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The US dollar is
dead; long live the
US (Digital) dollar!
The longevity of the
US dollar as the
world’s dominant
reserve currency is
increasingly called
into question. Digital
globalization helps,
not hurts, the US
dollar as a world
reserve currency. US
policy has pivoted to
embrace this view.
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1.

Is the blessing of being a reserve currency cursed to be transitory? Since the year 1450, there have been six
major world reserve currencies with an average lifespan of 94 years (Figure 1). With the 1921 start date for the
United States, the US dollar is long by historical norms. It is ripe for disruption: a viewpoint that is receiving
increased attention.

2.

China is a focal point. Harvard Professor Kenneth Rogoff sees striking parallels between Asia’s weaning
alignment to the US dollar and the breakdown of Bretton Woods, as Europe shifted attention to regional trade.
Martin Wolf emphasizes China’s desire for dominance in global payments and electronic currencies. Yet in
another piece, scholars at the Hoover Institution argue that the United States should expedite an international
framework for digital currencies to combat the rise of China. But the issues are more profound.

3.

The benefits of being a reserve currency are well understood. It bestows a country with the ability to borrow
internationally at inexpensive rates in local currency. Nearly 20% of countries have policy directly pegged to
the US dollar, thus electing to tie their economic fortunes to US macro policies. They are captive buyers of US
government bonds. Others soft peg to the US dollar as an insurance policy of sorts. Past cycles of rapid Fed
tightening fractured emerging market debt, leading to austere IMF programs that benefited stronger, more
affluent countries. Large stockpiles of US dollar reserves insulate against these outcomes.

4.

It is not only sovereign financing. Private companies and consumers benefit from the lower cost of capital,
too. Only with appropriate policy and discipline will countries get on the radar as a nominal anchor. When
they do, their reserve status supports investment and a virtuous cycle of global economic and financial
relevance. Of course, with time, sovereigns run the risk of being seduced by cheap leverage, thereby losing
the economic discipline that underpinned reserve-currency status in the first place. That is the potential cost.
That is a rising concern in the United States.

5.

US inflation and macro policy more generally push countries away from the United States as a trusted
nominal anchor. And it is the accumulation of US external debt that is a powerful force quietly disrupting the
US dollar’s reserve status. The US net international investment position – the difference between US holdings
of foreign assets and foreign claims on US assets – has ballooned to an alarming deficit of more than 18 trillion
dollars, approaching 100% of GDP. Inflating those obligations away will encourage countries to look
elsewhere.

6.

China? It is the consensus candidate, almost too obvious. But China is also an unnatural choice. A closed
capital account means you ‘own’ nothing; local CNY assets are only internationally fungible when the state
says so. To be sure, China could accelerate to a more open capital account, though it would come at the loss
of control. Foreign inflows into Chinese debt have been at a record despite the closed capital account – why
give up the control. This is especially the case considering reserve currency countries usually run current
account deficits. External deficits provide liquidity to satisfy reserve demand in the global financial system,
and it is market incentives that lead to the outcome – low rates and strong international purchasing power.
China has strategically avoided this path.

7.

Digital assets? Outside of sovereign currencies, digital assets are a more natural alternative in many respects.
They are taxable assets. Thus, they may encourage economic discipline without threatening monetary
sovereignty. Yet, they are dismissed by the mainstream. Why? Certainly not because of history. After all, reserve
status has changed quickly and in unexpected ways in the past. The US dollar had literally no standing as a
reserve currency in 1914; ten years later, it accounted for 60% of world foreign exchange reserves. It is
impractical to imagine such a shift to digital assets. In the transition to digital or gold or another nominal
anchor, policy would almost surely accelerate to the orthodoxy demanded by investors and imposed by
financial markets.
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8.

Even so, Bitcoin is still very likely to be part of the conversation on the mix of reserve assets. It carries no
sovereign or geopolitical baggage and has the features of a desirable nominal anchor. The “why” will turn to
“why not?” And the market impulse can be enormous. Today, there are 12.9 trillion dollars in global reserve
assets. A 1.9% reallocation of global reserves would consume all of bitcoin’s active supply, defined as holdings
of less than six months. There is a huge first-mover advantage. The mainstream is now recognizing the role
digital currencies will play in reshaping global finance. Imagination is lacking in the fit for decentralized digital
currencies. It is only a matter of time before the bright red headline emerges on a reserve manager owning
bitcoin.

9.

Should policy fear such an outcome? Absolutely not. The US-China competition for reserve status has far
broader implications. China’s selection would come as a matter of economic philosophy and geopolitical
significance. It would be a vote of confidence away from liberal democracy and open financial economies.
And having access to cheap external financing is a powerful tool for reinforcing a strengthening global position.
China reserves have risen to a 2.6% market share in the past year from 2.1%, garnering attention. Still, large
shifts away from US dollar reserve holdings, such as Russia, were won by gold, not a sovereign. A meaningful
migration of reserve assets to digital gold would send more of a policy than a political signal to the world –
we need a new nominal anchor.

10. The path to a new nominal anchor isn’t mysterious. It would imply a surge in the value of real assets, a ‘reset’
of their value relative to nominal financial obligations, thereby lessening the burden of fixed debt. Afterwards,
policy would be able to move back to a course of orthodoxy. Until then, it is vital to recognize and emphasize
that the digitalization of the global economy has been a boon, not a bust, for US dollar demand. Through the
recent volatility, stablecoin issuance has continued to press ahead with more than 50% annualized growth in
the first quarter. These are almost entirely US dollar assets. These are US dollar assets by market choice, not
force. The preferred collateral of the digital ecosystem is the US dollar. This should be enough; US policy
should embrace the principles of digital.
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Figure 1: History of Reserve Currencies

Source: Marketcap.com. History of World Reserve Currencies.
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Disclaimer
This communication, including any attachments, is
intended only for the use of the addressee and may
contain information that is confidential or otherwise
protected from disclosure. Any unauthorized use,
distribution, modification, forwarding, copying or
disclosure is strictly prohibited. If you have received this
communication in error, please delete this message,
including any attachments, and notify the sender
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immediately. The information and any disclosures
provided herein do not constitute a solicitation or offer to
purchase any security or other financial product or
investment and is not intended as investment, tax, or legal
advice. Unless otherwise noted, all information is
estimated, unaudited and may be subject to revision
without notice. Past results are not indicative of future
results.
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