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“Dollar collapse” is usually spoken as if it were a single event: one dramatic moment when
confidence breaks and the currency fails. In practice, the phrase conflates several distinct failure
modes that look very different in markets, policy responses, and lived experience. A purchasing-
power collapse (persistent inflation) is not the same as a funding-market collapse (liquidity
seizure), a political credibility collapse (technical default), or a slow reserve-status erosion
(multi-year regime shift). Each has its own ignition sources, propagation channels, and feedback
loops between Treasury financing, repo plumbing, bank balance sheets, offshore dollar
demand, and political constraints on central bank action. This paper constructs an explicit
“scenario menu” that treats collapse as a family of mechanisms rather than a single prophecy.
The goal is not prediction, but disciplined imagination: to separate what is merely loud
(narratives, price spikes) from what is structurally dangerous (auction dysfunction, collateral
impairment, swap-basis stress, institutional capture). The result is a usable framework for
readers who want to reason clearly about looming risk without turning macroeconomics into
mythology. A final section proposes an indicator dashboard and a set of falsifiable triggers that
would force scenario revision.
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1. Introduction: Why “Collapse” Needs Multiple Definitions
Clarify the difference between fear narratives and mechanism-based risk. State the paper’s
purpose: scenario construction, not prophecy.

2. What “Dollar Collapse” Can Mean in Practice

2.1 Purchasing-power collapse

Inflation as the lived meaning of collapse.

2.2 Funding-market collapse

The plumbing breaks while the dollar can strengthen first.
2.3 Sovereign credibility collapse

Default risk as a political artifact.

2.4 Reserve-status erosion

Slow-motion regime shift versus weekend catastrophe.

3. A Minimal Plumbing Primer: Where Stress Actually Travels
3.1 Treasuries as collateral, not just “debt”

Why collateral function matters more than headline debt levels.
3.2 Repo and haircuts

How small haircut changes become forced-selling cascades.

3.3 Offshore dollars and synthetic dollar borrowing

FX swaps, basis, and the global demand for USD funding.

3.4 The Fed'’s toolkit as market-function backstops

Liquidity tools versus solvency cures.

4. The Scenario Map: Two Axes That Generate Most Outcomes
4.1 Inflation shock versus funding shock

Different causes, different policy traps.

4.2 Institutional credibility intact versus broken

The difference between crisis management and regime change.
4.3 Why mixed scenarios are the rule

How shocks combine into compound failures.

5. Scenario 1: Inflation Unanchors (Purchasing-Power Collapse)

5.1 Typical sparks

Energy, shipping, wages, fiscal expansion, repeated supply shocks.

5.2 Propagation

Expectations, term premium, wage-price persistence, political backlash.



5.3 Fed dilemma and end states
Hard tightening recession versus accommodation regime.

6. Scenario 2: Treasury Auction Sudden Stop (Sovereign Funding Crisis Without “Default”)
6.1 What a “failed auction” really means

Demand gaps, dealer balance sheets, and liquidity premium.

6.2 Propagation through basis trades and repo

Leverage unwind, collateral stress, volatility loops.

6.3 Fed and Treasury responses

Market-function support versus perceived monetization.

7. Scenario 3: Debt-Ceiling Technical Default (Credibility Collapse by Politics)
7.1 The mechanics of a political payment miss

Operational failure versus ability-to-pay.

7.2 Collateral impairment and money-market shock

Bills around the X-date, haircut shifts, forced reallocations.

7.3 Medium-term damage

Risk premium persistence and institutional trust loss.

8. Scenario 4: Global Dollar Shortage (Dollar Up First, System Breaks Elsewhere)
8.1 The “dash for dollars” pattern

Why USD can surge during global stress.

8.2 Offshore funding channels that fracture

FX swap basis, cross-currency funding, trade finance.

8.3 Fed backstops and the limits of liquidity

Swap lines, foreign official channels, and spillback to U.S. markets.

9. Scenario 5: Middle East Energy and Shipping Shock (Stagflation Collision)
9.1 Qil, insurance, and freight as monetary variables

How logistics turns into inflation persistence.

9.2 Propagation into politics and rates

Cut pressure versus credibility pressure.

9.3 Pathways into Scenario 1

Repeated shocks as an unanchoring engine.

10. Scenario 6: Domestic Credit Accident (Banks, CRE, Private Credit, Derivative Margining)
10.1 Sparks

Concentrated losses, funding runs, duration mismatch, CRE repricing.

10.2 Propagation

Credit contraction, recession impulse, fiscal deterioration feedback.



10.3 Fed response
Liquidity support, supervision, and the inflation constraint.

11. Scenario 7: Cyber or Payments Disruption (Operational Collapse Becomes Confidence Shock)
11.1 Settlement failure as systemic risk

How “can’t settle” becomes “can’t trust.”

11.2 Propagation

Liquidity hoarding, market closures, emergency protocols.

11.3 Recovery versus regime scar

The difference between outage and credibility loss.

12. Scenario 8: Fed Independence Breaks (Institutional Capture and Fiscal Dominance)
12.1 Mechanisms of capture

Legal mandates, political threats, forced accommodation.

12.2 Market repricing

Inflation bias, term premium, currency risk premium.

12.3 The closest path to classic debasement

Why this is a regime shift, not a single headline.

13. Cross-Scenario Indicator Dashboard: What Changes First
13.1 Rates and inflation expectations

Signals consistent with Scenario 1 versus others.

13.2 Treasury market function metrics

Liquidity, volatility, auction demand proxies.

13.3 Repo and funding stress

Haircuts, spikes, persistent backstop usage.

13.4 Offshore dollar stress

Basis, EM funding symptoms, trade finance strain.

13.5 Narrative indicators that are mostly noise

How to avoid confusing viral claims with structural signals.

14. Policy Playbooks: What the Fed Can Do, and What It Cannot
14.1 Liquidity tools versus solvency realities

Backstops, not miracles.

14.2 Communication and credibility management

Anchoring expectations without promising the impossible.

14.3 Coordination with Treasury

Issuance, maturity structure, and political constraints.



15. Compound Failures: How Scenarios Merge

15.1 Auction stress plus leverage unwind

A common bridge between Scenario 2 and Scenario 6.
15.2 Energy shock plus political fracture

A bridge between Scenario 5 and Scenario 3 or 8.
15.3 Dollar shortage plus domestic tightening

How Scenario 4 can force domestic policy choices.

16. Falsifiable Triggers and Revision Rules

16.1 What would force the framework to change
Concrete thresholds and “if-then” updates.

16.2 Avoiding apocalypse bias

How to keep scenario thinking honest over time.

17. Conclusion: Collapse as a Family of Mechanisms, Not a Prophecy
Restate the value of explicit scenarios, indicators, and revision rules.
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1. Introduction: Why “Collapse” Needs Multiple Definitions

The phrase “the dollar is collapsing” functions less like an economic diagnosis and more like a
psychic alarm bell. It is invoked in gold-and-silver communities, in partisan arguments about
deficits, in geopolitical commentary, and in personal stories about the cost of living. It can refer
to inflation at the grocery store, to the moral disgust of watching debt grow, to a suspicion that
elites are “papering over” losses, or to a fear that war will trigger a global chain reaction. These
are not trivial emotions; fear is often a rational response to genuine uncertainty. But fear
narratives have a predictable weakness: they compress multiple mechanisms into a single
dramatic picture—one imagined moment when the curtain falls and everything breaks.

The problem is that markets and institutions do not fail in only one way. “Collapse” can mean
the currency’s purchasing power decays through persistent inflation. It can mean the funding
plumbing freezes—repo haircuts jump, collateral is questioned, and liquidity vanishes—even
while the dollar rises because the world is scrambling to obtain it. It can mean political
credibility fractures into technical default risk, not from insolvency but from governance failure.
It can also mean a slow erosion of reserve confidence, where the dollar remains dominant in
daily function while incremental diversifications and risk premia accumulate over years. Each
mode feels like “collapse” to the people living through it, but each has different leading
indicators, different propagation channels, and different “solutions.”

This paper begins by insisting on a discipline of definition. The goal is not to dismiss worry, but
to convert vague dread into a map of mechanisms. In that conversion, two things happen. First,
the most sensational claims become testable. Second, the truly dangerous scenarios become
easier to see because they stop hiding inside a fog of general anxiety. When someone says “the
Fed will print,” are they describing a political capture scenario (institutional breakdown), a
market-function rescue (liquidity), or a fiscal spiral (dominance)? When someone says “the
dollar will crash,” do they mean a sudden foreign dump of Treasuries, an inflationary
debasement, a debt-ceiling shock, or a global dollar squeeze that breaks everything except the
dollar itself? The language matters, because the mechanism determines what can plausibly
happen next.

The central claim of this paper is that “collapse” is not one event but a family of regimes. Each
regime can be described with a minimal causal chain: a spark, a propagation path through
specific markets and institutions, a policy response space, and a set of end states. This is
scenario construction, not prophecy. It does not say, “Here is what will happen.” It says, “Here
are the distinct ways things can break, the signals that would indicate each, and the rules for
revising our beliefs as data arrives.” That is the only honest posture in a world where the same
headline can be read as either a harmless tremor or the first crack in a load-bearing beam.



Scenario thinking also protects against two symmetrical errors. The first is apocalyptic certainty:
the temptation to treat any volatility—metals surges, margin hikes, geopolitical flashes—as
proof that the end is imminent. The second is complacent dismissal: the temptation to treat the
system as invulnerable because it has survived past panics. The truth is closer to engineering
than to theology: complex systems fail along particular stress lines, and those stress lines
become visible when you stop naming every fear with the same word.

In the sections that follow, the paper offers a structured menu of collapse modes—purchasing-
power collapse, funding-market collapse, sovereign credibility collapse, reserve-status erosion—
and then builds eight concrete scenarios. Each scenario is written as a mechanism: what sets it
off, how it moves through Treasuries, repo, offshore dollars, banks, and politics, what the Fed
can and cannot do, and what “stabilization” versus “regime shift” would look like. The intent is
to give readers a framework that is usable under stress: a way to interpret alarming claims
without becoming captive to them, and a way to identify the handful of signals that deserve
attention because they correspond to structural fragilities rather than viral narratives.

If the reader finishes this paper and feels less certain of any single prophecy, that is a feature,
not a failure. The point is not to replace one story with another story, but to replace story with
structure. When collapse is defined as a family of mechanisms, the conversation changes from
“Do you believe the dollar will die?” to “Which failure mode is being implied here, what
evidence supports it, and what evidence would falsify it?” That is the posture of vigilance
without superstition—and it is the only posture suited to the intersection of money, politics,
and war.

2. What “Dollar Collapse” Can Mean in Practice

The phrase “dollar collapse” is rhetorically powerful because it gestures at a single, cinematic
event: a line on a chart going vertical, shelves emptying, the public discovering overnight that
the currency is “worthless.” But the modern dollar system is not a single object. It is a layered
ecology: a unit of account for domestic contracts, a store of value for households and
institutions, a settlement medium for global trade, a collateral backbone for repo and
derivatives, and the reserve asset behind foreign exchange regimes. These layers can fail out of
sync. Some can deteriorate while others remain functional. And sometimes the apparent
“collapse” is not the dollar’s weakness but the global system’s dependence on dollar liquidity.

To speak precisely, we need multiple definitions. The sections below describe four practical
meanings of “collapse” that are often conflated. Each one has a different lived experience, a
different market signature, and a different policy trap.



2.1 Purchasing-power collapse

This is the most human meaning of collapse: the dollar buys less and less of the necessities that
structure ordinary life. It is not primarily about the exchange rate; it is about the relationship
between wages, prices, and time. People experience purchasing-power collapse as the shrinking
of their future. The same paycheck feels thinner each month. Savings lose their promise. Plans
become shorter. Trust that “working and saving will work” begins to degrade.

Purchasing-power collapse can happen even if the financial system remains fully operational.
Credit cards work. ATMs function. Payroll clears. Treasuries still auction. Yet the currency’s moral
authority weakens because the currency no longer preserves the meaning of effort. Inflation
becomes not merely a statistic, but a distributed betrayal: contracts signed in good faith no
longer map to real goods and services. The social friction is deep because inflation is not evenly
distributed. It hits the poor first, the fixed-income retired early, and anyone whose income does
not keep pace with the price level. It can coexist with asset booms that make the wealthy feel
insulated, which intensifies resentment and political polarization.

Mechanically, purchasing-power collapse is an expectations problem. It becomes dangerous
when inflation shifts from a temporary shock to a persistent regime—when households and
firms begin to act as if “prices will keep rising,” thereby making that belief self-fulfilling. The
“collapse” is not a single moment; it is a reorientation of behavior: front-loading purchases,
demanding wage catch-up, shortening contract duration, re-pricing risk premia upward, and
migrating wealth into real assets. The currency still “works,” but time stops feeling safe inside it.

2.2 Funding-market collapse

This is the collapse that lives in plumbing rather than in supermarkets. It is the failure of liquidity
and collateral mechanisms that allow the modern dollar system to function at scale: repo
markets, dealer intermediation, margining in derivatives, dollar funding for banks, and the
global FX swap market that synthetically creates dollar funding abroad.

Funding-market collapse can look paradoxical from the outside because it often begins with the
dollar strengthening. When stress hits, the world does not flee the dollar; it scrambles for it. The
dollar is the dominant settlement medium and the dominant source of short-term funding for
cross-border finance. In a panic, institutions hoard dollars, dollar funding becomes scarce, and
the price of obtaining dollars rises. This can push the exchange value of the dollar up even as
the system is cracking beneath it. The “collapse” is not the dollar dying—it is the world
discovering how dependent it is on dollars and how fragile the channels of access can be.

The lived experience of funding-market collapse is less about prices rising in stores and more
about “suddenly nothing clears.” Spreads widen. Bid-ask gaps jump. Liquidity evaporates for
assets that are normally liquid. Haircuts rise, which forces deleveraging, which forces selling,



which forces more haircuts—a mechanical spiral. In extreme forms, the system becomes a chain
reaction of margin calls. Institutions sell whatever they can, not what they want to sell. The
result can be disorderly moves in Treasuries themselves, which is particularly dangerous
because Treasuries are supposed to be the system’s safest collateral.

The Fed’s role in this scenario is most visible and most defensible: restore market function,
provide liquidity, and prevent a collateral panic from turning into a general credit collapse. But
even here, the policy trap is narrative: observers may interpret liquidity support as “money
printing,” even if the technical purpose is to keep settlement and funding from failing. Funding-
market collapse is a reminder that “the dollar” is not only a symbol; it is an infrastructure.

2.3 Sovereign credibility collapse

This is the collapse of trust in the government’s promises, not necessarily the government’s
capacity. It is the moment when default risk appears—not because the United States lacks
resources, but because political process produces an outcome that markets must treat as non-
zero probability.

In the U.S. context, the most vivid mechanism is a technical default driven by political standoff.
That is a credibility collapse precisely because it is avoidable. It signals that governance is willing
to gamble with the core asset that underwrites global collateral systems. Even if the payment
interruption is brief or narrowly defined, the damage is structural: it teaches markets that U.S.
obligations are not purely economic instruments; they are political instruments. Once that
lesson is learned, it can’t be fully unlearned. Risk premia embed.

The lived experience of sovereign credibility collapse is not initially inflation; it is institutional
disbelief. Money-market funds adjust what they hold. Collateral schedules change. Short-term
bills around the “danger date” trade abnormally. Counterparties negotiate haircuts and legal
terms. Firms become cautious about rolling short-term funding. The system becomes legalistic
because trust has been punctured. This mode of collapse is especially corrosive because it

|II

attacks the status of Treasuries as “pristine collateral.” The dollar can survive a lot of macro pain,
but it is most vulnerable when the world begins to treat U.S. obligations as contingent on

political drama.

The key point is that sovereign credibility collapse is a political artifact. It is not the classical
emerging-market story of insolvency; it is a developed-market story of self-inflicted risk.
Markets fear it precisely because it reveals that the anchor is willing to shake itself.

2.4 Reserve-status erosion

This is the slowest and most misunderstood meaning of collapse. It is not a weekend event; it is
a multi-year shift in how the world stores value, settles trade, and constructs safety. The dollar



remains functional—dominant, even—while its privilege gradually becomes more expensive to
maintain. The symptom is not “the dollar is gone,” but “the dollar requires higher
compensation.”

Reserve-status erosion shows up as a gradual increase in the “risk premium” demanded by
holders of U.S. debt, a growing desire among some countries to diversify reserves, and the
development of parallel settlement channels. None of these changes need to be dramatic. In
fact, reserve erosion is most realistic when it is boring: a series of small reallocations,
incremental bilateral agreements, periodic commodity settlement experiments, and a steady
buildup of alternative liquidity pools. The dollar can remain the primary reserve currency even
while its margin of dominance narrows.

The lived experience in the U.S. is subtle at first: higher interest costs, more sensitivity of bond
markets to fiscal projections, and a reduced ability to run large deficits without consequences.
Globally, it appears as a more multipolar liquidity environment: more hedging costs, more
fragmentation of payment rails, and more geopolitical bargaining around settlement. In this
regime, “collapse” is not catastrophe but constraint. The U.S. may still be able to fund itself, but
at a higher price and with less shock absorption. The system becomes less forgiving.

Reserve-status erosion is also the easiest collapse mode to exaggerate. Because it is slow,
observers can project dramatic endpoints without a clear timeline. The discipline here is to
distinguish “erosion” from “replacement.” Reserve status is not a beauty contest; it is a network
effect plus a legal and institutional package. Erosion means the package is perceived as less
stable or less attractive at the margin, not that an alternative instantly inherits the full network.

2.5 The practical payoff of multiple definitions

With these four definitions, the conversation becomes more precise. Someone who fears
grocery prices is describing purchasing-power collapse. Someone watching repo spikes is
describing funding-market collapse. Someone worried about debt-ceiling standoffs is describing
sovereign credibility collapse. Someone tracking long-run diversification is describing reserve-
status erosion. These worries can coexist, and they can feed into each other, but they are not
the same. Naming them separately is not pedantry; it is risk hygiene.

In the next sections, the paper converts these definitions into scenarios. Each scenario is not a
prediction; it is a causal graph with a timeline: spark, propagation, policy response, and end
states. “Collapse” becomes a set of mechanisms that can be argued about, tested, and
revised—rather than a single metaphysical dread.
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3. A Minimal Plumbing Primer: Where Stress Actually Travels

Most public discussion of “the dollar” treats it as a symbol: a measure of national strength, a
moral indicator of discipline, or a scoreboard for political arguments about deficits. But the
dollar system is also a machine. And like any machine, it fails along specific load-bearing joints.
If you want to understand how a “collapse” could happen—whether it’s inflationary,
deflationary, political, or geopolitical—you have to know where stress travels before it shows up
on a headline.

This section offers a minimal plumbing primer. “Minimal” matters: the goal is not to teach
finance as a specialty, but to identify the few mechanisms that turn local trouble into systemic
trouble. In modern crises, the trigger is often visible (a war shock, a bank failure, a policy
mistake), but the propagation is what decides whether the event becomes a blip or a rupture.
Propagation usually runs through collateral, repo, offshore dollar funding, and the Fed’s role as a
market-function backstop.

3.1 Treasuries as collateral, not just “debt”

When people say “the U.S. has too much debt,” they are usually thinking like a household: debt
as a burden, debt as a promise to be repaid, debt as a moral hazard. That frame is incomplete.
In the modern financial system, Treasuries are not only debt; they are also the premier form of
collateral—an instrument used to secure short-term borrowing, margin derivatives, and
facilitate settlement across markets.

Collateral is the substrate that makes leverage possible without making it chaotic. A bank,
dealer, hedge fund, or foreign institution can borrow short-term dollars against Treasury
collateral because the lender believes the collateral can be sold quickly with minimal loss. That
belief is not a philosophical belief; it is a functional belief about liquidity, legal enforceability,
and market depth. When that belief is intact, the system can scale. When that belief cracks, the
system shrinks violently.

This is why collateral function can matter more than headline debt levels in acute episodes.
Markets can tolerate high debt for a long time if Treasuries continue to behave like pristine
collateral: liquid, legally clean, and accepted everywhere. But if Treasuries become volatile in a
way that impairs their collateral role—through liquidity breakdown, political default risk, or
forced selling—then “too much debt” becomes operationally relevant. The question is no longer
“how large is the debt?” but “can the debt instruments still serve as the system’s safest glue?”

A key implication follows: a Treasury market event is not merely an interest-rate story; it is a
collateral story. If the risk-free asset starts behaving like a risk asset, the entire structure of
secured funding and margining must reprice. That is how stress travels from “bond yields
moved” to “the entire system is deleveraging.”
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3.2 Repo and haircuts

Repo—repurchase agreements—is the archetypal plumbing market. In its basic form, one party
borrows cash and provides securities as collateral, agreeing to repurchase those securities later
at a slightly higher price. The difference in price implies an interest rate. Repo is ubiquitous
because it is the workhorse of secured short-term funding for dealers, banks, and leveraged
investors.

In normal times, repo is boring—and that’s the point. But in stress, repo can become the
accelerant. The critical variable is the haircut: how much collateral you must post relative to the
cash you receive. If the haircut is 2%, you can borrow $98 against $100 of collateral. If the
haircut moves to 5%, you can only borrow $95. That sounds small. But in a levered system, small
percentage changes force large balance-sheet moves.

Here is the cascade logic. Institutions finance positions through repo. If haircuts rise, they must
either post additional collateral (which they may not have) or reduce borrowing (which means
reducing positions). Reducing positions often means selling assets into a falling market. Those
sales push prices down, which makes collateral less valuable, which leads lenders to demand
even larger haircuts, which forces more sales. This is the forced-selling spiral: a mechanical loop
in which funding terms tighten and the tightening itself causes the market decline that justifies
further tightening.

In this frame, a crisis is not only “assets fell.” It is “funding terms changed.” Haircuts are a social
contract embedded in market practice. When confidence breaks, the contract rewrites instantly.
And because haircuts are applied across large volumes, they can compress the system’s effective
balance sheet overnight.

Repo is also where the myth of “there’s always a buyer” dies. In a panic, assets can be
theoretically valuable but practically unfinanceable. You can own collateral that everyone agrees
is high quality, yet still be forced to sell because the haircut regime changed. This is how solvent
entities can experience liquidity death spirals—one of the central patterns of modern crises.

3.3 Offshore dollars and synthetic dollar borrowing

The dollar is not only America’s money; it is the world’s funding language. A vast amount of
global trade, commodity settlement, corporate borrowing, and bank funding is denominated in
USD—even when the borrower is not American. That creates a structural asymmetry: many
institutions need dollars, but only the U.S. central bank can create dollars at will.

Outside the U.S., the dollar often exists as a borrowed instrument. A foreign bank may fund
dollar assets by borrowing dollars short-term. A foreign corporation may have dollar liabilities
because its revenue is tied to dollar-priced commodities or because dollar borrowing was

12



cheaper. These entities often obtain dollars through private markets: bank loans, commercial
paper, or, crucially, FX swaps.

An FX swap is an agreement to exchange currencies today and reverse the exchange later at a
predetermined rate. In practice, an FX swap can function like borrowing dollars with your local
currency as the economic substance of collateral. The health of this market matters because it is
a primary channel for “synthetic” dollar funding outside the United States.

When stress hits, the price of obtaining dollars via FX swaps can spike. The “basis” is a way of
describing the deviation from what simple interest-rate parity would predict. When dollar
funding is scarce, the basis can widen sharply, indicating that institutions are paying an extra
premium to obtain dollars. This is a key symptom of a global dollar shortage: it reveals not an
ideological fear of the dollar, but a practical scramble for access to it.

This is why some crises look like the dollar is “strong” even while the system is failing. The
scramble for dollars pushes the dollar up. Meanwhile, the cost of funding rises for non-U.S.
entities, forcing deleveraging, asset sales, and often stress in emerging markets or globally
exposed banks. In these moments, the dollar is not collapsing; it is acting like oxygen in a sealed
room. The collapse is the room’s ventilation—access channels to dollars—not the oxygen itself.

This also clarifies why central bank swap lines matter. They are not charity; they are a
mechanism to prevent offshore dollar scarcity from feeding back into U.S. markets through
forced selling, disrupted trade finance, and global bank stress.

3.4 The Fed’s toolkit as market-function backstops

”

The Fed’s actions are often interpreted through a moral lens: “printing,” “bailing out,” “inflating
away debt.” But operationally, many Fed interventions are closer to emergency maintenance on
the financial machine. The Fed’s toolkit can be grouped into market-function backstops—tools
meant to keep key funding and settlement mechanisms working—and those are conceptually
distinct from solvency rescues.

A liquidity backstop supplies funding to prevent a temporary market seizure from forcing
unnecessary bankruptcies and forced selling. Examples include repo operations, standing repo
facilities, discount window lending, and (globally) swap lines that provide dollars to foreign
central banks so they can on-lend them locally. These tools address a particular failure mode:
“the market will not fund even good collateral at reasonable terms right now.”

A solvency cure is different. It would mean replacing lost capital, absorbing real losses, or
guaranteeing an institution that cannot pay its obligations even if it has time. Central banks can
facilitate solvency solutions indirectly—by stabilizing markets so private capital can be raised, or
by preventing a liquidity crisis from turning into a solvency crisis. But they cannot conjure
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solvency without fiscal authority. When losses are real and permanent, someone must
ultimately bear them, and that is a political decision.

This distinction matters because it governs what “collapse scenarios” are plausible. In a funding-
market collapse scenario, the Fed can often stabilize conditions by supplying liquidity against
good collateral, reducing panic and stopping forced-selling loops. In an inflation-unanchoring
scenario, the same liquidity posture might be interpreted as accommodation and could worsen
the credibility problem. In a sovereign credibility collapse driven by politics, the Fed can
lubricate the system but cannot remove legal default risk. And in an institutional capture
scenario, the question is not the Fed'’s tools but the Fed’s independence—whether the toolkit is
used to stabilize or to monetize.

The Fed is thus best understood as a stabilizer of market function under constraints. It can buy
time. It can reduce mechanical cascades. It can prevent collateral panic from becoming a
general collapse. But it cannot repeal political dysfunction, erase real economic losses, or
guarantee the long-term purchasing power of the currency if the broader regime forces
accommodation.

3.5 The core lesson of plumbing

Stress becomes systemic when it crosses from valuation into funding, from “prices changed”
into “funding vanished,” from “we can wait” into “we must sell now.” Collateral function, repo
haircuts, offshore dollar access, and the Fed’s backstops are the main bridges across that
threshold.

Once you see these bridges, many arguments about “collapse” become easier to sort. A surge in
gold may be a narrative signal; a persistent repo spike may be a plumbing signal. A headline
about deficits may be slow burn; a shock to Treasury collateral function may be fast burn. The
paper’s scenarios are built on this principle: the path matters more than the story. In the next
section, we formalize that path into a scenario map with two axes that generate most
outcomes.

4. The Scenario Map: Two Axes That Generate Most Outcomes

The moment you begin to separate “collapse” into mechanisms, a second need appears: not
eight disconnected stories, but a map. A scenario map is a small number of organizing principles
that generate most of the plausible failure modes. Without a map, scenario work becomes a
museum of anxieties—many dramatic rooms, no navigation. With a map, you can locate any
new headline quickly: you can ask what kind of shock it is, where it strikes first, and what
constraints it places on policy.
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This paper uses two axes that, together, generate most of the meaningful outcomes. The first
axis distinguishes whether the primary shock is an inflation shock or a funding shock. The
second axis distinguishes whether institutional credibility is intact or broken. These axes do not
predict what will happen. They structure what can happen next, and they clarify why different
people can look at the same event and reach opposite conclusions about whether the system is
“fine” or “doomed.”

4.1 Inflation shock versus funding shock

An inflation shock is fundamentally a shock to the currency’s promise over time. It is a problem
of purchasing power, price formation, and expectations. It may begin with a supply disruption
(energy, shipping, war), or with demand and wage acceleration, or with fiscal expansion that
markets interpret as durable. But its defining feature is persistence: the fear that the price level
will keep rising in a way that cannot be easily reversed without severe economic pain.

A funding shock is different. It is a shock to the ability of institutions to finance positions, clear
trades, meet margin, and treat collateral as liquid. It often begins in the plumbing: repo rates
jump, haircuts rise, dealers withdraw, bid-ask spreads widen, and the system becomes
“balance-sheet constrained.” It can be triggered by valuation moves, but the core failure is not
“the price is high”; it is “the funding is gone.” In a funding shock, the currency’s purchasing
power may be stable in consumer terms, but the financial system begins to seize.

These two shock types generate different policy traps because they press on opposite sides of
the central bank’s mandate. In an inflation shock, easing policy is dangerous because it risks
confirming the regime: it tells households and firms that inflation will be tolerated. Tightening
policy is painful because it can induce recession and financial accidents, but it is sometimes
required to restore credibility.

In a funding shock, tightening policy is often catastrophic because the system is already short of
liquidity; additional tightening amplifies forced selling and can turn a liquidity crisis into a
solvency crisis. Easing policy, or at least providing liquidity backstops, is usually stabilizing
because it addresses the mechanical failure: it gives institutions room to meet cash demands
without fire sales. In this regime, the central bank’s intervention is often interpreted as
“bailout,” but operationally it is closer to restoring lubrication to prevent the engine from
seizing.

A crucial asymmetry follows: inflation shocks tend to be fought with restraint, while funding
shocks tend to be fought with liquidity. This is why observers who fixate on “the Fed will print”
often miss the distinction between printing as regime accommodation (inflation risk) and
liquidity as mechanical stabilization (funding risk). The same balance sheet expansion can have
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very different meanings depending on which shock regime you are in. Policy traps are born
when the public insists on one interpretation while the plumbing demands another.

4.2 Institutional credibility intact versus broken

The second axis is credibility. Here “credibility” does not mean moral virtue; it means the
reliability of institutional commitments—legal, procedural, and operational. When credibility is
intact, markets may panic, but they still believe the system’s anchor points will hold: contracts
will be honored, Treasuries will be paid, the central bank can act, and rule changes will be
legible rather than arbitrary. In that environment, crises are often manageable. Liquidity can be
provided. Losses can be absorbed. Time can be bought. The system can heal because trust in
the rules persists.

When credibility is broken, the crisis changes category. The problem is no longer merely
economic; it becomes institutional. The clearest U.S. example is political default risk: a debt-
ceiling standoff that makes “payment” contingent on theater. Another is institutional capture:
credible threats that the central bank will be subordinated to short-term political demands. A
third is repeated rule improvisation that convinces market participants the rules are contingent
on power rather than law. In all such cases, the system’s anchor becomes a variable.

Why does this matter so much? Because financial systems are built on promises. Collateral
works because people believe the legal chain of ownership is clean and enforceable. Money
works because people believe future purchasing power will not be casually sacrificed. Treasuries
work because people believe “paying” is not optional. When those beliefs crack, risk premia
appear everywhere. The system begins to demand compensation for political randomness.

The distinction between crisis management and regime change lives here. If credibility is intact,
the same emergency tools that look frightening in headlines can be stabilizing and temporary. If
credibility is broken, emergency tools can be interpreted as confirmation of decay: liquidity
becomes monetization, stabilization becomes corruption, and every action is reframed as
evidence that the regime is no longer trustworthy. In that environment, central banks do not
merely manage stress; they manage legitimacy. And legitimacy is harder than liquidity.

4.3 Why mixed scenarios are the rule

In real life, shocks do not respect the taxonomy. Inflation shocks often create funding shocks.
Funding shocks can produce inflation shocks later. Credibility breaks can be triggered by either.
Most serious crises are compound events, and that is why simplistic narratives fail: they assign
one cause to a complex cascade.

Consider a geopolitically driven energy shock. The first-order effect may be inflationary: energy
prices rise, freight and insurance costs rise, and consumer prices respond. But the second-order
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effects can become funding-related: higher inflation expectations push yields up, which stresses
leveraged trades, which tightens repo haircuts, which forces selling, which impairs Treasury
liquidity. A shock that began as “inflation” can turn into “plumbing.”

Or consider a funding shock that begins in collateral and repo. The initial policy response is
liquidity provision to restore market function. But if that response is sustained and is perceived
as financing government deficits, the narrative can convert into an inflation credibility problem.
What began as a liquidity rescue can, over time, become interpreted as regime accommodation.
The shock migrates from plumbing to purchasing power.

Political dysfunction is another mixing agent. A debt-ceiling episode is directly a credibility
shock, but it can propagate through funding markets because Treasuries are collateral. Even the
discussion of default risk can change haircuts, money-market behavior, and repo functioning.
Conversely, a severe funding panic can push policymakers toward actions that look like capture:
emergency fiscal moves, pressure on the central bank, sudden regulatory changes. The crisis
becomes a stage on which institutional credibility is contested.

Mixed scenarios are thus not an edge case; they are the default. This is why a scenario map is
valuable: it does not pretend that crises are single-threaded. It gives a reader a way to track
migration: to see when an inflation shock is turning into a funding shock, when a funding shock
is beginning to threaten credibility, and when credibility threats are converting manageable
stress into regime change.

4.4 Using the map in practice

The map can be used as a discipline of interpretation. Faced with a new fear narrative—*“the
dollar is collapsing” —the reader asks:

1. Is the initial stress showing up in consumer prices and expectations (inflation shock), or
in funding markets and collateral function (funding shock)?

2. Are institutions operating within trusted rules (credibility intact), or is the rule system
itself in question (credibility broken)?

3. Isthe event migrating across regimes—becoming a compound failure?

Answering those questions does not require prophecy. It requires watching the right signals and
refusing to compress them into a single story. The remainder of the paper applies this map to
eight concrete scenarios, each written as a mechanism with a spark, a propagation path, policy
constraints, and end states. The reader is invited to disagree with the scenarios—but to disagree
at the level of mechanism, not mood. That is what turns collapse-talk into analysis.
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5. Scenario 1: Inflation Unanchors (Purchasing-Power Collapse)

This scenario is the most literal version of “the dollar collapses” in everyday speech: not a
sudden shutdown of markets, not a technical default, but a durable loss of purchasing power
that changes how people live, plan, and trust. It is also the scenario that produces the most
moral heat, because inflation feels like a violation of fairness. It punishes saving, rewards
leverage, and distributes pain unevenly. When inflation unanchors, the currency still functions
as a medium of exchange, but it loses its role as a stable measure of time.

The key to this scenario is not a single shock. It is the transition from shock to regime: from
“prices rose” to “prices will keep rising.” That transition occurs when expectations, policy
credibility, and wage dynamics lock into a feedback loop.

5.1 Typical sparks

Inflation unanchoring is often born from repeated, overlapping disturbances that teach
households and firms a new habit: to expect instability. A one-off disruption can be absorbed.
Repetition reprograms behavior.

One spark is energy. Energy is the input that touches almost everything: transport, heating, food
production, and industrial processes. A sharp energy rise can be survivable if it quickly reverses.
But if energy shocks recur—through war, shipping interference, sanctions regimes, or
infrastructure damage—then energy becomes a persistent uncertainty rather than a temporary
spike. The economy begins to price in risk premia for fuel, insurance, and logistics. This changes
not only headline inflation, but the perceived reliability of costs.

Shipping is a close cousin. Global supply chains depend on predictable routes, predictable
insurance, predictable port functioning, and predictable lead times. When shipping disruptions
persist—rerouting around danger zones, higher insurance costs, chronic delays—firms start
carrying more inventory, building redundancy, and paying for resilience. Resilience is not free. It
shows up as higher costs embedded into the price level.

Wages become a spark when the labor market’s bargaining dynamics shift from “inflation is
temporary” to “inflation is my new enemy.” Workers demand catch-up. Employers anticipate
demands. Wage setting becomes defensive. If productivity does not rise to match wage growth,
the system searches for an outlet: prices. This is not “greed” in a cartoon sense. It is a rational
attempt by each actor to avoid being the one who absorbs the shock. The result is that the
shock is collectively passed forward.

Fiscal expansion can be a spark not merely because spending increases demand, but because it
can change the perceived policy regime. Markets and households care less about a single deficit
than about whether deficits look politically reversible. If fiscal spending rises during stress and is
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later reduced, credibility can remain intact. If fiscal spending rises and becomes politically
untouchable—especially while interest costs rise—then markets start to suspect that monetary
restraint will eventually be subordinated to fiscal necessity. The spark here is not the spending
itself; it is the belief that the spending will not be meaningfully offset.

Finally, the most dangerous spark is repetition: a sequence of supply shocks, policy reversals,
and public messaging failures that teach people to stop trusting “back to normal.” Inflation
unanchoring is a pedagogical phenomenon. The public learns a new lesson about the future,
and then behaves accordingly.

5.2 Propagation

Propagation is where inflation becomes a regime. The shock moves through expectations, term
premium, and wage-price persistence, and then loops into politics.

Expectations are the core transmission channel. In a stable regime, people assume that large
price changes will be corrected by policy or by the self-healing of markets. In an unstable
regime, people assume the opposite: that prices will keep rising, and that waiting is costly. This
changes behavior immediately. Households accelerate purchases and become more tolerant of
debt. Firms raise prices earlier and more frequently. Contracts shorten. Indexation appears—
formal or informal—where wages and prices are adjusted based on past inflation, which makes
inflation harder to break.

Term premium is the bond market’s way of charging the government for uncertainty. If investors
believe inflation will be volatile or that policy will be politically constrained, they demand extra
yield to hold long-term bonds. That extra yield increases borrowing costs throughout the
economy, but it also increases the government’s interest burden. Rising interest burden can
create a toxic loop: higher yields worsen fiscal projections, and worse fiscal projections justify
higher yields. This loop is not guaranteed, but it is one of the reasons inflation unanchoring is
feared by policymakers: it turns macro into politics and politics into markets.

Wage-price persistence is the regime’s engine. Once wage negotiations incorporate inflation as
an assumed fact rather than a surprising event, the system gains inertia. Firms raise prices
because they expect costs to rise. Workers demand higher wages because they expect prices to
rise. Each side can feel morally justified. The result is that inflation becomes a feature of the
social contract rather than a temporary deviation. This is why unanchoring is not solved by one
rate decision; it is solved by a visible reassertion of a stable regime, usually at significant cost.

Political backlash completes the loop. Inflation is a lived crisis long before it is a financial crisis.
Voters respond to food, rent, and fuel. Political coalitions fracture. Each faction offers a story:
corporate villainy, government incompetence, foreign enemies, or central bank betrayal.
Pressure mounts on the central bank to stop tightening because tightening hurts employment
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and asset prices. Pressure mounts on legislators to “do something,” often through price
controls, subsidies, or punitive regulation. These political interventions can sometimes relieve
immediate pain but can also reinforce inflationary dynamics by distorting supply or increasing
fiscal burden. The system becomes a contest of narratives at the very moment it needs
coordinated discipline.

This is the defining feature of the scenario: inflation unanchoring is not only an economic
phenomenon; it is a legitimacy crisis. People begin to doubt whether the regime is capable of
preserving the currency’s promise.

5.3 Fed dilemma and end states

The Fed’s dilemma in this scenario is sharp and psychologically brutal because both paths are
costly and neither is politically popular.

One end state is hard tightening—tightening enough, for long enough, to re-anchor
expectations. This path often involves recession risk. It may involve rising unemployment and
financial stress. It can trigger a funding-market accident if leverage is high and rate sensitivity is
acute. But the purpose is clear: demonstrate that inflation will be beaten even at the cost of
short-term pain. In this end state, the Fed preserves long-run credibility by spending political
capital and tolerating economic contraction. The system exits the regime with scars, but with
the currency’s promise restored.

The other end state is accommodation—explicit or implicit. Accommodation does not
necessarily mean the Fed announces surrender. It can look like early rate cuts under political
pressure, tolerance of inflation above target for an extended period, or a posture in which
“financial stability” becomes a permanent reason not to maintain restrictive policy.
Accommodation can also occur through coordination dynamics: the Fed may be forced to
provide liquidity repeatedly, and the public interprets this as monetization, even if the Fed
insists it is temporary. Over time, the signal becomes: inflation will be tolerated to avoid
recession or crisis. That signal is what unanchors.

In accommodation, inflation becomes a quasi-permanent tax. People adjust by holding less
cash, seeking real assets, shortening planning horizons, and demanding higher nominal returns.
The currency continues to function, but it is no longer trusted to preserve value. This is the end
state many people imagine when they say “collapse”: not a halt in transactions, but a durable
weakening of the dollar’s timekeeping function.

There is also a hybrid end state: tightening triggers an accident, which forces emergency
liquidity support, which is then perceived as accommodation, which complicates credibility,
which forces more tightening later. This is the political-economy tragedy of unanchoring: the
path back to stability can be nonlinear, with bursts of restraint and bursts of rescue.
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The scenario’s central lesson is that inflation is a battle over future beliefs. The Fed can raise
rates, but it is really trying to change expectations—households’ expectations, firms’
expectations, and markets’ expectations about political constraints. Purchasing-power collapse
is thus not simply “prices rose.” It is “the public learned a new rule about money.” And once a
society learns the rule that money is not stable, it takes a sustained display of discipline to teach
a different rule.

In later sections, we will contrast this scenario with funding-market collapse, where the Fed’s
liquidity role is more straightforward and less tied to consumer trust—until, again, the scenarios
mix. Here, the danger is not a single shock. It is the moment the system stops believing the
shock will end.

6. Scenario 2: Treasury Auction Sudden Stop (Sovereign Funding Crisis Without “Default”)

This scenario is often misunderstood because it does not require a missed payment. There is no
formal default, no legal repudiation of obligations. Instead, the crisis emerges from a market
fact: the U.S. must continuously refinance and issue Treasuries at scale, and that process
depends on auctions clearing smoothly at yields the system can absorb. A “sudden stop” is the
moment the market’s appetite falters abruptly enough that funding becomes destabilizing
rather than routine.

What makes this scenario uniquely dangerous is the role Treasuries play as both the
government’s borrowing instrument and the financial system’s primary collateral. If auctions
become disorderly, you do not merely get “higher rates.” You get collateral stress, dealer
balance-sheet stress, forced deleveraging, and a liquidity premium that spreads across asset
classes. The system begins to behave as if its safest asset is no longer reliably safe in the way the
plumbing requires.

6.1 What a “failed auction” really means

In modern U.S. practice, “failed auction” rarely means the literal inability to sell the securities. It
usually means the auction clears, but only by imposing a penalty: unexpectedly high yields,
large price concessions, and a post-auction market that trades as if something broke. The failure
is not binary; it is functional. The auction no longer behaves like a predictable mechanism for
price discovery and distribution. It behaves like a stress event.

One way to picture this is to separate “demand exists” from “demand is balance-sheet
compatible.” Many buyers may want Treasuries at a price, but cannot deploy capital fast enough
or in sufficient size because of internal constraints: risk limits, duration budgets, leverage caps,
regulatory ratios, or simple fear of catching a falling knife. In that situation, the auction clears by
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pushing yields higher until the marginal buyer appears. The clearing yield becomes less a
reflection of long-term value and more a reflection of immediate balance-sheet scarcity.

Dealers sit at the center of this mechanism. They are expected to intermediate supply,
warehouse risk temporarily, and distribute it to end holders. That intermediation is not infinite.
Dealers are constrained by capital, internal risk metrics, and the cost of financing inventory in
repo. When volatility rises, these constraints tighten rapidly. The dealer sector can go from
shock absorber to amplifier: forced to take down supply they cannot comfortably hold, then
forced to hedge or sell in ways that push yields higher, which tightens constraints further.

A key ingredient is the liquidity premium. In calm markets, Treasuries command trust not only
because the government can pay, but because the instruments can be sold and financed easily.
In stress, investors demand extra yield as compensation for liquidity risk, not credit risk. This re-
prices the entire curve. Even if inflation expectations and growth outlook are unchanged, yields
can jump because the market is charging a “plumbing tax” for absorbing supply under duress.

The practical meaning of a sudden stop, then, is not “no one wants Treasuries.” It is “the system
cannot intermediate Treasuries at the required pace without destabilizing price moves.” That is
a funding crisis without default, rooted in market function rather than legal capacity.

6.2 Propagation through basis trades and repo

Auctions don’t become systemic crises on their own. They become systemic crises when they
collide with leverage structures that rely on Treasury liquidity and stable repo financing. The
most important collision is with leveraged relative-value positioning, including cash—futures
basis positioning and other spread trades that appear low-risk in calm regimes precisely
because Treasuries and repo are usually stable.

In a typical leveraged structure, an institution holds a Treasury position and finances it in repo,
sometimes hedging with futures. The trade’s profitability can be small, which encourages
leverage. The system tolerates this because Treasuries are liquid and repo haircuts are modest.
The trade works until volatility rises and financing terms change. When yields jump and prices
fall, the position suffers mark-to-market losses. At the same time, repo lenders may raise
haircuts, demanding more collateral. Futures positions generate variation margin calls. Suddenly
the institution needs cash now, not later.

That cash need triggers liquidation behavior. Assets are sold not because their long-run value is
guestioned, but because funding demands are immediate. This is how a yield move becomes a
forced-selling spiral. Selling pushes prices down further, increasing volatility. Increased volatility
tightens risk limits and increases haircuts. Increased haircuts force more selling. The loop
accelerates.
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Collateral stress is the bridge that turns “auction weakness” into “system stress.” When
Treasuries are being sold aggressively, the assumption that they are effortless collateral
becomes strained. Repo rates can spike. Specific issues can go “special,” reflecting scarcity in
certain deliverable instruments, while other issues trade cheap due to forced liquidation.
Settlement “fails” can rise as the system struggles to move collateral through pipes fast enough.
Bid-ask spreads widen, especially in off-the-run securities, increasing the cost of liquidation and
further encouraging fire-sale dynamics.

A second propagation channel is the on-the-run versus off-the-run liquidity split. In stress,
investors crowd into the most liquid issues, leaving less liquid issues to cheapen sharply. That
segmentation matters because the Treasury market is not one instrument; it is a spectrum of
instruments with varying liquidity. When segmentation deepens, the market loses its unified
character, and price signals become distorted by liquidity conditions rather than macro
fundamentals.

Finally, there is the volatility loop. Higher rates volatility raises hedging costs, increases margin
requirements, and reduces the risk capacity of intermediaries. Risk models that are stable in
calm markets begin to demand deleveraging in stressed markets precisely when deleveraging is
most destabilizing. The market becomes procyclical: volatility forces behavior that creates more
volatility.

In this scenario, the “collapse” is not the dollar’s purchasing power. It is the breakdown of
Treasury market function as a stable platform for collateralized finance. The system begins to act
as if its foundation is shaking.

6.3 Fed and Treasury responses

The policy response space in this scenario is shaped by a single tension: the authorities may
need to restore market function quickly, but any action that resembles permanent financing of
government deficits risks being interpreted as monetization. The difference between “plumbing
repair” and “fiscal accommodation” can be obvious operationally and ambiguous politically.

The Fed’s most defensible moves are those framed explicitly as liquidity backstops. These
include supplying reserves against good collateral, widening access to standing facilities,
encouraging use of lender-of-last-resort channels, and supporting repo market function so that
Treasury collateral can be financed without runaway haircuts. The objective is to stop forced
selling and stabilize the mechanism of secured funding. In an ideal outcome, this support is
temporary, usage declines as markets normalize, and the Fed can credibly describe the action as
a market-function intervention rather than a regime change.

But if market dysfunction is severe, liquidity support can begin to resemble outright absorption
of duration risk. If the Fed buys Treasuries in size to restore market functioning, it may succeed
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mechanically while inflaming the narrative that it is financing deficits. The scenario’s political
hazard is that the most effective stabilization tools can be interpreted as proof of systemic
decay. In that environment, credibility becomes part of the crisis: investors may demand a
higher term premium because they believe the policy regime has shifted toward fiscal
dominance.

Treasury also has tools, though they operate on a different timescale. Treasury can adjust
issuance composition and timing, use cash management techniques, and consider buyback or
switch operations that improve liquidity by smoothing the distribution of supply across
maturities and issues. Treasury can also coordinate communications to reduce surprise and
improve predictability. The core Treasury goal is to avoid feeding the fire: not to force the
market to absorb maximal duration at the worst moment, and not to signal panic through
erratic changes.

A realistic response package often involves coordination without admitting coordination.
Treasury avoids exacerbating dysfunction through issuance choices. The Fed restores funding
channels so dealers and end investors can finance positions. Regulators may provide temporary
balance-sheet relief or supervisory flexibility to prevent mechanical constraints from forcing
destabilizing behavior. The shared objective is to keep Treasuries functioning as collateral,
because once collateral function is restored, a great deal of the systemic fear dissipates.

The end states divide into stabilization and regime scar. Stabilization occurs when liquidity
support and issuance management are sufficient to restore orderly auctions and normalize repo
conditions. A regime scar occurs when the episode leaves behind a persistent liquidity premium
and term premium: the market has learned that Treasury intermediation is not infinitely elastic,
and it demands compensation going forward. That scar can become a structural headwind,
raising borrowing costs and making future shocks more dangerous.

This is why a Treasury auction sudden stop belongs in a “dollar collapse” paper even without
default. The dollar’s global role relies on Treasuries as a risk-free collateral backbone. If that
backbone becomes intermittently unreliable, the system’s privilege does not vanish overnight—
but it becomes more expensive, more fragile, and more politically contested.

7. Scenario 3: Debt-Ceiling Technical Default (Credibility Collapse by Politics)

This scenario is not about economic capacity. It is about governance credibility. The United
States can, in any ordinary sense, pay its obligations. The danger arises when the legal and
political machinery that authorizes payment becomes a chokepoint. A technical default driven
by a debt-ceiling impasse is therefore a uniquely modern kind of crisis: a self-imposed payment
risk created by political conflict, not by insolvency.
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The reason this belongs in a “collapse” framework is that it attacks the most sacred assumption

in the global financial system: that U.S. Treasury obligations are not contingent on politics. Once
that assumption is questioned—even briefly—the damage extends beyond the missed payment
itself. It re-writes how investors think about U.S. promises, and it introduces the possibility that

the world’s primary collateral could become legally “dirty” under stress.

7.1 The mechanics of a political payment miss

A political payment miss is a strange hybrid of operational failure and deliberate constraint. The
government’s resources exist. The currency issuer exists. The payment systems exist. Yet the
legal authority to issue additional debt and manage cash flows can become constrained by a
statutory limit, producing a scenario in which obligations come due without the usual flexibility
to finance them.

This is not the same as an emerging-market default where the issuer cannot obtain foreign
currency. The U.S. owes in its own unit. The constraint is domestic and procedural. That
distinction matters because it changes the psychology. Markets are not asking, “Can the U.S.
pay?” They are asking, “Will the U.S. choose to pay smoothly, or will it gamble with settlement
to win a political fight?”

From the perspective of market plumbing, the event looks like this: as the perceived “X-date”
approaches (the date when cash management becomes binding), investors begin to price the
possibility of delayed payments on specific Treasury bills or other near-term obligations. The
issue is not long-term creditworthiness in the classical sense; it is the timing and certainty of
payment.

The operational complexity is that Treasury has many moving pieces: daily cash flows, incoming
revenues, outgoing obligations, and the need to maintain sufficient cash balances. Without the
ability to roll and issue debt normally, cash management becomes a high-wire act. Treasury may
prioritize certain payments, delay others, or use extraordinary measures to extend runway. Even
if the Treasury attempts to minimize disruption, the system must price the fact that “normal”
has become uncertain.

The practical difference between operational failure and ability-to-pay becomes the center of
the crisis narrative. If the public believes this is merely theater and will be resolved in time,
markets can remain relatively orderly. If the public begins to believe that political actors are
willing to flirt with nonpayment, then “ability” becomes irrelevant. The issue becomes will and
legitimacy.
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7.2 Collateral impairment and money-market shock

The deepest danger here is collateral impairment. In modern finance, Treasury bills are not only
investments; they are core instruments in money markets, collateral pools, and short-term
liquidity management. A hint that specific bills might have delayed payment can fracture the
assumption that “a Treasury bill is a Treasury bill.”

Money-market funds, which are designed to be stable and safe, are particularly sensitive. They
hold large amounts of short-term government and agency paper. They operate with strict rules
about credit quality and liquidity. If certain bills near the X-date become “questionable” in terms
of timely payment, these funds may avoid them, sell them, or be forced to reallocate. That
behavior can concentrate stress into precisely the instruments that are supposed to be the
system’s calmest corner.

Treasury bills around the X-date can begin to trade at abnormal yields. A bill that would
normally be treated as a near-cash instrument becomes a political risk instrument. This can
create a segmentation where “safe bills” and “risky bills” coexist within the same sovereign
issuer. That is a conceptual rupture. It means the market is pricing not credit in the traditional
sense, but “political timing risk.”

Haircut shifts can propagate the problem. In repo markets, lenders may demand higher haircuts
on bills whose payment timing is in doubt. Even small haircut changes can force leveraged
holders to post additional collateral or unwind positions. The system then experiences forced
reallocations: investors crowd into safer issues, sell questionable ones, and the price distortions
deepen.

Forced reallocations are not limited to leveraged investors. Many institutional holders have
mandates that restrict exposure to instruments with elevated risk or with uncertain settlement
characteristics. If a subset of Treasuries is treated as impaired, mandates can force sales. Those
sales create more impairment, not because the credit is worse, but because liquidity conditions
and institutional rules are interacting with uncertainty.

This is where a political default risk becomes a market-function event. The crisis can spread
from bills to repo to broader funding conditions. Dealers, money-market funds, and large cash
pools become more cautious. Liquidity hoarding begins. Risk appetite fades. In a severe case,
even though the underlying economic capacity of the U.S. remains unchanged, the system
begins to exhibit symptoms of funding stress because the collateral bedrock is being
guestioned.

In other words, the “collapse” is the collapse of the idea that Treasury instruments are beyond
politics. That idea is what allows the money system to remain boring. When it stops being
boring, the cost of boringness rises.
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7.3 Medium-term damage

The immediate goal in a debt-ceiling episode is resolution—raise or suspend the ceiling, restore
legal normality, and allow payments to proceed. But even a resolved episode can leave behind
medium-term damage in the form of persistent risk premium and institutional trust loss.

Risk premium persistence means that investors begin to embed, however slightly, the possibility
that this could happen again. Once the event has occurred, it becomes part of the distribution
of outcomes. Markets that were previously priced as if “political default risk = zero” may now
price it as “small but non-zero.” This can manifest in subtle ways: higher yields for certain
maturities around expected political deadlines, higher demand for liquidity premiums, and a
more jittery response to fiscal headlines.

Institutional trust loss is deeper. The dollar system’s privilege rests on the perception that U.S.
institutions are not merely powerful but reliable. Reliability means rule-based continuity,
predictable settlement, and a refusal to weaponize payment. A debt-ceiling technical default,
even if brief, communicates that payment certainty is a political bargaining chip. That message
can motivate incremental diversification behavior among foreign official holders and large
institutions—not necessarily dramatic “dumping,” but a steady preference for redundancy and
optionality.

There is also reputational damage to the Treasury market’s role as the world’s safest collateral.
Collateral is not only about credit quality; it is about legal cleanliness and operational
predictability. An episode that introduces uncertainty about timely payment tarnishes that
cleanliness. Even if the practical consequences are limited in one instance, the precedent is
corrosive.

Finally, there is political learning. If political actors observe that brinkmanship is tolerated—or
that it yields concessions—then the incentive to repeat it increases. The market then must price
not only economic conditions but political strategy. This is the pathway by which a one-off
credibility scare can become a recurring feature of the regime.

The long-run danger of this scenario is therefore not a single missed payment. It is the
transformation of the United States from an issuer whose obligations are treated as apolitical
infrastructure into an issuer whose obligations are treated as political instruments. That
transformation would not destroy the dollar overnight. But it would steadily increase the cost of
maintaining the system'’s central role, and it would make other scenarios—funding shocks,
auction stress, institutional capture—more likely to become compound failures.

A debt-ceiling technical default is thus the purest example of credibility collapse by politics: a
crisis where the principal damage is not financial loss but the erosion of trust that the rules will
hold when they are most needed.
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8. Scenario 4: Global Dollar Shortage (Dollar Up First, System Breaks Elsewhere)

This scenario is the great paradox of “dollar collapse” talk: the world panics, the system strains,
and the dollar rises. People expecting a collapsing dollar often assume stress means “flight from
the dollar.” In practice, global stress often means “flight into the dollar” because the dollar is the
primary settlement unit, the primary funding unit, and the primary collateral language of
international finance. When fear arrives, participants do not abandon the unit that clears
obligations; they scramble to obtain it.

The collapse in this scenario is not the dollar’s value. It is access. The world discovers that dollar
demand is structural and that private markets for obtaining dollars can fracture. The system
breaks elsewhere—emerging markets, global banks, trade finance, dollar-liability corporates—
while the U.S. experiences stress through spillback channels: forced selling of U.S. assets, repo
dislocations, and tightening financial conditions. The Fed’s role becomes central, not as a
sponsor of foreign institutions, but as a guardian of U.S. stability against global feedback loops.

8.1 The “dash for dollars” pattern

A “dash for dollars” is what happens when the global system collectively decides that liquidity is
survival. Institutions with dollar obligations must meet them regardless of whether it is
convenient. A bank with dollar funding needs to roll it. A corporation with dollar debt must
service it. A commodity importer must settle invoices. A derivatives book must post dollar
margin. In calm times, these obligations are manageable because dollars are cheap to borrow
and easy to swap into. In stress times, the desire for dollars becomes urgent.

The pattern is psychologically simple: when markets move violently, everyone’s risk models
simultaneously demand more liquidity. Leverage becomes unwelcome. Funding becomes
uncertain. Credit lines are reconsidered. Lenders shorten maturities or step back entirely. In that
moment, the most valuable asset is not long-term return; it is immediate settlement capability.

Because the world’s obligations are heavily dollar-based, the settlement asset of choice
becomes the dollar. Investors sell risky assets, repay dollar borrowing, and increase dollar cash
holdings. This buying pressure can push the dollar up relative to other currencies even while the
global system is destabilizing. The strong dollar is not a sign of health; it is a sign of scarcity.

This dynamic creates the paradoxical optics that confuse observers. A rising dollar can coexist
with a collapsing global funding environment. The dollar can strengthen at the same time that
foreign currencies weaken, not because the U.S. is suddenly glorious, but because everyone
needs the same thing at once. It is the monetary equivalent of a liquidity run: not a run out of
the unit, but a run into the unit.
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A second feature of the dash is that it is self-reinforcing. As the dollar rises, dollar debts become
harder to service in local currency terms. That increases stress for non-U.S. borrowers, which
forces more deleveraging, which increases dollar demand further. The dollar’s strength can thus
become a tightening mechanism exported to the world, intensifying the shortage it reflects.

8.2 Offshore funding channels that fracture

Outside the United States, many institutions obtain dollars through intermediated channels
rather than direct access to the Fed. These channels can work beautifully—until they don’t. The
key point is that offshore dollars are often not “owned” dollars; they are borrowed dollars.

One major channel is cross-currency funding through FX swaps. In simple terms, an institution
can swap its local currency into dollars today and swap back later, effectively borrowing dollars
for the term. Under normal conditions, the pricing of this swap roughly matches the interest
rate differentials between currencies. Under stress, it can break: the cost of swapping into
dollars becomes punitive. This breakdown is often expressed through the FX swap basis—an
extra premium that appears when dollar funding demand overwhelms supply.

When the basis widens, it is a real-time symptom of dollar scarcity. It means institutions are
paying more than the “textbook” rate to obtain dollars. That premium can rise quickly in crisis
conditions because it reflects a funding constraint, not an opinion. If you need dollars to meet
obligations, you will pay up. The market learns the price of necessity.

Cross-currency funding stress can infect banks and corporates. Banks that rely on short-term
dollar funding face rollover risk: lenders may refuse, shorten maturities, or raise rates.
Corporates with dollar liabilities can face a sudden increase in hedging costs, making it
expensive to protect against currency moves. Some may choose not to hedge, taking on
currency risk involuntarily. Others may be forced to hedge at bad prices, locking in losses. Either
way, balance sheets are strained.

Trade finance is another channel. A large portion of global trade is invoiced and settled in
dollars. Letters of credit, trade credit insurance, and bank-intermediated trade instruments
depend on confidence in short-term funding. In a dash-for-dollars environment, banks become
more conservative. They may tighten credit to importers and exporters. They may shorten
tenors or raise pricing. This can slow trade flows, disrupt supply chains, and create real-
economy consequences that feedback into financial stress.

Emerging markets and “dollarized” economies are especially exposed. When the dollar rises and
offshore funding tightens, local central banks may burn reserves to stabilize exchange rates,
raise rates to defend currencies, or impose controls. These moves can protect the currency
temporarily but often at the cost of domestic credit contraction and political stress. A global
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dollar shortage thus has a characteristic geography: it spreads stress outward from the dollar
core, concentrating pain in peripheries that lack deep dollar liquidity.

The core idea is that offshore funding channels are fragile because they depend on continuous
willingness of private markets to intermediate dollars. In crisis, private intermediation becomes
conservative at the exact moment the world demands maximal intermediation. The result is a
fracture in access.

8.3 Fed backstops and the limits of liquidity

Because only the U.S. central bank can create unlimited dollars, the Fed becomes the systemic
backstop in a global dollar shortage. This is not a philanthropic role; it is a self-protective one.
When offshore dollar funding stress becomes severe, it feeds back into U.S. markets through
forced selling of U.S. assets, tightening of financial conditions, and potential distress at U.S.-
linked institutions. Stabilizing offshore access can therefore stabilize domestic conditions.

Swap lines are one of the primary tools. In a swap line arrangement, the Fed provides dollars to
a foreign central bank, which provides its own currency in exchange, with an agreement to
reverse the transaction later. The foreign central bank then lends those dollars to institutions in
its jurisdiction, usually through auctions. This effectively bypasses strained private funding
channels and replaces them with central bank intermediation. The point is to prevent a
destructive shortage from forcing fire sales and trade disruption.

Foreign official channels add another layer. Foreign official holders of U.S. Treasuries can face
pressure to sell Treasuries to raise dollars in stress. Large Treasury sales can damage Treasury
market function, increasing yields volatility and impairing collateral conditions—exactly the kind
of spillback that can create domestic instability. Facilities that allow foreign official holders to
raise dollars against Treasuries rather than selling them outright are designed to reduce that
forced-sale pressure. Again, the goal is not to subsidize foreign actors but to protect the
Treasury market’s functioning.

Yet liquidity has limits. A global shortage can be stabilized mechanically while leaving underlying
solvency problems unresolved. If foreign banks and corporates have accumulated excessive
dollar liabilities relative to income or reserves, liquidity provision can buy time but cannot
eliminate the mismatch. In such cases, the backstop prevents immediate collapse but does not
prevent eventual restructuring or loss recognition. Liquidity can keep the system from seizing,
but it cannot make bad balance sheets good.

There is also a legitimacy constraint. The more visible the Fed’s global role becomes, the more
political scrutiny it attracts. Domestic observers may ask why the Fed is “helping foreigners.”
Critics may interpret swap lines as bailouts. In the worst case, that political reaction could
constrain the Fed’s willingness to act, increasing global instability and thus increasing spillback
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risk to the U.S. This is one way a manageable funding shock can morph into a credibility issue:
the tool exists, but the political permission to use it becomes contested.

Spillback to U.S. markets is the decisive reason this scenario belongs in a “dollar collapse” menu.
Even if the dollar strengthens, the U.S. can suffer. Offshore stress can force liquidation of U.S.
credit assets, widening spreads. It can impair Treasury market liquidity if foreign holders sell. It
can tighten domestic financial conditions through global deleveraging. The Fed may be forced to
respond domestically even if the initial spark was foreign. This is the global dollar system’s
central truth: the U.S. exports dollars, but it also imports stress through the same channels.

The “end state” of this scenario is therefore not a weak dollar. It is a world that becomes more
cautious about relying on dollar funding structures that can freeze. That caution can take many
forms: higher hedging costs priced permanently, greater reserve accumulation, more emphasis
on local currency funding, more regional payment arrangements. Ironically, the dash-for-dollars
dynamic can strengthen the dollar’s role in the short run while encouraging diversification in the
long run. The shortage teaches dependence; the lesson of dependence creates the desire for
optionality.

This scenario clarifies a final point: if you want to know whether “collapse” is near, watch not
only the dollar’s exchange rate but the cost and availability of dollar funding. A strong dollar can
be a siren, not a celebration.

9. Scenario 5: Middle East Energy and Shipping Shock (Stagflation Collision)

This scenario is a classic collision between geopolitics and macroeconomics, but with a modern
twist: today’s economy is not only energy-dependent, it is logistics-dependent. The Middle East
matters not merely because it produces oil, but because it sits astride transit arteries—physical
and financial—through which energy, goods, and risk premia flow. When conflict or escalation
meaningfully disrupts these arteries, the shock does not remain local. It expresses itself as an
inflation impulse, a growth drag, and a political test of central bank credibility—often all at
once.

The core danger is stagflation: higher input costs coupled with weaker growth. Stagflation is the
most uncomfortable environment for a central bank because it forces a choice between two
duties: protect purchasing power or protect employment and financial stability. In a stagflation
collision, both are threatened.

9.1 QOil, insurance, and freight as monetary variables

III

In popular discussion, “oil” is treated like a commodity price—something that goes up and

down and affects gasoline. In a stagflation scenario, oil is a monetary variable in the sense that
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it changes the entire economy’s cost structure and its inflation psychology. Energy prices feed
into transportation costs, industrial inputs, fertilizer and food supply chains, and household
budgets. Even if core services inflation is the central bank’s focus, households and firms respond
emotionally and behaviorally to energy because it is visible and frequent. Repeated energy
shocks teach people to expect instability.

Insurance is the modern amplifier. Shipping and energy infrastructure do not run on barrels
alone; they run on underwriters” willingness to assume risk. When regional tensions rise, war-
risk premia can appear in maritime insurance. The cost of moving a barrel becomes not just the
cost of fuel and ships but the cost of fear. Insurance can reprice faster than physical supply can
adjust because it is a forward-looking estimate of tail risk. This makes the shock immediate:
costs rise before shortages become visible.

Freight is the other amplifier. Rerouting around dangerous waters, longer voyages, higher fuel
consumption, port congestion, and security measures all increase freight costs. These are not
“one-time” in the way a single refinery outage might be; they can persist as long as the risk
environment persists. The economy begins to pay a recurring toll for uncertainty.

When oil, insurance, and freight move together, logistics turns into inflation persistence. Firms
faced with higher and unpredictable input costs begin to reprice more frequently, build larger
buffers, and shorten procurement cycles. Inventory strategies change. “Just-in-time” becomes
“just-in-case,” which is more expensive. Even if the initial shock is a spike, the reconfiguration of
supply chains can embed higher costs into the system for months or years. That embedding is
the difference between a volatile headline and a persistent inflation problem.

In other words, shipping routes and insurance tables begin to function like interest rates: they
determine the cost of economic activity. The monetary system is not only a central bank’s policy
rate; it is the entire set of prices that govern the cost of time and risk. In this scenario, logistics
and insurance become shadow policy rates imposed by geopolitics.

9.2 Propagation into politics and rates

A stagflation shock is politically radioactive because it hurts households in two directions at
once. Prices rise, and growth weakens. Real wages fall. Voters feel squeezed and demand relief.
The political system responds with blame and with proposals—subsidies, price interventions,
strategic reserve releases, tariffs, punitive measures against “profiteers,” and emergency
spending. Some of these can reduce immediate pain, but many increase fiscal burden or distort
supply responses. The shock therefore migrates quickly from markets into politics.

At the same time, financial markets reprice the policy path. If inflation rises, bond yields can
rise. If growth weakens, risk assets can fall. Credit spreads can widen. The central bank is pulled
in opposite directions. This creates two kinds of pressure: cut pressure and credibility pressure.
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Cut pressure arises because higher rates in a weakening economy can trigger accidents: bank
stress, credit contractions, or unemployment spikes. Politicians and the public often demand
rate cuts as relief, seeing higher rates as an additional burden on top of already rising prices.

Markets may also price cuts if they expect recession.

Credibility pressure arises because easing policy while inflation is rising can look like surrender.
Even if the inflation shock is supply-driven, the public may interpret easing as confirmation that
inflation will be tolerated. This is especially true if inflation has already been high recently; the
public’'s memory matters. In a high-memory environment, “temporary” claims are less believed.
A cut under visible inflation risk can unanchor expectations, even if the central bank insists it is
responding to growth and stability concerns.

The stagflation collision is thus not only a macro event; it is a narrative contest. Competing
stories vie to define what the central bank is “supposed” to do. One story says: protect
households from recession and financial crisis. Another says: protect the currency’s purchasing
power. Each story has moral force. The institution’s legitimacy is tested by whether it can hold a
coherent line.

This is why geopolitical energy shocks are feared: they create policy dilemmas with no painless
option. A central bank can be “right” on paper and still lose legitimacy if the public experiences
the outcome as betrayal. Stagflation is as much about political psychology as about economics.

9.3 Pathways into Scenario 1

Scenario 5 is dangerous not only as a one-off stagflation event, but as a bridge into Scenario 1—
inflation unanchoring—through repetition. One energy shock can be endured. Repeated shocks
teach a new inflation regime.

The pathway is straightforward. Each shock raises headline inflation and often raises inflation
expectations. If shocks occur before expectations have settled back down, the public begins to
treat inflation as a permanent feature. Firms that previously hesitated to raise prices begin to
raise prices preemptively. Workers demand wage catch-up more aggressively. Contracts
shorten. The system begins to incorporate inflation into its default behavior. That is
unanchoring.

Repeated logistics disruption also changes the supply side. Firms build redundancy: multiple
suppliers, alternative routes, higher inventories, more domestic production, more security.
These adaptations reduce vulnerability but increase costs. The economy trades efficiency for
robustness. That trade is rational, but it embeds a higher price level. If monetary policy then
tries to suppress prices without acknowledging the new cost structure, it can produce a deeper
recession. If monetary policy accommodates, it risks unanchoring expectations. The policy space
narrows.
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A further pathway into unanchoring comes through fiscal response. Energy shocks often prompt
fiscal measures: subsidies, rebates, strategic spending, military outlays. If these responses are
large and repeated, they can feed the perception of fiscal dominance: that deficits will be
sustained and that monetary restraint will eventually yield. This perception matters as much as
the deficits themselves. It is the “political irreversibility” of response that markets and
households watch.

Finally, energy shocks can interact with funding-market fragilities. Rising yields can stress
leveraged trades. Volatility can spike. Repo conditions can tighten. A stagflation shock can
therefore become compound: inflation impulse plus funding stress. When the Fed responds
with liquidity support to stabilize markets, critics may interpret that as printing. The narrative of
debasement can spread even if the operational intent is stability. This is how Scenario 5 can
simultaneously push toward Scenario 1 (unanchoring) and Scenario 2 or 6 (market function and
credit accidents).

The core lesson is that energy and shipping shocks are not merely “macro inputs.” They are
regime-shaping events because they touch everyday prices and because they sit at the
intersection of geopolitics, supply chains, and central bank legitimacy. In a world where shipping
and energy are repeatedly disrupted, inflation becomes less a cyclical variable and more a
structural feature. That is the pathway from stagflation collision to purchasing-power collapse.

In the following sections, the paper will describe domestic credit accidents and institutional
capture scenarios. Those scenarios can be triggered independently. But Scenario 5 is one of the
most plausible generators of compound stress because it supplies the two ingredients that
make other crises worse: persistent inflation pressure and political polarization over what policy
should do next.

10. Scenario 6: Domestic Credit Accident (Banks, CRE, Private Credit, Derivative Margining)

This scenario is the “ordinary” way modern systems break: not through a grand philosophical
collapse of the dollar, but through balance sheets that looked fine until they didn’t. It begins

with a credit accident—Ilosses or liquidity stress concentrated in parts of the financial system
that are structurally fragile: banks with duration mismatch, commercial real estate (CRE) with
refinancing walls, private credit vehicles with liquidity illusions, and derivative portfolios that
turn volatility into urgent cash demands.

The danger is not merely that somebody loses money. The danger is that the system’s credit
creation mechanism contracts abruptly. When credit contracts, investment and hiring fall,
defaults rise, and recession risk becomes self-reinforcing. If the contraction is sharp enough, the
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fiscal position worsens, political pressure rises, and the Fed is pulled into a conflict between
stabilizing finance and preserving inflation credibility.

In this scenario, “dollar collapse” is again a misnomer. The currency may even strengthen in the
first phase. The collapse is the domestic credit engine—how money and risk are intermediated
by banks and shadow banks. The dollar survives; the availability of credit does not.

10.1 Sparks

Domestic credit accidents are usually sparked by concentrated losses that meet an accelerant:
funding fragility. Several sparks recur.

Concentrated losses often begin in places the system treated as boring: long-duration assets
held at par assumptions, office buildings presumed to retain value, or “safe” senior loans
assumed to be money-good. A spark occurs when those assumptions reprice. If a portfolio was
built for low-rate stability, then a rapid rate regime change can turn hidden losses into visible
ones.

Duration mismatch is a classic spark. Banks and other intermediaries may hold long-duration
assets funded by short-duration liabilities. The mismatch is survivable when depositors are
stable and rates are low. It becomes dangerous when rates rise rapidly and depositors become
yield-sensitive or fearful. Unrealized losses on long-duration securities become a latent solvency
shadow. Even if the institution is economically solvent over time, the mismatch becomes lethal
if forced to realize losses to meet withdrawals.

Funding runs are the accelerant. A run is not always crowds at a branch; it can be a quiet flow of
large uninsured deposits out of an institution, or a loss of confidence in wholesale funding
markets. Modern runs are fast because modern transfer mechanisms are fast. Once funding
begins to flee, the institution may be forced to sell assets at depressed prices, converting
unrealized losses into realized losses. The spark becomes a cascade.

Commercial real estate repricing is another recurring spark, especially in office-heavy regions or
in environments where refinancing costs have risen sharply. CRE is not just buildings; it is a
network of loans, securitizations, appraisals, covenants, and refinancing schedules. The danger
is not that prices fall, but that refinancing becomes unavailable or unaffordable at scale. If a
large set of loans must refinance at higher rates with lower property values, a wave of
extensions, restructurings, and defaults can occur. Losses concentrate in banks, regional lenders,
and CRE-linked funds.

Private credit can also be a spark because it often promises liquidity and stability while holding
assets that are not liquid. The vulnerability appears when investors demand redemptions or
when underlying borrowers weaken. If the vehicles cannot meet withdrawals without selling
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illiquid loans at steep discounts, they may gate redemptions or reprice abruptly. Even if the
losses are contained, the event can change perceptions of “safe yield,” causing broader risk
aversion.

Derivative margining is a final spark mechanism that transforms volatility into immediate cash
demand. Derivative positions, even hedges, can generate variation margin calls when prices
move. In stress, these calls arrive when liquidity is already tight. Institutions can be forced to
raise cash by selling liquid assets, which spreads the stress. The presence of derivatives does not
necessarily cause the crisis, but in crisis they can accelerate it by making “tomorrow’s loss” into
“today’s cash requirement.”

In sum: the spark is usually a repricing (rates, CRE, credit) plus a funding vulnerability (runs,
wholesale funding withdrawal, margin calls). The system is not surprised that assets can lose
value; it is surprised by how quickly liquidity demands force those losses to be realized.

10.2 Propagation

Propagation in a domestic credit accident is dominated by one phenomenon: credit contraction.
Once institutions become defensive, they stop making loans, tighten underwriting, and hoard
liquidity. This behavior is rational at the micro level and destructive at the macro level. It is the
classic fallacy of composition: what is prudent for one bank becomes recessionary when done
by all banks.

Credit contraction hits small and medium businesses quickly because they are often dependent
on bank lending and revolving credit. It also hits households through tighter mortgage
availability, higher spreads, and more conservative consumer credit. Investment slows. Hiring
slows. The economy loses momentum.

This contraction creates a recession impulse. As growth slows, defaults rise—not necessarily
because borrowers were reckless, but because cash flow is sensitive to a tightening financial
environment. Defaults then validate the lenders’ caution, reinforcing the contraction. This is
why credit accidents can become self-fulfilling.

Asset prices respond as well. Real estate values fall further as financing becomes scarce. Credit
spreads widen as investors demand higher compensation for default risk and illiquidity. Equity
markets may decline, affecting confidence and consumption. In severe cases, the system
experiences a generalized risk-off where anything that can be sold is sold to raise cash.

Fiscal deterioration feedback emerges because recessions reduce tax revenues and increase
social spending. In a credit accident, policymakers often respond with fiscal support—deposit
guarantees, backstops, targeted subsidies, or broader stimulus. Even if such support is
necessary to prevent depression, it increases deficits. If interest rates are already high,
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increased deficits can raise concerns about future fiscal capacity, which can raise term premium,
which can tighten financial conditions further. The system becomes a loop between credit stress
and fiscal stress.

An important subtlety is that credit accidents can also interact with Treasury and repo
plumbing. Banks and dealers that are under stress reduce their market-making capacity.
Liquidity in Treasuries can worsen at the margin. Repo terms can tighten. If leveraged
participants are simultaneously under margin pressure, Treasury volatility can rise. Thus
Scenario 6 can feed into Scenario 2-like dynamics: a credit accident that weakens the system’s
ability to intermediate even “safe” assets.

The most damaging propagation pattern is when credit contraction becomes broad-based and
persistent, shifting from “temporary caution” to “structural retreat.” Once banks decide that
certain asset classes (e.g., office CRE) are reputationally toxic, or that duration risk is politically
unsafe, they may retreat for years. The economy then loses a credit channel. Growth becomes
more fragile. This is how a credit accident can produce a multi-year regime shift in financing
conditions even if the crisis is resolved.

10.3 Fed response

The Fed'’s response in a domestic credit accident is constrained by two objectives that can
conflict: financial stability and inflation control. If inflation is low and falling, the Fed’s
stabilization role is straightforward: provide liquidity, cut rates, and restore credit transmission.
If inflation is high or perceived to be high, the Fed faces the constraint that aggressive easing
may unanchor expectations (Scenario 1 dynamics), especially if the public interprets
stabilization as a bailout of elites.

Liquidity support is the first-line action. This can involve encouraging banks to use lender-of-last-
resort facilities, supplying reserves through repo operations, and ensuring that core funding
markets remain functional. The purpose is to prevent a liquidity crisis from causing unnecessary
failures and forced selling. Liquidity support is most legitimate when it is broad, rules-based,
and collateralized: assistance against good collateral rather than capital gifts.

Supervision is the quieter but often decisive component. Regulators can allow banks to access
liquidity without stigma, adjust supervisory expectations temporarily, and manage the pace of
loss recognition to prevent cliff effects. They can also require stronger capital and liquidity
planning going forward, though those requirements can be procyclical if imposed in the heat of
crisis. The balance is delicate: stability now versus resilience later.

The inflation constraint is the political and macro guardrail. If the Fed eases aggressively while
inflation is still above target or expectations are fragile, it risks an unanchoring narrative: “the
Fed will always rescue markets, therefore inflation will be tolerated.” This narrative can itself
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become a driver of inflation expectations. In that case, the Fed may choose a more limited
response: targeted liquidity but reluctance to cut rates quickly, or a preference for supervisory
tools over broad monetary accommodation. This is where domestic credit accidents can
become compound failures: the system needs easing to prevent recession, but the regime
cannot afford to appear accommodative.

End states vary. In a favorable end state, liquidity support and targeted interventions stop the
run dynamics, losses are absorbed without destroying core credit creation, and the economy
slows but avoids deep recession. In an unfavorable end state, the credit contraction persists,
recession deepens, and political pressure rises for overt bailouts or for punitive reforms that
impair intermediation. In the worst end state, the Fed is forced to choose: accept a deep
recession to preserve inflation credibility, or accept an inflationary accommodation regime to
preserve financial stability. That is the bridge between Scenario 6 and Scenario 1.

The lesson of Scenario 6 is that “collapse” can occur without any dramatic currency event. A
domestic credit accident is a collapse of trust in intermediaries and in the stability of balance
sheets. It expresses itself as a withdrawal of credit, a contraction of risk appetite, and a shift
from expansion to defense. The dollar remains the unit, but the unit’s ecosystem—the
institutions that make it usable at scale—becomes strained. In an economy built on credit
transmission, that strain is a form of collapse, even if it never looks like a foreign exchange chart
going to zero.

11. Scenario 7: Cyber or Payments Disruption (Operational Collapse Becomes Confidence
Shock)

This scenario begins not with inflation, not with auctions, not with bank losses, but with a break
in the system’s ability to move money and collateral. It is the kind of crisis that feels unreal at
first because it is operational: screens freeze, messages fail, settlements don’t complete,
confirmations don’t arrive. Yet operational failure can become systemic faster than almost any
other shock because modern finance is a choreography of timed promises. If the choreography
stops, the promises become uncertain. And when promises become uncertain, confidence
becomes the scarce asset.

In a payments or settlement disruption, the dollar does not “collapse” by losing value. It
collapses by losing continuity. The unit is still the unit, but the rails that carry it fail. This is why
the scenario is included in a collapse menu: it attacks the system’s most basic function—
settlement—and thus can trigger a generalized trust shock even if underlying balance sheets are
healthy.
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11.1 Settlement failure as systemic risk

Settlement is the moment a trade becomes real. Before settlement, positions are claims. After
settlement, claims become ownership and cash balances. The modern system assumes
settlement will occur on schedule because every institution’s liquidity planning depends on it. If
settlement fails, the system experiences a sudden epistemic crisis: “Do | really have the cash?
Do | really have the collateral? Did my counterparty pay? Did my payment reach them?”

This is how “can’t settle” becomes “can’t trust.” Trust in finance is not primarily moral; it is
operational. It is the belief that the rules and the rails will execute contracts reliably. Once
execution is uncertain, counterparties become suspicious not because they think others are evil,
but because they cannot verify.

Settlement failure becomes systemic risk when it spreads beyond a single institution and
crosses into shared infrastructure: payment messaging networks, real-time gross settlement
systems, clearinghouses, custodians, or major correspondent banking nodes. Even if the initial
disruption is “just a technical problem,” the system must behave as if it could be adversarial,
because it cannot know otherwise. That uncertainty forces defensive behavior.

A key feature of systemic settlement risk is that it produces liquidity stress without any initial
insolvency. Institutions can be solvent but illiquid because incoming payments are delayed. They
may have assets but cannot access them. They may be owed money but cannot receive it. Their
normal sources of liquidity—selling assets, borrowing in repo, drawing lines—may also be
impaired because settlement itself is impaired. The system becomes a hall of mirrors: to get
liquidity you need settlement; to settle you need liquidity.

In this environment, even high-quality collateral becomes suspect in the practical sense. If you
cannot confirm title transfer, collateral cannot function as collateral. If you cannot confirm
payment finality, cash cannot function as cash. The bedrock concept of “finality” becomes a
guestion mark, and that question mark is poison to intermediation.

11.2 Propagation

Propagation in this scenario is dominated by hoarding, closures, and emergency protocol
activation. The system shifts from efficiency to survival.

Liquidity hoarding is the immediate reflex. If you cannot be sure your incoming payments will
arrive, you stop sending out payments that are not strictly necessary. You build buffers. You
conserve cash. This behavior is rational individually and destabilizing collectively. When
everyone hoards, the system becomes illiquid even if plenty of liquidity exists in aggregate. This
is the classical dynamic of a bank run, but here the run is on settlement certainty rather than on
solvency.
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Market participants also become reluctant to trade. Trading requires settlement. If settlement is
uncertain, trading becomes a risk event. Bid-ask spreads widen sharply as market makers
demand compensation for operational uncertainty. Some instruments become effectively
untradeable because no one wants to be caught holding a claim that cannot be settled.
Volatility spikes—not because fundamentals changed, but because liquidity vanished.

Market closures can occur, formally or informally. Formally, regulators or exchanges can halt
trading to prevent chaotic price formation. Informally, the market “closes” because quotes
disappear and trades cannot be confirmed. In either case, price discovery breaks. When price
discovery breaks, risk management breaks, because risk models rely on market prices. When
risk management breaks, institutions tighten risk limits further, which reinforces illiquidity. The
system spirals into defensive posture.

Emergency protocols then activate. Institutions and regulators move into contingency modes:
manual processes, alternative communication channels, fallback settlement arrangements, and
prioritized payment categories. Central banks may extend operating hours, widen access to
liquidity facilities, or provide extraordinary assurances about settlement finality and backstops.
Governments may coordinate with infrastructure providers and security agencies. The public
may be told to remain calm, which is often a sign that calm is needed.

A particularly dangerous propagation channel is the collision with margining. Derivatives and
clearinghouses require timely variation margin. If settlement systems are impaired, margin calls
can be difficult to meet even by solvent institutions. Clearinghouses, designed to reduce
counterparty risk, can become stress amplifiers if participants cannot deliver margin due to
operational failure. The system may face a choice between relaxing margin discipline (risking
counterparty contagion) or enforcing it (risking forced defaults due to operational inability). This
is a brutal tradeoff because it pits integrity against continuity.

Another propagation channel is public confidence. Payments disruptions are visible in a way
that repo stress is not. If consumers cannot use cards or receive payroll, fear becomes social and
political. People do not need to understand basis trades to panic; they need only to see that
“money isn’t moving.” In such moments, rumors spread faster than official communication, and
the crisis can become a mass psychology event as much as a financial one.

11.3 Recovery versus regime scar

Recovery in this scenario depends on restoring operational finality and demonstrating that the
restoration is trustworthy. Fixing the technical issue is necessary but not sufficient. The system
must also believe the fix.

If the event is brief, well-contained, and credibly explained—an outage with clear remediation—
the system can recover with limited long-term impact. Markets reopen, backlogs clear, and

40



institutions normalize liquidity buffers. The episode becomes a lesson in contingency planning,
but not a regime change.

A regime scar occurs when the event leaves behind lasting doubts about the integrity of the
rails. Scar is more likely if the disruption appears adversarial (cyberattack rather than accident),
if it recurs, or if official explanations are vague. In those cases, the system may permanently
reprice operational risk. Institutions will hold more liquidity as insurance. They will diversify
payment channels. They may avoid concentration in particular infrastructures. Redundancy
costs money; thus the scar can be inflationary at the margin (higher transaction costs) and
growth-reducing at the margin (less efficient capital use).

A scar can also be political. A major payments disruption invites accusations: incompetence,
underinvestment, foreign attack, insider sabotage. The response may involve heavy regulation,
nationalization tendencies, or punitive actions that reshape the financial sector. Even if such
measures improve security, they can reduce flexibility and intermediation capacity. The financial
system becomes more rigid in exchange for perceived safety.

Another form of scar is narrative damage to the dollar’s reliability as a settlement medium. If
international actors perceive U.S.-linked payment rails as vulnerable—whether due to cyber risk
or to geopolitical weaponization concerns—they may pursue alternative settlement
arrangements for redundancy. This does not necessarily replace the dollar, but it can accelerate
reserve-status erosion at the margin by encouraging parallel rails.

The key distinction is therefore between outage and credibility loss. An outage is a temporary
interruption in the machine. Credibility loss is a redefinition of what the machine is. If
participants conclude that settlement certainty is no longer guaranteed even in core
infrastructures, they will behave differently forever: more buffers, more fragmentation, more
cautious credit creation. That behavioral shift is the real meaning of collapse in this scenario.

Scenario 7 is thus a reminder that monetary regimes do not fail only through macroeconomics.

They can fail through infrastructure and trust. A currency is not only a unit and a central bank; it
is a network of rails that make promises executable. When the rails fail, even briefly, the system
learns how thin the line is between liquidity and panic. And if it learns that lesson repeatedly, it
begins to pay for safety with the most precious currency of all: confidence.

12. Scenario 8: Fed Independence Breaks (Institutional Capture and Fiscal Dominance)

This scenario is the most structurally “currency-like” form of collapse in the developed-world
imagination: not a plumbing seizure, not a technical default, not a single war shock, but the
steady conversion of the central bank from a guardian of purchasing power into an instrument
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of political necessity. It is also the scenario that most cleanly explains why people buy gold
when they distrust institutions. When independence breaks, the currency’s promise becomes
political. And when the currency’s promise becomes political, long-run confidence demands a
premium.

To be clear: “independence” does not mean the Fed is beyond criticism or beyond law. It means
there is a credible separation between monetary policy and the immediate financing needs of
the fiscal authority. Independence means the central bank can impose pain—higher rates,
slower growth—if that is what is required to preserve the currency’s long-run stability. When
that capacity to impose pain is removed or politically neutralized, the system enters fiscal
dominance: fiscal needs become the de facto constraint, and monetary policy is compelled to
accommodate.

This is why the scenario is so consequential. It is not a one-quarter event. It is a regime change
in the rule-set that governs money over time.

12.1 Mechanisms of capture

Capture can occur through many paths, and it does not require a dramatic takeover. It can be
gradual, procedural, and plausibly deniable. What matters is the net effect: the Fed becomes
unable to pursue disinflationary restraint when restraint conflicts with political priorities.

One mechanism is legal mandate manipulation. Congress can adjust the statutory goals of the
central bank, alter its governance structure, constrain the tools it can use, or impose rules that
effectively force a particular policy posture. Even without changing the goals, legislation can
create constraints that make certain actions politically or legally costly. If the central bank’s
discretion narrows enough, independence becomes formal rather than real.

Another mechanism is political threats. These can be explicit—threats to change the Fed’s
authority, leadership, or independence if it does not comply—or implicit, through persistent
public attacks that delegitimize the institution and raise the political cost of restraint.
Independence is partly a political equilibrium: it survives when elected officials accept that
monetary discipline serves the long-run public interest even when it hurts in the short run. If
that acceptance dissolves, independence becomes fragile.

Forced accommodation can also emerge through crisis dynamics. Suppose the government’s
interest burden rises sharply because rates are high and debt is large. Political actors may
demand that the Fed “stop” raising rates because interest costs are intolerable. Or suppose a
recession or financial accident occurs. Political pressure may demand rapid easing regardless of
inflation conditions. If the Fed repeatedly yields to this pressure—especially when inflation is
not fully contained—then markets infer a new rule: the Fed will not sustain restraint if it
threatens fiscal stability or asset prices.
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A subtler capture mechanism is appointment and culture. Over time, if leadership selections
prioritize political loyalty or ideological alignment over institutional discipline, the central bank
can change character without any explicit legal takeover. The Fed can remain “independent” on
paper while acting as if it is not.

Finally, capture can occur through a public narrative that frames monetary restraint as
illegitimate. If rate hikes are defined as an attack on workers, an attack on housing affordability,
or an attack on national security spending, the Fed’s political room to act shrinks. Central banks
are not dictatorships; they operate within legitimacy constraints. When legitimacy collapses,
independence follows.

The common thread in all these mechanisms is the removal of a credible threat: the threat that
the central bank will maintain restrictive policy long enough to crush inflation expectations if
necessary. Once that threat is no longer believed, the regime changes even if policy has not yet
changed. Credibility is forward-looking.

12.2 Market repricing

Markets respond to institutional capture by repricing the expected path of inflation and the
compensation demanded for holding long-duration nominal promises.

The first repricing is inflation bias. If markets believe the central bank is more likely to
accommodate deficits, bail out risk-taking, or avoid recession at any cost, then the expected
distribution of future inflation shifts upward. Even if near-term inflation is contained, markets
begin to price higher tail risk: the chance that inflation re-accelerates and is tolerated.

The second repricing is term premium. Term premium is the extra yield investors demand to
hold long-term bonds given uncertainty about future inflation and policy. In a credible regime,
term premium can be low because investors trust the central bank to act. In a captured regime,
term premium rises because long-term bonds become political instruments. Investors demand
compensation not only for macro uncertainty, but for governance uncertainty. This raises the
cost of financing for the Treasury and, by extension, for the whole economy.

The third repricing is currency risk premium. If foreign and domestic holders believe the U.S. is
accepting a permanently higher inflation bias, the dollar may weaken relative to other
currencies over time, and hedging costs may rise. The dollar does not need to crash overnight
for the currency risk premium to matter. A persistent drift, combined with higher rates volatility
and term premium, is enough to change portfolio behavior and to encourage incremental
diversification.

These repricings interact. Higher term premium increases government interest expense, which
increases fiscal pressure, which increases the temptation to demand accommodation, which
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reinforces the perception of capture. This feedback loop is the market’s version of fiscal
dominance: the bond market expresses doubt about discipline, and the resulting higher interest
burden makes discipline politically harder.

A captured regime therefore tends to become self-confirming. The more the market doubts
restraint, the more expensive restraint becomes, and the more likely policymakers are to avoid
it.

12.3 The closest path to classic debasement

This scenario is the closest analogue to classic currency debasement because it changes the
governing rule of money. But it is still not typically a single headline event. It is a slope, not a
cliff.

Classic debasement in history often involved explicit reduction in metal content or explicit over-
issuance of paper claims. Modern debasement, in a fiat system, looks like persistent negative
real rates, repeated episodes of inflation above target that are not fully reversed, and a political
culture that treats monetary accommodation as the default solution to fiscal and social conflict.
It is a normalization of inflation risk.

The reason this is a regime shift rather than a weekend catastrophe is that the dollar’s network
effects are enormous. It is embedded in contracts, trade, collateral systems, and reserve
portfolios. Those structures do not vanish quickly. What changes is the price of holding and
using the currency. People and institutions slowly adapt: they shorten the maturity of claims
they are willing to hold, they demand higher nominal yields, they shift marginal savings into real
assets, they negotiate wages differently, and they treat cash as a temporary convenience rather
than a store of value.

Over time, the system becomes more indexation-driven. Inflation becomes a constant
background. Politics becomes more inflamed because distributional conflict intensifies. The
Fed’s legitimacy is further contested because it is seen either as too weak to protect purchasing
power or as too elitist when it attempts restraint. The social contract around money frays.

In the worst end state, the country drifts into a high-inflation equilibrium where controlling
inflation would require a recession so severe that the political system refuses it. At that point,
fiscal dominance is complete: policy chooses inflation over unemployment or financial collapse.
That is debasement in modern form.

However, it is essential to emphasize that this scenario is not “the Fed prints and the dollar
dies.” It is “the rule of restraint dies, and the currency becomes a political object.” That
transition can be gradual and still be decisive. Once the market believes restraint is politically
impossible, the regime changes even before the CPI proves it.
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This is also why gold and silver surges often correlate with institutional anxiety. Metals are not
merely inflation hedges; they are governance hedges. They represent an asset that does not
depend on a central bank’s promise. When independence breaks, demand for promise-free
assets rises—not because the system is guaranteed to collapse tomorrow, but because the
probability distribution of future regimes has shifted.

Scenario 8 therefore completes the scenario menu by providing the most direct path to a
“currency” collapse narrative: not through plumbing failure, but through institutional capture. It
is the scenario where the difference between “liquidity support” and “monetization” becomes
permanently blurred because the regime itself no longer insists on the distinction.

In the next section, the paper shifts from scenarios to measurement: an indicator dashboard
designed to detect which regime is emerging, how scenarios are mixing, and what signals would
falsify fear narratives before they harden into self-fulfilling beliefs.

13. Cross-Scenario Indicator Dashboard: What Changes First

A good collapse framework must do more than tell plausible stories. It must point to observable
signals that change early, before the public realizes which regime is forming. Otherwise scenario
thinking degenerates into post-hoc explanation: everything fits after the fact. The purpose of an
indicator dashboard is to create an advance warning system—not for “doom,” but for
mechanism identification. Which failure mode is waking up? Where is stress traveling:
consumer prices, auctions, collateral, offshore dollars, or institutional legitimacy?

This section proposes a cross-scenario dashboard organized by the same logic used to build the
scenarios. The indicators are grouped by the market “joints” where stress tends to first appear:
rates and expectations, Treasury market function, repo and domestic funding, offshore dollars,
and finally the loud but often misleading layer of narrative signals.

The dashboard is not meant to be exhaustive. It is meant to be discriminating: a short list of “tell
signals” that distinguish Scenario 1 (unanchoring inflation) from funding accidents, and that
detect when a seemingly local disruption is becoming a compound failure.

13.1 Rates and inflation expectations

Rates and inflation expectations are the primary discriminators for Scenario 1. The key question
is not whether inflation prints are high; it is whether the market and the public begin to price a
persistent inflation regime that policy will not (or cannot) reverse.
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One useful idea is to separate short-run inflation noise from long-run inflation belief. Short-run
measures can spike on energy and then revert. Long-run expectations are the regime variable.
When long-run expectations drift up and stay up, you are closer to unanchoring.

Signals consistent with Scenario 1 include sustained elevation in long-run inflation expectations
and evidence that real rates are not restrictive enough to pull expectations down. In a credible
regime, inflation expectations can rise temporarily but will be pulled back by policy posture and
by public belief that policy will act. In an unanchoring regime, expectations become sticky and
resistant to reassuring words.

Another discriminating signal is the rise of term premium. Term premium is what investors
demand for holding long-duration nominal promises when they are uncertain about inflation
and policy credibility. Term premium rising persistently can indicate that markets are charging
for governance risk, fiscal dominance risk, or inflation persistence risk. Term premium can rise in
other scenarios too—especially in auction dysfunction—but in Scenario 1 it tends to rise
alongside persistent inflation belief.

Yield curve behavior can be informative but must be interpreted carefully. In some regimes the
curve inverts because the market expects recession; in others the curve steepens because the
market expects inflation and higher risk premia. A steepening driven by rising long-end yields
can be consistent with unanchoring or with auction stress. The distinguishing factor is whether
the move coincides with disinflation credibility or with market-function breakdown.

Finally, wage and price behavior in the real economy can become a leading indicator of
unanchoring. If wage negotiations, contract repricing, and pricing frequency change structurally,
the inflation regime is shifting. Market measures are useful, but the real economy’s behavioral
changes are the ground truth of “lived inflation.”

The dashboard logic here is simple: if long-run expectations and term premium are rising and
resisting policy reassurance, Scenario 1 is gaining probability. If rates are moving but
expectations remain well behaved, the stress may be elsewhere.

13.2 Treasury market function metrics

Treasury markets are the hinge between macro and plumbing. When they function well, they
transmit policy and provide collateral stability. When they malfunction, they become a source of
volatility and collateral impairment. Treasury market function metrics are therefore central to
Scenario 2 and relevant to several compound cases.

Liquidity can be seen in bid-ask spreads and in market depth—the amount that can be traded
without moving price too much. In stress, depth falls and spreads widen. This matters because a
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loss of depth means price moves can become self-amplifying: selling causes outsized price
declines, which forces more selling.

Volatility is a second key metric. Not all volatility is bad; markets move. But a sharp increase in
rate volatility can indicate that hedging costs are rising and that leveraged strategies are under
stress. High volatility also tightens risk limits and dealer balance-sheet capacity, feeding into
dysfunction.

Auction demand proxies are crucial for detecting a sudden stop dynamic. The goal is not to
obsess over any single auction result, but to watch for patterns that indicate demand is
becoming balance-sheet constrained: weak participation, large concessions, or signs that
dealers are forced to warehouse too much supply. In a healthy regime, auctions are routine. In a
stressed regime, auctions become events.

Another function metric is segmentation between the most liquid “on-the-run” Treasuries and
less liquid “off-the-run” issues. In stress, investors crowd into the most liquid issues and
abandon the rest, widening spreads and distorting pricing. Segmentation is a sign that the
Treasury market is no longer functioning as a unified pool of safe collateral but as a hierarchy of
liquidity tiers. That hierarchy is manageable until it becomes sharp and persistent, at which
point collateral reliability is compromised.

Treasury function metrics matter because they often change before the public sees the crisis. A
world in which Treasuries are volatile and illiquid is a world in which the system’s foundation is
shaking. That does not guarantee collapse, but it increases fragility across all scenarios.

13.3 Repo and funding stress

Repo and domestic funding indicators are the early-warning system for Scenario 2 and Scenario
6. They tell you whether the system is being forced to deleverage and whether liquidity is
becoming scarce in a mechanical, not narrative, sense.

Repo rate spikes—especially persistent spikes—indicate stress in the secured funding market.
But the most important variable is not the level of the rate; it is the behavior of haircuts and the
availability of funding. Haircuts are hard to observe directly in public discourse, but their effects
are visible in forced selling and in the widening of financing spreads.

Another signal is persistent usage of backstop facilities. In calm conditions, backstops exist but
are rarely used. When usage becomes frequent and sustained, it signals that private
intermediation is impaired. Persistent backstop usage is not automatically sinister; it can be
prudent. But it is a sign that the market’s private plumbing is struggling.

Margin dynamics can also be an indicator. When volatility rises, margin requirements often
increase. Rising margin requirements can force asset liquidation. In a funding stress regime, you
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often see “sell what you can” behavior: even safe assets are sold to meet margin. This is the
hallmark of a liquidity-driven deleveraging rather than a fundamentals-driven repricing.

Credit spreads and bank funding spreads provide a broader read on whether the domestic
credit engine is tightening. Widening spreads can indicate rising default risk, but they can also
reflect liquidity scarcity. The distinction matters: liquidity crises can be stabilized quickly with
backstops; solvency crises require loss absorption.

The dashboard question here is: are institutions being forced into defensive funding behavior? If
repo and funding indicators flash, the crisis is often nearer than narratives suggest because
liquidity cascades can move faster than politics.

13.4 Offshore dollar stress

Offshore dollar indicators are the early-warning system for Scenario 4. They answer a different
guestion: is the world scrambling for dollar access, and are private channels of dollar provision
failing?

The FX swap basis is one of the most direct expressions of offshore dollar scarcity. When the
basis widens, it indicates that institutions are paying an extra premium to obtain dollars through
swaps, beyond what interest-rate differentials would suggest. This is a symptom of dollar
funding stress, not of opinion. It reveals urgency.

Cross-currency funding costs more broadly can signal the same phenomenon. When hedging
costs rise sharply, foreign institutions and corporates face a choice: pay up, accept currency risk,
or reduce exposures. All three choices tend to tighten global financial conditions and can force
liguidation of U.S. assets, creating spillback.

Emerging market funding symptoms are another indicator: sharp currency depreciations,
reserve drawdowns, emergency rate hikes, or capital controls. These are not proof of a dollar
collapse; they are proof of a dollar shortage. In a global dollar system, periphery stress often
signals core funding scarcity.

Trade finance strain is a more real-economy indicator. If trade credit becomes scarce or
expensive, global trade can slow, supply chains can seize, and the macro shock can broaden.
Trade finance strain can also feed back into inflation if supply disruptions emerge, creating a
bridge into Scenario 1.

The dashboard logic here is: if offshore funding indicators are deteriorating while the dollar is
strengthening, you are in the paradox regime. The “collapse” is global access to dollars, not the
dollar’s value. This regime is often what forces swap lines and other international liquidity
arrangements.
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13.5 Narrative indicators that are mostly noise

Because “collapse” is emotionally charged, narratives proliferate. Many are not useless—
narratives can capture public sentiment and political pressure—but they are unreliable as early
indicators because they can spike on attention cycles rather than on structural changes.

Examples of mostly-noise indicators include viral claims about secret Fed actions without
corroborating market symptoms, social-media interpretations of every gold uptick as proof of
imminent failure, and single-point anecdotes treated as regime evidence. These signals can be
loud in stable times and quiet in crisis times. They have the wrong volatility profile.

Commodity price spikes can be narrative noise if they are not accompanied by corresponding
plumbing stress. Gold and silver can rise for many reasons: real rate changes, risk sentiment,
central bank buying, speculative flows. A spike is not automatically a collapse signal. The
question is whether the spike is paired with rising long-run inflation expectations, rising term
premium, and signs that the policy regime is losing credibility.

Another noisy area is the conflation of facility usage with “printing.” Facilities can be used for
routine management, and their existence can be misunderstood. The key is persistence and
context. Temporary liquidity operations that normalize quickly are not regime change.
Repeated, expanding interventions that are politically defended as necessary and permanent
can become regime change. The narrative alone cannot distinguish them; the behavior over
time can.

The discipline to avoid confusion is to require structural corroboration. A claim about collapse
should have at least two independent confirmations from the plumbing dashboard: funding
stress plus Treasury dysfunction, or inflation expectations plus term premium, or offshore basis
stress plus EM symptoms. If a claim is loud but has no plumbing signature, treat it as mood
rather than mechanism.

A final rule is to watch for migration. The most dangerous moments are when one indicator set
begins to light up and then another follows. For example, an energy shock raises inflation; then
funding indicators deteriorate; then political credibility becomes contested. That is a compound
failure forming. Narrative noise tends to pick a single storyline and stay there. Mechanism
reality migrates.

The purpose of this dashboard is not to create certainty. It is to create triage. If you can identify
what is changing first, you can identify which scenario is actually unfolding and which ones are
merely being invoked. That reduces superstition and increases preparedness. It also creates
falsifiability: if the dashboard stays quiet while narratives scream, the correct response is
skepticism. If the dashboard lights up while narratives are distracted, the correct response is
vigilance.
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In the next section, the paper turns from signals to tools: what the Fed can do in each regime,
what it cannot do, and why confusion about that boundary is one of the main drivers of collapse
narratives.

14. Policy Playbooks: What the Fed Can Do, and What It Cannot

In collapse narratives, the Fed is often portrayed as either omnipotent (“it can print forever”) or
impotent (“it’s trapped and helpless”). Both pictures are wrong in the same way: they ignore
mechanism and constraint. The Fed is powerful in the narrow domain of liquidity, settlement
continuity, and financial conditions. It is constrained when the problem is solvency, fiscal
politics, or real-economy supply. A useful playbook therefore begins with a sober separation:
what the Fed can reliably stabilize (market function) versus what it can only influence indirectly
(the underlying balance-sheet reality and political regime).

14.1 Liquidity tools versus solvency realities

Liquidity problems are about timing. Solvency problems are about truth. Liquidity says: “l have
assets and long-run capacity, but | cannot meet cash demands right now without fire-selling.”
Solvency says: “My assets, after realistic valuation, do not cover my obligations.” These can look
similar in the heat of a run. They are different diseases.

The Fed’s core competence is to prevent timing problems from turning into truth problems. It
can do this by lending against collateral, supplying reserves, and maintaining key market pipes
so that institutions are not forced into destructive liquidation. In a funding shock, this is not
optional decoration; it is the difference between a contained event and a cascading collapse.
Repo facilities, lender-of-last-resort lending, and other collateralized lending mechanisms are
designed to interrupt forced-selling loops. They are best understood as “buying time so the
system doesn’t liquidate itself.”

But liquidity tools do not create real capital. They do not make bad loans good. They do not
reverse a permanent impairment in a CRE loan book, a structural profitability problem, or a true
mismatch between promised returns and actual cash flows. At most, they change the timeline,
giving private actors and fiscal authorities space to recapitalize, restructure, or absorb losses in a
less chaotic way.

This is why it matters, in scenario thinking, to identify whether you are in a plumbing regime or
a balance-sheet regime. In a plumbing regime, the Fed can often stabilize quickly, and the end
state depends on whether confidence returns before forced selling becomes a general
liguidation. In a balance-sheet regime, the Fed can keep the lights on, but the system still must
“pay the bill” in some form: equity write-downs, restructuring, mergers, fiscal backstops, or
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prolonged credit contraction. If observers interpret liquidity support as a solvency cure, they will
be surprised later when losses surface anyway. Conversely, if observers interpret all liquidity
support as “money printing,” they will misread legitimate stabilization as debasement, even
when the objective is to preserve settlement function.

A related distinction is between supporting markets and supporting specific owners. A market-
function backstop is meant to keep pricing and settlement from becoming disorderly. It is the
“prevent the bridge from collapsing while cars are on it” posture. It does not guarantee that
every driver arrives safely. In practice, the optics can blur: if the Fed stabilizes markets, it will
also stabilize asset prices relative to a panic baseline, which will look like rescue. But in the
playbook logic, the moral center is not price support; it is continuity support—preventing
cascades that destroy solvent actors and real-economy activity.

Finally, there is a boundary the Fed cannot cross alone: loss allocation. When the system faces
real losses, somebody must bear them. Monetary policy can shape the macro environment in
which losses are recognized, but it cannot decide who pays them. That is why, in severe
solvency episodes, the end state becomes political whether policymakers admit it or not.

14.2 Communication and credibility management

Communication is not a public-relations add-on; it is a policy instrument because expectations
are causal. In Scenario 1 (unanchoring), expectations are the battlefield. In funding shocks,
expectations still matter, but the immediate need is mechanical—cash now—so talk must be
paired with functioning pipes.

Credibility is the central bank’s most valuable asset because it reduces the required level of
force. If the public believes the Fed will not tolerate persistent inflation, inflation expectations
stay better anchored, wage and price-setting remain less defensive, and the eventual cost of
disinflation is lower. If the public doubts that commitment, then every policy action must work
harder: rates must be higher for longer, recession risk rises, and political blowback intensifies.
Credibility is therefore not primarily about “trusting elites.” It is about how much economic pain
is required to change behavior.

The communication trap is overpromising. A central bank cannot promise a particular inflation
path without lying, because inflation depends on supply shocks, geopolitics, fiscal decisions,
productivity, and global conditions. The playbook is to communicate reaction functions rather
than prophecies: what conditions will trigger tightening, what conditions will justify easing, and
what conditions will demand liquidity support even if rates remain restrictive.

The second communication trap is mixing regimes in the public mind. In a funding shock, the
Fed may need to provide liquidity aggressively while keeping the stance of monetary policy tight
to preserve inflation credibility. Operationally, these can coexist: liquidity tools address market
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function; the policy rate addresses demand and inflation expectations. Narratively, they can be
confused: “the Fed is tightening and printing at the same time.” That confusion is where
collapse narratives breed.

A disciplined communication posture in mixed regimes does three things:

1. Separates tools by purpose. “We are providing liquidity to keep markets functioning;
this does not imply a change in our inflation objective.”

2. Defines temporariness operationally. Not “temporary because we say so,” but
“temporary because usage and spreads will normalize; we will publish the conditions
under which facilities wind down.”

3. Admits tradeoffs without surrender language. If policy faces a stagflation collision, the
Fed should not pretend there is a painless path. Pretending creates later betrayal.
Admitting constraint preserves legitimacy even when outcomes are imperfect.

Credibility management also includes avoiding institutional melodrama. When stress rises,
markets listen for hints of panic. The Fed’s job is to project procedural stability: decision-making
continues, liquidity facilities operate, settlement is protected, and the reaction function remains
coherent. The less the Fed appears surprised, the less the public feels invited to panic.

But credibility is not only about words. It is about consistency over time. If the Fed repeatedly
declares an inflation objective and repeatedly tolerates persistent overshoots without
demonstrating a willingness to impose restraint, the market will eventually reprice the regime
regardless of rhetoric. Communication can preserve credibility only if the system believes the
institution still has the political and operational capacity to do what it says.

14.3 Coordination with Treasury

In practice, the Fed and Treasury are distinct institutions with distinct mandates, but their
actions interact tightly because Treasuries are both (a) the government’s funding instrument
and (b) the system’s primary collateral. When Treasury issuance patterns change, market
function can change. When market function changes, the Fed may be forced to act to preserve
plumbing. This is the coordination problem: actions can be formally independent and
functionally entangled.

The first coordination channel is issuance strategy: maturity structure, issuance pace, and the
distribution of supply across the curve. In calm times, these are “debt management” decisions.
In stress, they become market-function decisions. Heavy duration supply into a fragile dealer
balance-sheet environment can increase volatility and widen liquidity premiums. Conversely,
smart issuance choices can reduce pressure on the most stressed segments of the market. The
playbook logic is not “Treasury should optimize rates today.” It is “Treasury should reduce the
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probability of a disorderly intermediation failure that forces the Fed into actions that look like
monetization.”

The second channel is cash management. Treasury’s cash balance and its short-term cash
operations affect bill supply and short-term rates. In fragile conditions, cash management
choices can either smooth or amplify funding pressure. Again, the point is not secrecy; it is
minimizing unnecessary shocks to the plumbing.

The third channel is political constraints and optics. The Fed must avoid appearing to finance
the government directly, because even the perception of fiscal dominance can raise term
premium and inflation expectations. Treasury must avoid appearing to rely on the Fed as a
buyer of first resort, because that invites the debasement narrative even if the motivation is
market function. In a stressed regime, the line between “market-function support” and “deficit
financing” is often drawn in the public mind, not in the operational details. That makes
coordination a communications problem as well as an operational one.

A realistic playbook therefore treats coordination as constraint management. Treasury tries to
fund smoothly without creating discontinuities that impair collateral function. The Fed tries to
keep markets functioning without sending a signal that fiscal pressures determine monetary
policy. When this balance holds, crises can be managed as crises. When it fails, crises become
regime change events because the market begins to price a new rule: policy exists to keep
funding cheap, not to preserve purchasing power.

14.4 Synthesis: playbooks depend on the regime

Tie this back to the scenario map. In a funding shock, the Fed’s playbook is aggressive plumbing
support, because failure to act can create self-reinforcing liquidation. In an inflation shock, the
playbook is expectation discipline, because surrender language can create the very persistence
feared. When credibility is intact, these playbooks can operate with less force and less drama.
When credibility is broken, the same actions become ambiguous: liquidity looks like
monetization, restraint looks like cruelty, and every move is interpreted through regime
suspicion.

That is the hard truth beneath the collapse narratives: the Fed’s real power is not infinite
printing. It is preserving the continuity of a promise-based system under stress. And the Fed’s
real limit is not technical; it is institutional and political. When the promise is doubted, tools still
function—but they no longer mean what they used to mean.
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15. Compound Failures: How Scenarios Merge

Single-cause stories are comforting because they assign blame cleanly and promise clean
solutions. Real crises are rarely polite enough to obey that structure. They are compound
failures: one stressor arrives, and then—because the system is tightly coupled—its propagation
changes the conditions that determine how the next stressor behaves. A market that could have
absorbed an energy shock cannot absorb it when collateral is already impaired. A banking
system that could have survived duration losses cannot survive them when funding runs
become instantaneous. A central bank that could have stabilized a funding panic cannot do so
cleanly when inflation credibility is already contested.

Compound failures are where “collapse” becomes plausible, not because any one scenario must
be apocalyptic, but because multiple scenarios can lock into a feedback loop that removes
policy degrees of freedom. The map’s two axes—type of shock and credibility status—start to
migrate together. What begins as plumbing becomes legitimacy. What begins as inflation
becomes funding stress. What begins as foreign stress becomes domestic tightening.

This section describes three common merger pathways. The aim is not to scare, but to show
bridges: the mechanical joints where scenario boundaries dissolve.

15.1 Auction stress plus leverage unwind

This is a frequent bridge between Scenario 2 (Treasury auction sudden stop / market function
strain) and Scenario 6 (domestic credit accident), and it often begins quietly.

In modern markets, Treasuries are not only held outright by long-term investors; they are also
used inside leveraged strategies that rely on stable financing and stable Treasury liquidity. When
auctions become weak or when Treasury volatility rises, those strategies can become
vulnerable. And because they are leveraged, vulnerability becomes urgent.

The bridge mechanism is simple:

o Auction stress raises yields and volatility. Weak demand requires higher clearing yields.
Higher yields push down prices. Volatility rises as participants reposition and as market
depth deteriorates.

o Volatility triggers risk-limit tightening. Dealers and leveraged funds face internal
constraints: value-at-risk limits, stress tests, and margin rules. Rising volatility tightens
these constraints automatically.

e Leverage unwind begins. Relative-value positions that were “small return, high
leverage” become unstable. Margin calls arrive. Repo haircuts rise. Funding terms
tighten.
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¢ Forced selling hits the very market under stress. Participants sell Treasuries to raise
cash, which worsens Treasury liquidity and raises yields further. Auctions face an even
more fragile buyer base.

o The stress transmits into the credit system. Higher yields and volatility tighten financial
conditions broadly. Credit spreads widen. Bank balance sheets suffer mark-to-market
pressures. Lending standards tighten. A market-function problem becomes a domestic
credit contraction problem.

This bridge is common because it exploits a structural feature of modern finance: the “safest”
asset is also the most widely used collateral and hedging instrument. When the safe asset
becomes volatile and hard to finance, it stops acting like the safe asset, and the entire system
must deleverage. Deleveraging is not targeted. It spreads.

The crucial point is that this compound failure does not require a belief that Treasuries are
credit-impaired. It requires only that Treasuries become functionally impaired as collateral—less
liguid, more volatile, more expensive to finance. Once that happens, leverage that was built on
the premise of Treasury stability must unwind. That unwind can then harm banks and credit
channels, turning a “rates market” event into a recessionary credit event.

In policy terms, this bridge is also the place where the Fed’s stabilizing moves are most likely to
be misread. Liquidity support may be required to restore Treasury function and repo stability.
But because the trigger is government financing, the optics can look like monetization. If
credibility is fragile, the bridge becomes even more dangerous: the act of stabilizing the
plumbing can be interpreted as surrender to fiscal dominance, which then feeds Scenario 8
dynamics.

15.2 Energy shock plus political fracture

This bridge connects Scenario 5 (Middle East energy/shipping shock) to Scenario 3 (debt-ceiling
technical default) and Scenario 8 (Fed independence breaks). It is one of the most plausible
paths into genuine regime stress because energy shocks are socially visible and politically
inflammatory.

An energy shock raises prices in ways that voters feel immediately—fuel, food, heating,
shipping-driven goods. It also slows growth by draining household purchasing power and
increasing business costs. That combination is already difficult. The bridge forms when political
actors turn the shock into a legitimacy contest over who is responsible and what should be
done.
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The mechanism tends to unfold like this:

o Energy shock creates stagflation pressure. Inflation rises while growth weakens.
Households feel squeezed.

¢ Political blame intensifies. Leaders are accused of incompetence or malice. Proposals
proliferate: subsidies, controls, punitive measures, emergency spending, sanctions
escalations, or retrenchment.

o Fiscal stress grows. Relief programs, defense spending, and emergency measures widen
deficits. If rates are already elevated, the interest-cost burden becomes a larger political
issue.

o Institutional conflict sharpens. The central bank faces demands to cut rates to relieve
households and reduce government interest costs. At the same time, credibility
demands restraint to keep inflation expectations anchored.

¢ Debt-ceiling brinkmanship becomes more likely. In a polarized environment, fiscal and
budget negotiations become hostage events. The probability of a political payment scare
rises because compromise becomes harder.

o Fed independence becomes contested. If tightening is blamed for hardship, political
threats emerge: alter mandates, attack leadership, demand accommodation. Even
without formal changes, repeated public pressure can erode perceived independence.

In this bridge, the energy shock is not merely a macro shock; it is a political accelerant. It
increases the emotional temperature, and that temperature makes procedural governance
harder. Once governance becomes harder, credibility risks rise—both in Treasury obligations
(Scenario 3) and in monetary discipline (Scenario 8).

This bridge is also psychologically dangerous because it generates “moralized inflation.” Inflation
stops being a technical variable and becomes a narrative of betrayal. In moralized inflation
environments, institutions lose legitimacy faster. The public becomes more willing to believe
conspiracy explanations and less willing to accept painful tradeoffs. That makes the central
bank’s task harder and makes fiscal politics more chaotic. The bridge to credibility collapse
becomes shorter.

The end state depends on whether institutions can maintain procedural integrity under stress. If
they can, the energy shock remains a hard macro episode. If they cannot, the energy shock
becomes the first domino in a chain that converts economic pain into regime distrust.
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15.3 Dollar shortage plus domestic tightening

This bridge connects Scenario 4 (global dollar shortage) with domestic policy dilemmas. It is

another paradox case: the dollar strengthens, but the U.S. is forced into choices that feel like

tightening or loosening in ways that can be politically confusing.

A global dollar shortage tightens global financial conditions. Foreign institutions scramble for

dollars. FX swap costs rise. Emerging markets weaken. Global risk sentiment turns defensive.

The immediate effects can spill into U.S. conditions even if the U.S. did not “cause” the shock.

The bridge mechanism looks like this:

Global dash for dollars strengthens the USD and tightens conditions abroad. Foreign
borrowers with dollar liabilities face stress.

Spillback hits U.S. markets. Foreign actors sell liquid U.S. assets to raise dollars. Risk
assets weaken. Credit spreads widen. Treasury market liquidity can be impaired if
foreign official holders sell.

Domestic financial conditions tighten “for free.” Even without Fed action, the stronger
dollar, weaker global growth, and tighter credit spreads impose a tightening impulse on
the U.S. economy.

The Fed faces a choice. If inflation is still a concern, the Fed may want to keep rates
restrictive. But the global tightening impulse may be doing the Fed’s work, increasing
recession risk. If the Fed tightens further, it could amplify a funding shock. If the Fed
eases, it could risk unanchoring if inflation credibility is fragile.

Liquidity backstops may be needed while policy stays tight. The Fed may provide dollar
liquidity globally (swap lines) and domestically (repo/facilities) even as it maintains a
restrictive policy stance. This mixed posture is operationally coherent and narratively
explosive.

This bridge is common because the U.S. is not an island. In a dollar-centric system, global stress

transmits into U.S. markets through dollar demand, asset liquidation, and confidence channels.

The Fed is then pulled into a multi-objective problem: stabilize market function, prevent foreign

stress from damaging U.S. plumbing, and maintain inflation credibility. The more fragile

credibility is, the harder this becomes.

The dangerous variant is when global shortage forces domestic tightening at the same time

domestic politics demands easing. A strong dollar hurts exporters and global-facing earnings.

Asset declines hurt confidence. Yet households still feel inflation pain. The Fed’s attempt to
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balance these forces can be interpreted as either cruelty (if it stays tight) or debasement (if it
eases). That interpretive polarization is itself a credibility hazard.

15.4 The general rule of compound failure
Compound failures become plausible when three conditions align:

1. A shock hits a load-bearing joint (Treasury collateral, repo funding, offshore dollar
channels, or payments rails).

2. Leverage or duration mismatch forces urgency (margin calls, haircuts, runs).

3. Credibility is contested (political brinkmanship, perceived capture, or communication
breakdown).

When these align, policy loses degrees of freedom. Actions that would stabilize mechanically
may destabilize narratively. Narratives that would be manageable may become self-fulfilling
because the plumbing is already fragile. The system becomes path-dependent: small choices
and small misunderstandings can have outsized consequences.

The point of the scenario framework—and the dashboard—is to detect when you are moving
from a single stress to a compound regime. That is where “collapse” stops being a melodramatic
word and becomes a description of a system losing its ability to absorb shocks without changing
its governing rules.

16. Falsifiable Triggers and Revision Rules

Scenario writing becomes dangerous when it becomes self-sealing—when every new event is
interpreted as confirmation and every quiet period is interpreted as “calm before the storm.”
That pattern is psychologically satisfying and intellectually corrupt. If the goal of this paper is
scenario construction rather than prophecy, then the framework must be falsifiable. It must
include clear revision rules: signals that would force us to downgrade certain collapse
narratives, upgrade others, or rewrite the map entirely.

This section makes the framework accountable in two ways. First, it proposes concrete “if-then”
triggers tied to the indicator dashboard: thresholds that change scenario weights. Second, it
proposes discipline rules designed to prevent apocalypse bias—the tendency to interpret
uncertainty as doom and to treat vivid narratives as more probable than boring reality.

16.1 What would force the framework to change

The framework should change when either (a) the plumbing behaves differently than expected,
or (b) the credibility regime changes in a way the model did not anticipate. The most important
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revision rules are therefore tied to regime variables: inflation expectations, Treasury function,
funding stress, offshore dollar stress, and institutional credibility.

Below are examples of falsifiable triggers written as “if-then” updates. They are not predictions;
they are rule-based adjustments.

16.1.1 Inflation unanchoring rules (Scenario 1)

If long-run inflation expectations (market-based and survey-based) remain stable or fall over a
sustained period while inflation prints ease, then downgrade Scenario 1 probability and treat
recent inflation as shock-driven rather than regime-driven.

If long-run inflation expectations rise and remain elevated across multiple measures despite
restrictive policy and disinflation claims, then upgrade Scenario 1 and treat inflation as
transitioning toward persistence/credibility failure.

If wage growth and price-setting behavior visibly shift toward indexation-like dynamics (more
frequent repricing, more multi-year wage catch-up norms), then upgrade Scenario 1 even if
headline inflation is temporarily lower, because behavior is a leading indicator of regime.

16.1.2 Treasury market-function rules (Scenario 2)

If auction outcomes show repeated disorder (large concessions, weak participation, persistent
segmentation between most-liquid and less-liquid issues) and Treasury volatility remains high
relative to recent norms, then upgrade Scenario 2.

If auctions clear normally for an extended period, depth improves, volatility declines, and
liquidity metrics normalize, then downgrade Scenario 2 and treat prior stress as episodic rather
than structural.

If Treasury dysfunction coincides with persistent official backstop usage (repo facilities,
emergency interventions) rather than short spikes, then upgrade the “compound” risk because
market function is no longer self-healing.

16.1.3 Repo/funding stress rules (Scenario 6 bridge and Scenario 2 bridge)

If repo rates show repeated spikes, haircuts appear to be rising (inferred from forced selling,
financing strain), and backstop usage becomes persistent, then upgrade funding-stress
scenarios and treat leverage unwind risk as imminent.

If repo markets remain orderly, financing spreads remain contained, and there is no persistent
backstop reliance, then downgrade near-term funding-collapse narratives even if social
narratives are loud.

16.1.4 Offshore dollar shortage rules (Scenario 4)

If FX swap basis widens significantly and stays wide, EM currencies and reserves show stress,
and trade finance conditions tighten, then upgrade Scenario 4 (especially if the dollar
strengthens simultaneously).
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If basis normalizes, EM stress eases, and dollar funding costs settle, then downgrade Scenario 4
and interpret prior dollar strength as risk sentiment rather than funding scarcity.

If swap lines or foreign official facilities see sustained heavy usage beyond episodic spikes, then
upgrade the “global shortage” regime and watch for spillback into U.S. Treasury liquidity.

16.1.5 Debt-ceiling and political default rules (Scenario 3)

If debt-ceiling brinkmanship repeatedly approaches payment disruption thresholds, and bills
around the X-date repeatedly show unusual yields/segmentation, then upgrade Scenario 3 as a
persistent credibility tax.

If the political system reforms the mechanism (reducing recurring brinkmanship) or shows
repeated willingness to resolve early without market stress, then downgrade Scenario 3 and
treat prior events as episodic political theater.

16.1.6 Fed independence / fiscal dominance rules (Scenario 8)

This is the hardest to measure because it is about governance and belief, not just market
metrics. So the revision rules must be tied to observable institutional actions and market
repricing consistent with regime change.

If the central bank is repeatedly pressured to accommodate fiscal needs and visibly changes its
reaction function (e.g., prioritizing deficit financing costs over inflation objectives), then
upgrade Scenario 8.

If the central bank demonstrates sustained willingness to maintain restraint despite political
pressure (and markets respond with anchored expectations and declining term premium), then
downgrade Scenario 8.

If term premium and inflation risk premia rise in a way that cannot be explained by
growth/inflation fundamentals alone, and if this repricing persists through multiple news cycles,
then upgrade Scenario 8 as a regime repricing signal rather than a transient fear trade.

16.1.7 Operational/payment disruption rules (Scenario 7)

If a significant settlement disruption occurs but is resolved quickly with transparent explanation,
and markets normalize without persistent liquidity hoarding, then treat it as an outage and
downgrade “regime scar” risk.

If disruptions recur, explanations are opaque, or emergency protocols become normal practice,
then upgrade the credibility/operational scar component because the system is repricing
operational trust.

The meta-rule is: no scenario gets upgraded solely from narrative heat. A scenario is upgraded
only when the dashboard shows structural corroboration across at least two independent
indicator clusters, or when there is a clear institutional/legal regime change.
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16.2 Avoiding apocalypse bias

Apocalypse bias is not merely pessimism. It is a pattern of reasoning that protects itself from
disconfirmation:

¢ “If nothing happens, it’s because they’re hiding it.”
o “If gold rises, it proves collapse; if gold falls, it’s manipulation.”

¢ “If the Fed intervenes, it proves debasement; if it doesn’t intervene, it proves
breakdown.”

A framework that permits those moves cannot learn. It becomes a belief system.
To keep scenario thinking honest over time, adopt explicit discipline rules.

16.2.1 Time-boxed probability updates

Set a cadence for revision—weekly or monthly—rather than updating every time a headline
appears. Headlines create emotional volatility. Mechanisms change slower. A time-boxed
update forces you to evaluate the dashboard, not your mood.

16.2.2 Require “boring” explanations first

Before selecting a collapse scenario, force a “boring hypothesis” pass: could this be explained by
positioning, seasonality, technical factors, or a one-off shock? Only upgrade collapse narratives
when boring explanations fail and dashboard signals persist.

16.2.3 Separate “stress” from “regime change”

Stress is common. Regime change is rare. The model should treat stress episodes as expected
and even healthy to some degree, while reserving “collapse” language for situations where
governing rules change: persistent unanchoring, persistent market-function impairment, or
visible institutional capture.

16.2.4 Track disconfirmations explicitly

Maintain a written log of what would have confirmed a scenario and whether it happened. If
you predicted that auction dysfunction would persist and it normalized, record it. That act is
psychologically difficult—and therefore valuable. It prevents narrative drift.

16.2.5 Don’t double-count the same signal
Apocalypse bias often counts one phenomenon multiple times: a strong dollar becomes “proof

” u

of shortage,” “proof of collapse,” and “proof of manipulation” simultaneously. A disciplined
framework assigns each signal to one primary mechanism unless corroboration exists. The goal

is to avoid “everything means the same thing.”
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16.2.6 Distinguish possibility from base rate

Many collapse scenarios are possible. Few are near-term probable. The framework must
continually return to base rates: how often do developed-market reserve currencies undergo
rapid regime collapse absent war on home soil? How often do funding crises occur without
becoming currency debasement? Base rates do not prevent crises, but they prevent you from
interpreting every tremor as the earthquake.

16.2.7 Make “quiet” a data point

Silence is not always “they’re hiding it.” Quiet can be stabilization. If repo markets are calm,
auctions clear, and expectations remain anchored, then the system is not in a near-term
collapse regime even if social media is screaming. Quiet should downgrade panic narratives
unless you can point to concrete, persistent structural anomalies.

16.2.8 The humility rule: more scenarios, less certainty

As evidence accumulates, you should not become more certain of a single story unless the
dashboard converges strongly. Otherwise, evidence should increase your awareness of mixed
regimes and compound possibilities, not your conviction in one apocalypse narrative.

The goal of these revision rules is to keep the framework alive. A living framework is one that
can say: “We were wrong; the dashboard did not confirm; downgrade that pathway.” That
honesty is not weakness. It is the only reliable defense against narrative capture—the same kind
of capture that, in Scenario 8, threatens institutions.

If scenario thinking is to be useful, it must be disciplined enough to walk back from the edge
when the world does not cooperate with our fear. That is how you keep the analysis oriented
toward mechanism rather than toward the emotional payoff of prophecy.

17. Conclusion: Collapse as a Family of Mechanisms, Not a Prophecy

“Dollar collapse” is a phrase that compresses too much into one fear-shaped object. It can mean
rising prices that hollow out wages. It can mean a Treasury market that stops behaving like
stable collateral. It can mean a political payment miss that stains the world’s safest promise. It
can mean a global dash for dollars that breaks foreign systems while the dollar strengthens. It
can mean a credit accident that shuts the lending engine. It can mean a payments disruption
that turns “can’t settle” into “can’t trust.” And it can mean institutional capture—fiscal
dominance—where the rule of restraint is replaced by a rule of accommodation.

Treating all of these as the same thing is how people get trapped: either paralyzed by an
undifferentiated dread, or seduced into single-cause explanations that feel morally neat and
therefore emotionally convincing. The purpose of this paper has been to replace that
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compression with a usable structure: explicit scenarios, a scenario map, and a falsifiable
dashboard.

The first value of explicit scenarios is clarity. Scenarios force you to name the spark, the
propagation channel, and the policy constraint. They force you to distinguish between
purchasing-power collapse and funding-market collapse, between liquidity events and solvency
events, between market function strain and institutional legitimacy strain. Once you can name
the mechanism, you can stop arguing about vibes and start arguing about evidence. That alone
is a form of stability: it removes superstition from decision-making.

The second value is that scenarios can be mixed. Real crises are compound failures. Energy
shocks spill into politics. Auction stress can collide with leverage and margining. Offshore dollar
scarcity can spill back into Treasury liquidity. A scenario framework that assumes single causes
will always be surprised. A framework that expects merging pathways will be less dramatic and
more correct. The map is not a prophecy engine; it is a way of locating where you are when the
system starts to move.

The third value is the indicator dashboard: a disciplined way to see what changes first. If
inflation expectations and term premium are rising and staying high, that is a different regime
than a repo-driven funding squeeze. If Treasury depth collapses and auctions become events,
that is different from a consumer inflation episode. If the FX swap basis widens while the dollar
rises, the stress is global access to dollars, not flight from them. The dashboard is not a crystal
ball. It is a triage system. It tells you where the fire is, and whether it is spreading.

The fourth value—maybe the most important—is revision rules. Collapse talk becomes
unhealthy when it becomes unfalsifiable: when every calm period is reinterpreted as hidden
danger and every intervention is reinterpreted as proof of debasement. A serious framework
must be able to say “downgrade” as well as “upgrade.” It must be willing to treat quiet as
stabilization when the plumbing confirms it. It must require structural corroboration, not viral
excitement. It must resist apocalypse bias not by dismissing risks, but by demanding that risks
earn their probability through observable signals.

If there is a single takeaway, it is this: “collapse” is not one event. It is a family of mechanisms
that differ in their early warnings, their propagation pathways, and their end states. Some look
like inflation; some look like funding; some look like governance; some look like infrastructure.
The correct response is not to deny any of them or to worship any of them. The correct
response is to keep the family distinct, watch the indicators that discriminate among them, and
revise beliefs in a way that remains accountable to reality.
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That is the discipline this paper proposes: scenario construction without prophecy; vigilance
without mania; skepticism toward narratives, respect for plumbing; and a steady refusal to
confuse the emotional intensity of a claim with the structural probability of a regime shift.
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