, entitlements, infrastructure, research, health care, and industrial 
policy all compete with debt service. A demoted dollar would force the United States to 
confront the real resource cost of fiscal choices. Monetary privilege can hide tradeoffs for a 
time. It cannot abolish them. 

Foreign demand would not disappear. In some scenarios, it could even rise temporarily. A global 
crisis, European instability, Chinese financial stress, or emerging-market turmoil could still drive 
investors into Treasuries. Dollar demotion does not mean every shock weakens the dollar. The 
United States may remain the least bad option in many crises. But relying on crisis demand is 
not a fiscal strategy. A reserve issuer should not assume that every future panic will validate its 
debt path. 

Treasury demand is also linked to sanctions policy. If some states fear that Treasury holdings can 
become inaccessible, they may reduce exposure even if the assets remain financially attractive. 
This does not require them to sell dramatically. They can simply diversify new reserves 
elsewhere. Over time, sanctions risk becomes part of the Treasury risk premium for certain 
holders. The market may still clear, but the political neutrality discount disappears. 

Domestic absorption of debt may also change the American financial system. Banks, pension 
funds, insurers, and households may hold more Treasuries, voluntarily or through regulation 
and market structure. This could stabilize demand, but it may also crowd out private investment 
or tie domestic balance sheets more closely to federal borrowing. Financial repression could 
become more tempting: rules that encourage or require institutions to hold government debt, 
policies that keep real rates low, or regulatory preferences that support Treasury demand. Such 
policies preserve funding capacity but transfer costs internally. 

A higher cost of deficits would ultimately discipline American power. Military commitments, 
industrial subsidies, tax cuts, social spending, and emergency rescues would all face more 
visible financing constraints. The United States could still choose to spend, but it would have to 
confront the interest-rate consequences more directly. Dollar demotion does not make America 
poor. It makes America more normal. 

The Treasury market will remain one of the deepest and most important markets in the world. 
But the future cost of deficits depends on whether foreign and domestic holders continue to 
treat Treasuries as uniquely privileged. If they become merely the best asset among several 
imperfect choices, the United States will still borrow, but with less grace from the world. 
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10.3 Domestic Inflation, Interest Rates, and Financial Repression 

Dollar demotion would alter the domestic inflation and interest-rate environment by weakening 
one of the external supports for U.S. policy flexibility. A country whose currency is globally 
demanded can often run looser fiscal and monetary policies than would otherwise be possible. 
Foreign demand for its assets absorbs some of the pressure. Global use of its currency exports 
part of its monetary base. International trust reduces the immediate inflationary consequences 
of deficits and balance-sheet expansion. If that trust erodes, the domestic economy becomes 
more exposed to its own policy choices. 

Inflation is not caused by reserve-share decline alone. It depends on money, credit, supply, 
demand, wages, commodities, fiscal policy, expectations, and productivity. But dollar demotion 
can change the inflationary background. If foreign demand for dollar assets weakens, the United 
States may need higher yields to attract capital. If policymakers resist higher yields because 
debt-service costs are too large, they may pressure monetary authorities toward easier policy. If 
easier policy undermines confidence, the dollar may weaken, raising import prices. Inflation risk 
then becomes linked to reserve credibility. 

The United States has long benefited from the dollar’s role in global trade. Because many 
commodities and goods are priced in dollars, and because foreign producers accept dollars 
readily, the U.S. faces less external currency pressure than many countries. If dollar use 
becomes less universal, import pricing could become more sensitive to exchange-rate changes 
and foreign preferences. The dollar would still matter enormously, but the insulation would be 
thinner. A weaker dollar could transmit more directly into domestic prices. 

Interest rates would become the main battlefield. To defend currency credibility, the Federal 
Reserve might need to keep rates higher than domestic political actors prefer. But higher rates 
raise debt-service costs, stress banks, reduce asset prices, and slow growth. A highly indebted 
reserve issuer faces a painful choice: protect the currency with higher real rates, or protect the 
fiscal system with lower real rates. Dollar dominance makes this choice easier. Dollar demotion 
makes it harder. 

Financial repression becomes tempting in such an environment. Financial repression means 
policies that channel domestic savings into government debt at controlled or suppressed real 
returns. This can occur through regulation, bank capital rules, pension requirements, central-
bank purchases, yield-curve control, or policies that make Treasuries the preferred asset for 
financial institutions. It need not be announced as repression. It can appear as prudential 
regulation, stability policy, or emergency support. 

The purpose of financial repression is to manage debt burdens without open default. If inflation 
runs above the yield paid on government debt, the real value of debt can be reduced over time. 
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This is attractive to governments with large debts, but costly to savers and reserve holders. 
Foreign central banks understand this risk. If they believe the United States will rely on negative 
real returns to manage debt, they have reason to diversify. Thus, financial repression can 
stabilize domestic debt while accelerating reserve demotion. 

A demoted dollar would also complicate crisis policy. In past crises, aggressive Federal Reserve 
action often supported both domestic markets and global dollar liquidity. The Fed could expand 
its balance sheet because the world wanted dollars. If global confidence becomes more 
conditional, future interventions may face more scrutiny. Emergency liquidity provision may still 
be necessary, but it may also raise questions about debasement, fiscal dominance, and the 
boundary between monetary policy and debt management. 

Fiscal dominance is the condition in which monetary policy becomes constrained by the 
government’s financing needs. In a fiscally dominant environment, the central bank may 
hesitate to raise rates enough to control inflation because doing so would make public debt 
service politically or financially unbearable. Dollar demotion increases the risk of this 
perception. If investors suspect that the Fed cannot act independently because the Treasury’s 
debt burden is too large, confidence weakens. Reserve managers then diversify further, 
reinforcing the problem. 

This does not mean inflationary crisis is inevitable. The United States retains enormous 
productive capacity, technological strength, financial depth, and institutional resources. A 
credible policy mix could preserve confidence even with a lower reserve share. Fiscal reform, 
productivity growth, restrained sanctions use, central-bank independence, and stable 
governance could all mitigate the risks. Dollar demotion creates pressure, not destiny. 

But the policy margin narrows. In the era of maximum dollar privilege, the United States could 
more easily combine large deficits, low rates, asset-price support, and global financial 
dominance. In a demoted-dollar era, each element becomes more constrained. Large deficits 
raise rate pressure. Low rates risk inflation and currency weakness. Asset support may appear as 
monetization. Global dominance cannot be assumed. The old policy formula becomes harder to 
sustain. 

Domestic politics may respond poorly. Voters dislike inflation, but they also dislike austerity. 
They dislike high interest rates, but they depend on credit. They dislike debt, but resist cuts to 
major spending programs. Dollar demotion would expose these contradictions. The temptation 
would be to blame foreign actors, speculators, central bankers, or political opponents. But the 
underlying issue would be structural: the United States would be adjusting to a world less 
willing to absorb its imbalances automatically. 
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The domestic consequence of dollar demotion is therefore not simply higher inflation or higher 
rates. It is a more difficult policy triangle: preserve dollar credibility, finance the federal state, 
and maintain domestic growth. Under dollar hegemony, the triangle was easier to manage. 
Under dollar demotion, it becomes the central economic challenge of American power. 

10.4 Military Power, Sanctions Power, and Monetary Credibility 

American military power, sanctions power, and monetary credibility are linked more closely 
than they appear. The United States can sustain a global military posture partly because it can 
finance large deficits in its own currency. It can impose sanctions partly because global finance 
runs through dollar-linked systems. It can maintain monetary credibility partly because the 
world believes U.S. institutions will preserve the usefulness of dollar assets. These three forms 
of power reinforce one another. Dollar demotion would weaken the reinforcement. 

Military power requires financing. Bases, carrier groups, weapons systems, intelligence 
networks, logistics chains, research programs, and alliance commitments all require sustained 
fiscal capacity. The reserve role of the dollar does not pay for these directly, but it lowers the 
financial constraint under which they operate. If borrowing costs rise and foreign demand 
becomes less automatic, military commitments become more expensive in budgetary terms. 
The United States may still choose global reach, but the tradeoffs with domestic spending and 
debt service become sharper. 

The military dimension also supports the dollar. U.S. security guarantees encourage allies to 
operate within the dollar system. American naval power has helped secure trade routes. U.S. 
alliances reinforce financial alignment. The dollar is not backed by military power in a simple 
mechanical sense, but the broader American security order supports confidence in the U.S.-led 
financial order. If allies doubt American reliability, or if U.S. military commitments exceed fiscal 
capacity, the monetary system feels the strain. 

Sanctions power depends on the same credibility. A sanction is effective when the target and 
third parties believe exclusion from dollar networks is costly. If monetary credibility weakens, or 
if alternative networks grow, sanctions become less frightening. The United States can still 
sanction, but the result may be less decisive. Targets may have more gold, non-dollar reserves, 
alternative payment rails, commodity buyers, and regional partners. Coercion becomes a 
campaign rather than a switch. 

There is also a reputational cost to sanctions overuse. Each use of financial coercion reminds the 
world that dollar access is conditional. If used sparingly and with broad legitimacy, sanctions 
may reinforce order. If used frequently, expansively, or unpredictably, they encourage hedging. 
Monetary credibility requires that the dollar be seen as broadly usable, not merely available to 
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the obedient. A reserve currency controlled too visibly as a weapon becomes less attractive as a 
reserve. 

The United States therefore faces a strategic paradox. It wants to use the dollar system because 
it is powerful. But using it too aggressively weakens the neutrality that makes it powerful. The 
same is true of military power. Global reach protects the order, but overextension can 
undermine fiscal credibility. The same is true of debt. Treasury supply supports global reserves, 
but excessive debt can weaken confidence. American power is strongest when these systems 
are balanced. Dollar demotion begins when the balance fails. 

Monetary credibility is ultimately a form of governance credibility. Reserve managers ask 
whether the United States can manage debt, control inflation, respect legal norms, maintain 
central-bank independence, avoid self-inflicted default scares, and use financial power 
predictably. They do not need America to be perfect. They need it to be more reliable than 
alternatives. If the United States remains the least risky issuer at scale, the dollar remains 
dominant. If it becomes merely one risky issuer among several, the dollar’s special status 
erodes. 

Military conflict could accelerate the process. A major war involving the United States would 
likely increase deficits, disrupt trade, intensify sanctions, and force monetary authorities into 
difficult choices. In the short run, conflict might strengthen dollar demand if investors seek 
safety. In the long run, it could accelerate diversification if states conclude that dollar assets are 
too exposed to geopolitical escalation. War often reinforces the incumbent currency at first and 
weakens it later if fiscal strain persists. 

Alliances will matter. If the United States maintains a broad coalition of wealthy, technologically 
advanced, financially integrated allies, dollar power remains formidable. The euro, yen, sterling, 
Canadian dollar, Australian dollar, and Swiss franc all sit largely within or near the U.S.-aligned 
financial world. A coordinated Western monetary bloc can preserve enormous influence even if 
the dollar’s individual share falls. But if allies seek more autonomy, or if U.S. policy alienates 
them, the dollar’s demotion becomes more serious. 

The future of sanctions power may therefore depend less on the dollar alone and more on 
coalition legitimacy. Unilateral U.S. sanctions are powerful because of dollar centrality. 
Multilateral sanctions are powerful because they combine dollar, euro, sterling, yen, banking, 
insurance, shipping, technology, and legal systems. If the dollar is demoted, coalition breadth 
becomes more important. The United States will need persuasion as much as command. 

For domestic politics, the hardest adjustment will be accepting that monetary credibility is a 
strategic asset. It can be spent, wasted, defended, or rebuilt. Fiscal irresponsibility spends it. 
Inflationary tolerance spends it. Debt-ceiling brinkmanship spends it. Arbitrary sanctions spend 
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it. Institutional decay spends it. Productive investment, legal predictability, fiscal seriousness, 
central-bank independence, and restrained power rebuild it. The dollar’s future is therefore not 
only a financial question. It is a question of statecraft. 

Dollar demotion would not end American military power or sanctions power. It would make 
both more expensive, more conditional, and more dependent on credibility. The United States 
would still be the leading power in many domains, but it would operate in a world less willing to 
treat its currency as neutral infrastructure. That is the strategic consequence of monetary 
pluralism. The dollar remains a weapon, but a weapon that teaches others to build armor. It 
remains a foundation, but one that must now compete for trust. 

 

11. Consequences for the Rest of the World 

Dollar demotion would not affect the United States alone. It would reshape the strategic 
choices of every country that holds reserves, borrows externally, imports energy or food, settles 
trade, manages exchange rates, or fears sanctions. The current dollar-centered system is 
hierarchical, but it is also familiar. It gives the world a common reserve asset, a dominant 
settlement currency, a deep safe-asset market, and a central liquidity provider in crises. It also 
exposes countries to U.S. monetary policy, U.S. sanctions, dollar funding shortages, and the 
political decisions of a single sovereign issuer. Dollar demotion would loosen that hierarchy 
without necessarily producing a safer world. 

For many countries, the immediate attraction of diversification is insurance. A reserve portfolio 
concentrated in dollars may be liquid, but it is also exposed to exchange-rate moves, U.S. 
inflation, Treasury-market volatility, sanctions risk, and geopolitical dependence. Holding more 
gold, euros, smaller reserve currencies, regional currencies, or renminbi working balances can 
reduce single-point vulnerability. Diversification is therefore not merely a financial choice. It is a 
sovereignty strategy. 

Emerging markets have the most complicated position. Many would like greater monetary 
autonomy, but they remain deeply exposed to dollar debt, dollar trade finance, dollar 
commodities, and dollar investor sentiment. A weaker dollar can ease their debt burden; a 
stronger dollar can tighten financial conditions quickly. A more plural reserve system could give 
them more options, but it could also fragment liquidity and raise crisis-management difficulty. 
For emerging markets, dollar demotion is both opportunity and hazard. 

Commodity producers may gain more room to negotiate settlement terms. Energy exporters, 
mineral exporters, grain exporters, and fertilizer producers can use strategic demand for their 
goods to experiment with non-dollar settlement. But commodity markets are deeply linked to 
dollar benchmarks, insurance, shipping, derivatives, and financing. The result will likely be 
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hybridization: prices may remain dollar-referenced while payments become more plural in 
selected corridors. 

The rest of the world therefore faces a tradeoff. Dollar hegemony restricts autonomy, but 
monetary pluralism can increase instability. A single dominant currency creates dependency, but 
it also creates coordination. A plural system gives states more room to maneuver, but it may 
also bring fragmented liquidity, competing blocs, higher transaction costs, and more complex 
crisis response. The world after dollar obedience may be more sovereign, but not necessarily 
more orderly. 

11.1 Reserve Diversification as Insurance 

Reserve diversification is best understood as insurance against several kinds of uncertainty. A 
central bank does not diversify only because it expects the dollar to fail. It diversifies because 
the future is uncertain and concentrated exposure is dangerous. The dollar may remain strong, 
but U.S. inflation could rise. Treasuries may remain liquid, but sanctions could block access. 
Dollar markets may remain deep, but exchange-rate swings could damage purchasing power. 
U.S. institutions may remain credible, but political dysfunction could unsettle confidence. 
Diversification protects against these scenarios without requiring a prediction that any one of 
them is inevitable. 

For a sovereign state, reserves are emergency capacity. They are held to defend a currency, pay 
for imports, service external obligations, reassure markets, and survive crises. If reserves are 
concentrated in one currency and one jurisdictional system, the state’s emergency capacity 
depends on the stability and goodwill of that system. In ordinary times, this may seem efficient. 
In crisis, it may become a vulnerability. Insurance is purchased before the fire, not during it. 

Gold plays an increasingly important role in this insurance logic. It does not replace liquid 
foreign-exchange reserves, but it provides a reserve asset outside the liability structure of 
another sovereign. A central bank may not use gold for routine intervention, but it may value 
gold because it cannot be inflated away by U.S. monetary policy, defaulted on by a bond issuer, 
or frozen through ordinary securities channels if held under secure domestic control. Gold is 
therefore insurance against both financial and geopolitical risk. 

Currency diversification provides a different form of insurance. Euros, yen, Swiss francs, sterling, 
Canadian dollars, Australian dollars, and other reserve currencies allow a central bank to reduce 
dependence on dollar cycles. Each carries its own limitations, but the portfolio as a whole 
becomes less exposed to one issuer. If the dollar weakens, other currencies may preserve value. 
If U.S. yields become volatile, other bond markets may provide balance. If U.S. policy becomes 
politically risky, other jurisdictions may provide partial insulation. 
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Jurisdictional diversification is becoming as important as currency diversification. A state can 
hold multiple Western currencies and still be exposed to a coordinated Western freeze. True 
reserve insurance therefore asks where assets are held, under whose law they sit, what 
alliances control access, and whether the assets can be mobilized under geopolitical stress. This 
is a deeper kind of diversification than traditional portfolio allocation. It treats reserves as 
political instruments as well as financial ones. 

Reserve diversification also helps countries manage domestic credibility. A central bank with a 
broader reserve base may be better able to reassure markets that it can withstand external 
shocks. It can signal that the country is not wholly dependent on one currency, one creditor 
group, or one geopolitical patron. This matters especially for countries that have experienced 
currency crises, sanctions, debt restructuring, or external pressure. Reserves are not just money. 
They are a public statement of survivability. 

However, insurance has costs. Dollar assets are often the most liquid and operationally useful 
reserve instruments. Moving into smaller currencies can reduce liquidity. Moving into gold can 
reduce yield. Moving into renminbi can introduce convertibility and political concerns. Moving 
into regional currencies can increase volatility. A diversified reserve portfolio may be safer 
across scenarios but less efficient in normal times. Insurance is valuable precisely because it 
sacrifices some efficiency for resilience. 

The challenge is to avoid false diversification. A country may appear diversified on paper but 
remain dependent in practice. If its debt is dollar-denominated, its imports are priced in dollars, 
its banks borrow in dollars, and its trade finance depends on dollar channels, a modest change 
in reserve composition may not provide much autonomy. Reserve diversification must be 
matched by debt management, payment infrastructure, trade settlement, and domestic 
financial resilience. Otherwise, the country holds a more varied portfolio while still living inside 
a dollar trap. 

The best reserve insurance is layered. A country needs liquid dollars for immediate crisis 
response. It needs euros and other currencies for portfolio balance. It needs gold for strategic 
neutrality. It may need renminbi or regional currencies for specific trade corridors. It needs 
domestic liquidity tools for internal stability. It needs swap lines and payment arrangements 
with trusted partners. No single asset solves every problem. The reserve portfolio becomes a 
survival system. 

This is one of the major consequences of dollar demotion. The world’s reserve managers will 
increasingly think like risk architects rather than passive holders of the dominant currency. Their 
task will be to design balance sheets that remain usable under multiple futures: financial panic, 
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sanctions, war, inflation, commodity shock, currency crisis, or payment disruption. Dollar 
dominance made reserve management simpler. Dollar demotion makes it more strategic. 

11.2 Emerging Markets and the Search for Financial Autonomy 

Emerging markets have lived under the shadow of the dollar system for decades. Many borrow 
in dollars, price imports in dollars, export commodities in dollars, and face capital flows driven 
by U.S. interest rates. Their domestic policy space is often constrained by decisions made in 
Washington, New York, and global dollar funding markets. A Federal Reserve tightening cycle 
can raise borrowing costs, weaken local currencies, intensify inflation pressure, and force 
emerging-market central banks to defend credibility even when domestic conditions would call 
for easier policy. 

This is the core problem of limited monetary sovereignty. A country may issue its own currency, 
but if its debt, imports, banking system, or investor base is dollar-linked, its policy freedom is 
constrained. It cannot simply ignore the dollar. If the local currency falls too sharply, dollar debts 
become more expensive, import prices rise, and capital may flee. If the central bank raises rates 
to defend the currency, domestic growth suffers. If it does not raise rates, inflation and financial 
instability may follow. The dollar becomes an external governor of domestic policy. 

Dollar demotion could offer emerging markets more autonomy if it reduces the dominance of 
dollar funding and expands alternative financing channels. Local-currency bond markets could 
deepen. Regional development banks could become more important. Trade with major partners 
could be settled in local currencies. Commodity exporters could accept a broader range of 
currencies. Central banks could hold more diversified reserves. These changes would reduce the 
mechanical link between U.S. monetary policy and emerging-market financial conditions. 

But the transition would be uneven. Stronger emerging markets with credible institutions, 
manageable debt, deepening local-currency markets, and diversified trade could benefit most. 
They could borrow more in their own currencies, reduce exchange-rate mismatch, and 
negotiate settlement terms from a position of strength. Weaker countries might not benefit as 
much. If investors do not trust local institutions, they may still demand dollar debt. If local 
currencies are volatile, trading partners may reject them. If reserves are thin, diversification may 
be symbolic rather than protective. 

The dollar system has often punished emerging markets for borrowing in a currency they cannot 
issue. When the dollar strengthens, debt service becomes more expensive in local terms. When 
global risk appetite falls, capital flows reverse. When U.S. rates rise, emerging-market assets 
reprice. A more plural system could reduce some of these pressures by creating alternatives to 
dollar debt. But it could also create new vulnerabilities if countries borrow in several foreign 
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currencies without matching revenues. Currency mismatch can become more complicated, not 
less. 

Financial autonomy requires domestic capacity. A country cannot achieve sovereignty merely by 
invoicing trade differently. It needs credible fiscal policy, trusted central banking, functioning 
courts, transparent data, banking supervision, local investor bases, and productive export 
capacity. Without these, non-dollar finance may be expensive or unstable. Dollar dependence is 
often a symptom of deeper institutional weakness. Dollar demotion creates an opening, but 
countries must build the capacity to use it. 

Emerging markets may also face pressure to choose between monetary blocs. Some may be 
pulled toward China-centered settlement systems. Others may remain tied to the U.S.-European 
financial sphere. Others may seek regional arrangements. Strategic nonalignment will be 
difficult because financial infrastructure is rarely neutral. Payment systems, reserve assets, 
development finance, commodity contracts, and technology platforms all carry geopolitical 
implications. The search for autonomy may require balancing among competing dependencies. 

Local-currency trade is promising but limited. If two countries trade regularly, settling in their 
own currencies can reduce dollar needs. But imbalances must be managed. If one side 
accumulates too much of the other’s currency, it may demand conversion into a more liquid 
asset. Without deep markets and trust, local-currency settlement can become a temporary 
workaround rather than a stable system. Still, such arrangements can be valuable in specific 
corridors, especially among countries with complementary trade flows. 

Regional financial cooperation may be more effective than isolated national efforts. Shared 
payment systems, regional reserve pools, swap lines, development banks, and settlement 
mechanisms can help emerging markets reduce vulnerability. But regional systems require trust 
among neighbors, governance rules, and credible enforcement. They can also reproduce 
hierarchy if one dominant regional power controls the infrastructure. Autonomy from the dollar 
should not become subordination to another center. 

Dollar demotion may also change the politics of development. For decades, many countries 
experienced the dollar system through debt crises, IMF programs, capital-flow volatility, 
commodity dependence, and externally imposed adjustment. A more plural system may give 
them more bargaining power. They may be able to seek financing from multiple sources, settle 
trade in multiple currencies, and resist some forms of pressure. But plural financing can also 
encourage overborrowing if governments play creditors against each other without improving 
domestic fundamentals. 

The ideal outcome for emerging markets is not escape from the dollar into another dependency. 
It is the ability to choose the currency, creditor, and settlement system that best fits national 
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development. That requires multiple options. Dollar demotion helps by weakening monopoly. 
But genuine autonomy requires internal strength. Countries that treat de-dollarization as a 
slogan without building institutions may remain vulnerable. Countries that combine 
diversification with domestic reform may gain real policy space. 

The emerging-market future will therefore be divided. Some states will use monetary pluralism 
to strengthen sovereignty. Others will be trapped between dollar debt, weak local currencies, 
and unreliable alternatives. Dollar demotion opens the door, but it does not carry everyone 
through it. 

11.3 Commodity Producers and Non-Dollar Settlement 

Commodity producers occupy a strategic position in the demotion of the dollar because they 
sell goods the world cannot easily avoid. Oil, natural gas, coal, copper, lithium, uranium, grain, 
fertilizer, rare earths, and other critical materials are not discretionary luxuries. They are the 
material base of industry, energy, food systems, and military power. Countries that control 
essential commodities can use that position to experiment with settlement systems, diversify 
reserves, and negotiate payment terms outside the old dollar template. 

The dollar’s role in commodity markets has been one of the strongest pillars of its global power. 
Pricing oil and major commodities in dollars created constant demand for dollar balances, dollar 
banking, dollar hedging, and dollar trade finance. Even countries with little direct trade with the 
United States often needed dollars to buy energy, food, or industrial inputs. This reinforced the 
dollar’s reserve role because importers needed dollar liquidity and exporters accumulated 
dollar revenues. 

Non-dollar commodity settlement weakens this mechanism at the margin. If an energy exporter 
accepts payment in euros, renminbi, rupees, dirhams, local currencies, or a clearing 
arrangement, the buyer needs fewer dollars for that transaction. If a mineral exporter accepts a 
basket of currencies, its reserve accumulation becomes less dollar-centered. If commodity trade 
increasingly settles through bilateral or regional systems, the automatic link between physical 
necessity and dollar demand weakens. 

But this process is more complicated than headlines suggest. Commodity markets are not only 
payment relationships. They are ecosystems of pricing benchmarks, futures markets, options, 
shipping insurance, trade finance, letters of credit, storage, quality standards, and legal 
contracts. These systems are heavily dollar-linked. A cargo may be paid for in another currency 
while its benchmark price remains dollar-based. A producer may accept non-dollar payment but 
hedge exposure in dollar derivatives. A buyer may settle bilaterally but still use dollar financing 
elsewhere. Dollar demotion in commodities will therefore be partial and hybrid. 



87 
 

Commodity exporters have different incentives depending on their political position. A U.S.-
aligned exporter may see little reason to move away from dollar settlement. A sanctioned 
exporter may have strong reason to accept alternatives. A nonaligned exporter may prefer 
flexibility, accepting dollars from some buyers and other currencies from others. Large exporters 
may use currency choice as a diplomatic tool, rewarding partners or reducing exposure to 
hostile jurisdictions. Settlement currency becomes part of foreign policy. 

Energy is the most symbolically important case because the petrodollar system helped anchor 
post-Bretton Woods dollar dominance. If major energy flows settle outside the dollar, even 
partly, the psychological impact can exceed the immediate financial effect. It signals that dollar 
use in commodities is no longer automatic. It also gives importers and exporters experience 
with alternative settlement. Over time, that experience can reduce transaction costs and 
normalize non-dollar arrangements. 

Minerals may become equally important. The energy transition, electrification, artificial 
intelligence infrastructure, semiconductors, defense systems, and grid expansion depend on 
critical minerals and industrial metals. Countries that control supply chains for lithium, cobalt, 
nickel, copper, rare earths, uranium, and other strategic materials may gain settlement leverage. 
If these markets become more politicized, currency choice may follow strategic alignment rather 
than pure efficiency. 

Food and fertilizer also matter. Grain exporters and fertilizer producers hold power over 
population stability. Food-importing countries need reliable access, especially during war, 
sanctions, drought, or supply disruption. Non-dollar settlement in food and fertilizer trade can 
become attractive when dollar financing is scarce or politically constrained. A country facing 
food insecurity may accept less efficient settlement if it guarantees supply. Commodity 
necessity can push monetary experimentation. 

However, commodity producers also face risks in accepting non-dollar currencies. They may 
receive currencies that are hard to convert, vulnerable to depreciation, or usable only for 
limited imports. A producer accepting a buyer’s local currency must decide what to do with it. If 
the currency cannot be invested in deep markets or used to buy desired goods, the producer 
may demand discounts, clearing mechanisms, or conversion into gold, dollars, euros, or another 
asset. This limits how far non-dollar settlement can go without deeper financial infrastructure. 

Commodity settlement also depends on trust between trading partners. Long-term energy 
contracts, pipeline arrangements, infrastructure financing, and supply agreements can support 
non-dollar settlement because they create repeated interaction. Spot markets are harder. The 
more anonymous and global the market, the more useful a common currency remains. This is 
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why the dollar will likely remain dominant in many commodity benchmarks even as bilateral 
settlement diversifies. 

For commodity-importing countries, non-dollar settlement can reduce vulnerability to dollar 
shortages. If a country can buy oil, gas, grain, or fertilizer in its own currency or a partner’s 
currency, it reduces immediate demand for dollar reserves. This can be especially valuable 
during periods of dollar strength or external financing stress. But importers must still maintain 
credibility. Exporters will not accept weak currencies indefinitely unless they have a use for 
them or political reasons to do so. 

The rise of non-dollar commodity settlement will likely produce a more fragmented commodity-
finance map. Some flows will remain dollar-centered. Some will be euro-linked. Some China-
centered flows will use renminbi. Some regional flows will use local currencies. Some politically 
sensitive flows will use barter-like structures, gold, or clearing arrangements. The result will not 
be a clean replacement of the petrodollar. It will be a gradual erosion of dollar exclusivity in 
material trade. 

Commodity producers therefore have leverage in the dollar-demotion process because they 
control what others need. But their leverage is constrained by financial depth, currency trust, 
and market infrastructure. The future will be negotiated cargo by cargo, contract by contract, 
corridor by corridor. This slow fragmentation is precisely how monetary systems change: not by 
proclamation, but by repeated exceptions becoming normal. 

11.4 Monetary Pluralism as Both Freedom and Instability 

Monetary pluralism promises freedom from excessive dependence on a single currency system. 
It gives states more choices, more hedges, and more bargaining power. It reduces the ability of 
one sovereign issuer to dictate terms through reserves, payments, sanctions, and liquidity 
access. It allows countries to align reserve portfolios with their own trade patterns, political 
risks, and development strategies. For many states, this is an attractive future. It means the 
world after automatic dollar obedience. 

But monetary pluralism also brings instability. A single dominant currency creates hierarchy, but 
it also creates coordination. The dollar system provides a common unit for trade, a deep safe-
asset market, a central crisis currency, and a widely understood payment architecture. It 
reduces some transaction costs and simplifies reserve management. When financial panic 
erupts, the world knows where liquidity is concentrated. A plural system may be more 
sovereign, but it is also more complex. 

Fragmented liquidity is the first risk. If reserves, payments, and debt markets spread across 
more currencies, liquidity may become segmented. In normal times, this can appear 
manageable. In crisis, it can become dangerous. Market participants may rush into different 
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assets depending on political alignment, geography, or perceived safety. Some markets may 
freeze while others strengthen. Exchange-rate volatility may rise. Central banks may have to 
intervene in several currencies rather than one. Crisis management becomes more difficult. 

The second risk is competing blocs. Monetary pluralism may not produce neutral diversity. It 
may produce rival financial zones. A U.S.-aligned dollar-euro-yen-sterling system may coexist 
with China-centered renminbi networks, regional clearing blocs, commodity corridors, and 
sanctioned-state workarounds. These systems may be interoperable in calm times but hostile in 
conflict. Payment infrastructure can become part of geopolitical partition. Money then becomes 
another front in great-power competition. 

The third risk is lower efficiency. The dollar system is costly in terms of dependence, but 
efficient in terms of standardization. Contracts, hedges, benchmarks, trade finance, and 
settlement practices are built around it. A plural system requires more hedging, more legal 
complexity, more currency conversion, more reserve management, and more operational 
infrastructure. States may accept these costs for sovereignty, but the costs are real. The world 
may become freer and more expensive at the same time. 

The fourth risk is mismanaged autonomy. Some governments may interpret monetary pluralism 
as permission to avoid discipline. They may borrow from alternative creditors without improving 
fiscal policy. They may accumulate weak currencies for political reasons. They may join payment 
systems that increase dependence on another great power. They may mistake symbolic de-
dollarization for real resilience. Escaping dollar discipline does not automatically create sound 
money. Sovereignty can be misused. 

The fifth risk is crisis ambiguity. Under dollar hegemony, the Federal Reserve played a central 
role in global liquidity provision, especially for allies and major markets. In a plural system, who 
provides liquidity to whom? Which central bank supports which region? Which swap lines 
matter? Which currencies are accepted as collateral? Which payment rails remain open during 
war? These questions may not be answered until a crisis tests them. Uncertainty itself can 
amplify panic. 

Yet the freedoms are real. Monetary pluralism allows countries to hedge against sanctions, 
reduce currency mismatch, build regional markets, settle trade with strategic partners, and hold 
reserves that reflect national risk rather than global habit. It can reduce the vulnerability of 
countries that have long been forced to live under dollar cycles. It can give commodity 
producers more bargaining power. It can give emerging markets more financing options. It can 
prevent the entire world from depending on the policy choices of one state. 

The key is resilience rather than purity. The goal for most countries will not be to eliminate the 
dollar. It will be to avoid total dependence on it. A resilient monetary strategy keeps access to 
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dollar liquidity while building alternatives. It holds Treasuries but not only Treasuries. It uses 
dollar settlement but develops regional rails. It borrows in dollars when necessary but deepens 
local-currency markets. It holds gold for strategic insurance. It avoids replacing one monopoly 
with another. 

For the global system, the challenge is interoperability. Monetary pluralism will be more stable if 
different systems can still communicate, settle, and provide liquidity across boundaries. It will 
be more dangerous if payment blocs become mutually exclusive. The future may depend less on 
which currency wins than on whether plural currencies can coexist without constant financial 
warfare. A world of many monies needs bridges. Without bridges, pluralism becomes 
fragmentation. 

The moral and political meaning of monetary pluralism is therefore ambiguous. It can be a path 
toward sovereignty, or a path toward bloc conflict. It can democratize financial power, or 
multiply coercive centers. It can reduce dependence, or create new dependencies. It can make 
sanctions less absolute, or make wars harder to end because opponents are less vulnerable to 
pressure. It can give states room to breathe, or reduce the common standards that made global 
commerce easier. 

The rest of the world will not experience dollar demotion uniformly. Strong states will use it to 
gain autonomy. Weak states may face more volatility. Commodity states may gain leverage. 
Import-dependent states may face settlement complexity. U.S. allies may remain mostly inside 
the dollar system while hedging modestly. U.S. adversaries will build alternatives aggressively. 
Nonaligned states will try to hold all doors open. The result will be uneven monetary geography. 

The deepest consequence is that money will become more visibly political. Dollar hegemony 
often hid politics behind market infrastructure. Monetary pluralism makes the politics explicit. 
Which currency a country holds, which payment rail it uses, where it stores gold, which swap 
lines it joins, and how it settles commodities will all reveal strategic alignment and threat 
perception. Reserve management becomes geopolitical autobiography. 

Monetary pluralism is therefore neither salvation nor disaster. It is a new operating condition. It 
offers freedom from monopoly, but not freedom from power. It reduces dollar obedience, but 
not financial hierarchy. It creates alternatives, but not automatic stability. The world after dollar 
demotion will have more choices. It will also have more responsibility for the consequences of 
those choices. 
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12. Conclusion: The World After Dollar Obedience 

The future of the dollar is not best understood through the language of collapse. Collapse is too 
dramatic, too sudden, and too misleading. The dollar remains embedded in global reserves, 
trade invoicing, offshore debt, banking liquidity, collateral systems, commodity markets, and 
crisis management. No rival currency has yet assembled the full institutional stack required to 
replace it. The Treasury market remains unmatched in depth. The Federal Reserve remains the 
central bank whose decisions transmit through the entire global system. Dollar funding still 
matters everywhere. In moments of panic, much of the world still seeks dollar liquidity rather 
than fleeing from it. 

Yet the future is also not a simple continuation of the old order. The dollar is losing exclusivity. 
Its reserve share has declined from late-twentieth-century supremacy into a lower range. 
Central banks are buying gold, experimenting with broader currency baskets, rethinking custody 
risk, and asking whether reserves held inside foreign jurisdictions are truly sovereign. 
Commodity exporters and importers are testing non-dollar settlement. Nonaligned states are 
seeking ways to avoid dependence on any single great-power financial system. Sanctions have 
made clear that dollar access is not merely a market convenience, but a political permission 
structure. 

The result is dollar demotion. The dollar remains first, but no longer alone. It remains necessary, 
but no longer sufficient. It remains powerful, but less neutral. It remains the leading currency of 
liquidity, but gold increasingly becomes the asset of sovereign distrust. The euro remains the 
second formal reserve pillar. Smaller currencies provide selective safety and diversification. The 
renminbi grows in China-linked settlement without yet becoming a full reserve successor. 
Regional payment rails and bilateral clearing arrangements provide partial escape routes. The 
system becomes layered. 

The world after dollar obedience is therefore not dollarless. It is less dollar-centered, less 
Washington-centered, and less willing to treat one sovereign balance sheet as the natural 
foundation of global safety. This transition may be slow, uneven, and reversible in places, but its 
direction is historically significant. A reserve currency can lose geopolitical authority before it 
loses numerical first place. That is the central lesson of the present moment. 

For the United States, the challenge is not to prevent every act of diversification. That is 
impossible. The challenge is to preserve enough credibility that dollar primacy remains 
attractive rather than merely unavoidable. Fiscal discipline, institutional stability, central-bank 
independence, legal predictability, restrained sanctions policy, productive investment, and 
alliance credibility all become part of monetary strategy. Dollar power cannot be sustained 
indefinitely by inertia alone. 
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For the rest of the world, the challenge is to build autonomy without creating chaos. Monetary 
pluralism offers insurance, sovereignty, and bargaining power. It also risks fragmentation, 
inefficiency, bloc conflict, and crisis ambiguity. The old dollar system concentrated power but 
provided coordination. The new system may distribute power but weaken coordination. The 
central task of the coming era is to gain freedom from monopoly without losing the ability to 
manage interdependence. 

12.1 The Dollar Remains First but No Longer Alone 

The dollar will remain the leading global currency for the foreseeable future because its 
advantages are structural, not superficial. It is supported by the largest and deepest sovereign-
bond market, the most extensive financial ecosystem, the most widely used collateral 
instruments, the dominant offshore funding networks, and an unmatched history of crisis 
liquidity. These features cannot be replicated quickly. A reserve currency is not simply declared 
into existence. It is built through markets, law, trust, habit, and repeated use under stress. 

This is why predictions of imminent dollar collapse have repeatedly failed. They underestimate 
the depth of the system. Countries may dislike American policy and still need dollars. Banks may 
fear sanctions but still require dollar clearing. Commodity exporters may accept alternative 
currencies in selected transactions but still reference dollar benchmarks. Central banks may buy 
gold while still holding large Treasury portfolios. The dollar system persists because it is woven 
into the practical machinery of global finance. 

But persistence is not the same as monopoly. The dollar’s most important loss is not first place. 
It is solitude. It no longer stands as the single uncontested answer to the reserve problem. Gold 
has regained legitimacy as a strategic asset. The euro remains a major reserve alternative. 
Smaller currencies offer useful diversification. The renminbi provides payment optionality 
within China-centered trade. Regional systems create partial autonomy. Digital settlement 
technologies may eventually widen the range of bypass mechanisms. The dollar still sits at the 
center, but the perimeter is filling with alternatives. 

This is a different kind of decline from the dramatic collapse imagined by some critics. The dollar 
can remain the largest reserve currency while losing the political authority that came from 
being treated as unavoidable. Hegemony depends on more than rank. It depends on the belief 
that the hegemon’s infrastructure is the natural environment in which others must operate. 
Once states build parallel systems, even small ones, the psychological structure changes. The 
dollar remains dominant, but dominance becomes conditional. 

The distinction between being first and being alone matters for U.S. power. A state that controls 
the only bridge can command passage. A state that controls the largest bridge must compete 
with ferries, tunnels, regional roads, and emergency routes. The largest bridge remains 



93 
 

valuable, perhaps indispensable, but its owner can no longer assume total obedience. This is 
the dollar’s likely future. It remains the largest bridge in global finance, but it is no longer the 
only imagined route. 

The dollar’s continued first-place status may even coexist with visible diversification. This 
apparent contradiction will define the coming period. Every crisis may still generate dollar 
demand, while every crisis also motivates future hedging. Every sanctions campaign may still 
demonstrate U.S. leverage, while also encouraging alternative rails. Every Treasury rally may 
confirm dollar strength, while every debate over U.S. debt may remind reserve managers of 
concentration risk. The dollar can win tactically and erode strategically at the same time. 

This is why analysts must avoid binary thinking. The question is not whether the dollar is strong 
or weak. It is strong in liquidity and weaker in neutrality. Strong in collateral and weaker in 
political innocence. Strong in crisis demand and weaker in long-term unquestioned trust. Strong 
as an incumbent and weaker as a monopoly. These differences matter. A currency can dominate 
one function while losing another. 

The dollar remains first because alternatives are incomplete. The euro lacks a unified fiscal safe 
asset at full scale. The renminbi lacks full convertibility and reserve trust. Gold lacks yield and 
credit elasticity. Smaller currencies lack scale. Regional systems lack universality. But the dollar is 
no longer alone because these incomplete alternatives are sufficient for diversification. A 
perfect successor is unnecessary. A portfolio of partial substitutes can still weaken monopoly. 

The future reserve system will therefore be defined by coexistence. The dollar will coexist with 
gold as a sovereignty hedge, with the euro as the second institutional pillar, with smaller 
currencies as safety components, with the renminbi as a settlement currency in China-linked 
corridors, and with regional systems as political insurance. This coexistence does not end dollar 
power. It changes the conditions under which dollar power operates. 

The world after dollar obedience begins when states still use the dollar but no longer organize 
their entire survival strategy around it. That is already the direction of travel. The dollar remains 
first. It does not remain alone. 

12.2 De-Dollarization as a Slow Institutional Process 

De-dollarization is often discussed as if it were an event: a sudden announcement, a dramatic 
sell-off, a new reserve currency, a summit declaration, or a decisive break in oil pricing. This 
framing is misleading. The more realistic process is institutional, gradual, and cumulative. It 
happens through reserve benchmarks, custody decisions, payment systems, trade contracts, 
swap lines, commodity settlements, central-bank gold purchases, bond-market development, 
legal reforms, and crisis planning. The dollar is not displaced in one motion. It is surrounded 
over time. 
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This institutional character explains why de-dollarization can be easy to dismiss in the short run 
and powerful in the long run. Any single step may appear small. A central bank buys more gold. 
A country settles a portion of trade in local currency. A regional payment system handles limited 
flows. A commodity exporter accepts non-dollar payment from one buyer. A sovereign wealth 
fund trims dollar exposure. A bilateral swap line is renewed. A central bank revises custody 
arrangements. None of these actions ends dollar dominance. But institutions are built from 
repeated small acts. 

The dollar system itself developed this way. It was not created by one law or one treaty alone. 
Bretton Woods mattered, but so did postwar reconstruction, Treasury-market growth, oil 
settlement, offshore dollar banking, U.S. military reach, global trade invoicing, Federal Reserve 
crisis actions, and decades of institutional habit. The dollar became dominant because many 
systems converged around it. De-dollarization, if it continues, will be the partial reversal of that 
convergence. 

This means the most important signs of dollar demotion may not be spectacular. They may be 
technical. Reserve managers changing benchmark allocations. Central banks increasing the 
share of gold held domestically. Payment systems becoming interoperable outside Western-
controlled channels. Commodity contracts allowing optional settlement currencies. Local-
currency bond markets deepening. Regional banks developing clearing mechanisms. Exporters 
accepting currency baskets. These are the plumbing changes that precede visible shifts in 
power. 

Slow institutional processes are difficult to measure because they often coexist with continued 
dollar use. A country may build an alternative payment system while still using dollars for most 
trade. A central bank may buy gold while still holding Treasuries. A commodity exporter may 
accept renminbi from one buyer and dollars from another. A bank may join a non-dollar 
settlement platform while preserving dollar correspondent accounts. This hybridity is not 
evidence that de-dollarization is fake. It is evidence that de-dollarization is partial. 

The process is also uneven by region and sector. Energy settlement may change differently from 
technology trade. Sanctioned states may move faster than allies. Nonaligned countries may 
hedge quietly. Emerging markets with dollar debt may remain constrained even if they want 
autonomy. Europe may deepen euro use without breaking from the dollar bloc. China-linked 
trade may use more renminbi while global reserves remain dollar-heavy. There will be no single 
global timetable. 

The institutional process also depends on crisis learning. States rarely redesign reserve systems 
in calm periods without reason. Crises teach them what failed. A dollar funding shortage 
teaches the need for swap lines and reserves. A sanctions shock teaches access risk. A 
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commodity disruption teaches settlement flexibility. An inflation shock teaches real-return risk. 
A debt crisis teaches currency-mismatch risk. Each crisis leaves institutional memory. De-
dollarization advances when that memory is converted into policy. 

Because the process is slow, it can be underestimated by the incumbent. The United States may 
look at continued dollar dominance and assume the system is secure. It may interpret every 
failed alternative as proof that no alternative matters. It may notice that non-dollar settlement 
remains small, that the renminbi remains constrained, that gold cannot replace Treasuries, and 
that the euro remains incomplete. All of this may be true. But the danger is not one alternative. 
The danger is a slow accumulation of alternatives that reduces dependence. 

The process can also be overestimated by critics. Some interpret every bilateral currency 
agreement as the end of the dollar. They ignore liquidity, legal trust, debt markets, hedging 
infrastructure, and the difficulty of replacing dollar collateral. They mistake political desire for 
financial capacity. This error leads to premature collapse narratives. The dollar’s institutional 
depth is enormous, and no serious analysis should minimize it. 

The correct view lies between denial and exaggeration. De-dollarization is real as a 
diversification process. It is not real as a sudden total replacement. It is institutional, not 
revolutionary. It is cumulative, not linear. It is driven by risk management as much as ideology. It 
weakens dollar monopoly without eliminating dollar centrality. It is visible in the margins before 
it becomes visible at the center. 

This slow process also means policy choices matter. The United States can slow demotion by 
preserving credibility, reducing fiscal recklessness, using sanctions more selectively, maintaining 
legal predictability, and investing in productive capacity. Other countries can accelerate 
pluralism by deepening local markets, building reliable payment systems, and creating credible 
non-dollar assets. The future is not predetermined. It is being built through institutional choices. 

De-dollarization as a slow institutional process is therefore more historically plausible than 
dollar collapse. The world does not need a dramatic monetary revolution. It needs enough 
repeated acts of diversification that the old monopoly no longer feels natural. Once that 
happens, the dollar system changes even if the dollar remains first. 

12.3 The Coming Reserve Architecture 

The coming reserve architecture will be layered rather than singular. The dollar will remain the 
working core of global liquidity. Gold will serve as the strategic reserve of neutrality. The euro 
will function as the second major institutional currency. Smaller currencies will provide safety, 
diversification, and specialized exposure. The renminbi will expand in China-centered trade and 
selected settlement corridors. Regional arrangements will provide partial autonomy. Digital 
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payment systems may create new routes for clearing and settlement. The future reserve system 
will be a portfolio of functions. 

This architecture reflects a basic lesson: no single asset solves every reserve problem. The dollar 
solves liquidity better than any rival, but it carries sanctions and fiscal risks. Gold solves 
neutrality, but not yield or payment elasticity. The euro offers institutional diversification, but 
Europe lacks a fully unified fiscal safe asset. The renminbi offers China-linked utility, but not full 
convertibility or broad reserve trust. Smaller currencies offer safety, but not scale. Regional 
systems offer autonomy, but not universality. The portfolio becomes the solution because each 
component compensates for the weaknesses of others. 

The first layer will remain dollar liquidity. Central banks, banks, corporations, and markets will 
continue to need dollars for intervention, debt service, trade finance, derivatives, collateral, and 
crisis response. Even countries seeking diversification will maintain dollar reserves because they 
cannot safely ignore the currency in which much of the world still borrows and settles. This layer 
gives the dollar continuing power. 

The second layer will be strategic gold. Gold will not operate the daily financial system, but it 
will anchor sovereign insurance. It will be held because it is not another state’s liability, because 
it can be stored under national control, and because it remains globally recognized even when 
political trust breaks down. Gold’s role will be especially important for countries that fear 
sanctions, asset freezes, currency debasement, or bloc conflict. It will represent the reserve 
asset of final distrust. 

The third layer will be institutional diversification through the euro and other advanced-
economy currencies. The euro will remain the most important non-dollar currency because it 
offers scale, convertibility, and legal confidence. The yen, Swiss franc, sterling, Canadian dollar, 
Australian dollar, and other currencies will serve more specialized roles. These assets will be 
attractive to reserve managers who want diversification without entering a rival geopolitical 
system or sacrificing institutional trust. 

The fourth layer will be China-linked renminbi use. The renminbi will matter most where trade 
with China matters most. It will grow through bilateral settlement, commodity purchases, swap 
lines, Belt and Road relationships, and alternative payment infrastructure. But its reserve role 
will remain limited unless China accepts greater financial openness and convertibility. The 
renminbi will be important, but asymmetrical: stronger in payment corridors than in global 
reserve portfolios. 

The fifth layer will be regional and bilateral arrangements. These will include local-currency 
settlement systems, regional clearing mechanisms, swap networks, commodity-linked deals, 
and development-finance structures. They will not replace global reserve assets, but they will 
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reduce the need to use dollars in every transaction. Their value will be greatest during political 
stress, sanctions, or dollar shortages. They will function as backup systems and autonomy tools. 

The sixth layer may be digital settlement infrastructure. Central bank digital currencies, 
tokenized deposits, stable settlement assets, and distributed ledgers could alter payment 
mechanics. But technology will not eliminate politics. A digital system still requires trust, 
governance, legal enforceability, cybersecurity, liquidity, and convertibility. Digital rails may 
change the speed and architecture of settlement, but they will not by themselves determine 
reserve hierarchy. The political question of who controls the rail will remain. 

This architecture will not be uniform. Allied states may remain heavily dollar- and euro-
centered. Sanctioned states may emphasize gold, renminbi, and alternative rails. Commodity 
exporters may pursue settlement flexibility. Emerging markets may combine dollars for debt 
service with gold and regional currencies for resilience. Europe may push euro autonomy while 
remaining within the broader Western financial bloc. China may build renminbi corridors 
without fully liberalizing its capital account. The architecture will be global, but uneven. 

The coming system will also be more scenario-dependent. In a market panic, dollars may still 
dominate. In a sanctions crisis, gold and alternative rails may matter more. In a European crisis, 
Treasuries may regain strength. In a U.S. fiscal crisis, diversification assets may rise. In a China-
centered trade expansion, renminbi settlement may grow. In a commodity shock, producer 
currencies and barter-like arrangements may become more important. Reserve managers will 
need portfolios that survive different kinds of crises rather than one universal stress model. 

This is why the future reserve architecture should be understood as resilience engineering. The 
goal is not maximum return or ideological purity. The goal is survival across uncertain futures. 
Central banks will increasingly ask whether their reserves remain usable under war, sanctions, 
inflation, debt crisis, currency volatility, payment disruption, and supply shock. The architecture 
that emerges will be judged by usability, not elegance. 

For the United States, this architecture means continued leadership but reduced monopoly. For 
Europe, it offers a chance to strengthen the euro if institutional reforms deepen. For China, it 
offers a path to greater monetary influence without immediate reserve hegemony. For 
emerging markets, it offers more choices but also more complexity. For commodity producers, it 
offers settlement leverage. For the global system, it offers resilience at the price of coordination. 

The coming reserve architecture is therefore neither a clean break nor a stable continuation. It 
is a layered adaptation to a world of mistrust. The dollar remains the main operating currency. 
Gold becomes the mistrust asset. Other currencies and rails become the redundancy network. 
This is the architecture of dollar demotion. 
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12.4 Final Argument: Demotion Is More Plausible Than Collapse 

The final argument of this paper is that dollar demotion is more plausible than dollar collapse. 
Collapse would require a rapid and broad loss of confidence in the dollar’s core functions. It 
would require central banks, banks, corporations, investors, commodity markets, and payment 
systems to abandon dollar infrastructure faster than alternatives could realistically absorb. The 
evidence does not support that scenario as the central expectation. The dollar system is too 
deep, too useful, and too embedded to vanish suddenly under ordinary conditions. 

Demotion, by contrast, is already visible. The dollar’s reserve share has declined over decades. 
Central banks are diversifying. Gold has regained strategic importance. Sanctions have changed 
reserve psychology. Non-dollar settlement experiments are growing. The euro remains a 
persistent second pillar. The renminbi is expanding in selected corridors. Smaller currencies are 
gaining relevance in reserve baskets. Regional payment systems are being built. These 
developments do not prove dollar collapse. They prove the erosion of exclusivity. 

Demotion is also more consistent with historical change. Great monetary systems rarely 
disappear overnight unless destroyed by war, hyperinflation, revolution, or state failure. More 
often, their role changes as relative power shifts, alternatives mature, and users diversify. The 
old currency remains in use after its monopoly fades. Sterling did not vanish when Britain 
declined. The dollar need not vanish as U.S. relative power becomes more contested. Its role 
can shrink in authority while remaining large in practice. 

This distinction matters because collapse narratives can mislead both critics and defenders. 
Critics who expect sudden dollar failure may underestimate the resilience of U.S. markets and 
institutions. Defenders who see no collapse may deny meaningful decline. Both miss the middle 
path. The dollar can remain strong and still be demoted. It can remain first and still lose 
obedience. It can remain central and still become less neutral. It can remain liquid and still 
become more politically suspect. 

The most likely future is therefore a jagged transition. Some periods will appear to restore dollar 
dominance. Crises may drive investors into Treasuries. U.S. growth may outperform rivals. 
European problems may weaken the euro. Chinese controls may limit the renminbi. Gold may 
experience volatility. Alternative payment systems may disappoint. These episodes will lead 
some observers to declare de-dollarization dead. But the long-term process may continue 
through quiet diversification. 

Other periods will accelerate demotion. A sanctions shock, debt-ceiling crisis, inflation surge, 
war, Treasury-market disruption, or major geopolitical realignment could push reserve 
managers to diversify faster. These episodes will lead others to declare the dollar finished. That 
too may be exaggerated. The dollar’s system will likely absorb shocks that would destroy weaker 
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currencies. The path will not be smooth because the dollar is both declining in exclusivity and 
resilient in function. 

The United States still has agency. Dollar demotion is not inevitable at a fixed pace. It can be 
slowed by serious governance. Fiscal discipline would reduce doubts about Treasury supply and 
inflationary debt management. Central-bank independence would support monetary credibility. 
Legal predictability would reassure foreign holders. Sanctions restraint would preserve the 
perception that dollar infrastructure is not arbitrary. Productive investment would strengthen 
the real economy behind the currency. Alliance management would preserve the broader 
financial coalition. The dollar’s future depends on statecraft. 

The rest of the world also has agency. Countries that want autonomy must build credible 
institutions, local-currency markets, payment systems, custody arrangements, and reserve 
strategies. They must avoid replacing dollar dependence with dependence on another power. 
They must distinguish symbolic de-dollarization from operational resilience. Monetary pluralism 
will reward states that build capacity and punish those that rely on slogans. 

The final conclusion is that the dollar’s greatest vulnerability is not that it will be replaced by a 
superior currency tomorrow. Its greatest vulnerability is that the world no longer needs a 
superior single replacement to reduce American monetary power. A basket of partial 
alternatives is enough. Gold for neutrality, euros for diversification, renminbi for China trade, 
smaller currencies for safety, regional systems for autonomy, and digital rails for redundancy can 
together weaken the dollar’s monopoly without defeating the dollar outright. 

That is the meaning of dollar demotion. The dollar remains the leading currency, but its 
command over the imagination of reserve managers is fading. The world still uses the dollar, but 
increasingly prepares for situations in which it cannot or should not rely on it completely. This 
preparation is the real shift. Monetary orders change first in contingency plans, then in 
portfolios, then in institutions, and only later in headlines. 

The world after dollar obedience will not be simple. It may be more sovereign but less 
coordinated, more flexible but less liquid, more multipolar but more unstable. It will give states 
more choices and more responsibility. It will reduce the reach of U.S. financial coercion, but not 
eliminate power politics. It will weaken monetary monopoly, but not abolish hierarchy. It will 
not end the dollar. It will end the assumption that the dollar is the only serious answer to the 
question of sovereign safety. 

The future is therefore not de-dollarization as disappearance. It is de-dollarization as 
diversification. Not collapse, but demotion. Not replacement, but pluralism. Not the end of the 
dollar, but the end of automatic dollar obedience. 
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