
minant dollar
Its global reserve currency status is set to continue
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V Thiagaraian

l. Y obellaureateRobert
l\ I uo"a.t oirce said:
I A "Gr"atpowershave
Great currencies" - It canvery
wellbe restated inthe
contemporary world as: "Creat
Curencies make Great Powerst'.

US dollarls dominance
continues to pretail by being the
most reliable currenly anchor
over the last eight decades.

Intemadonai monetary syslem 
.

requtes production and
distribution of safe assets.

' T'lre US has been at ti.e core of
that system and enjoying benefts,
but the rest ofthe world has also
benefrtted by deploying its

. savings in safe assets. Strong
global demand for the
dollar-denominated assets
remains as thebiggest driver of
tlre US'persistent trade deficit
and long-run decline of US
manufacturing.

In the recent times, there have
'' been discussions aboutan

imminent endof the dolla/s
domination.

The followiag are some ofthe
, reasons cited for the dollar's

decline:
$ Concerns about tlte US'

. ginormous debt mountain and
how it could speli trouble ahead' *UneaseattheUs '

government's overt
'lreaponization" ofthe dollar, as
US continues to lwerage its
financial power to punish
adversaries, the recent being
freezingof Russianieserves in ttre
wake of Russia-Ukraine war.

* Emergence of a more
decentralized era in global fiaance
with crlptocurrencies and central
baak digital currencies.

Most ofthese prophesies and
wishes have beenproved wrong.
Fundamentally US hegemorry had
changed ievers of direct forms
power &om inter-governmental
channels to indirect forms of
private markets

US DEBTAND DEFICIIS:
Years of elevated,budget deficits,
have raken the US debtto ttre
historically high levels 330 per
cent ofGDP.

Butthe risingdebt and deficits
are not unique only to US. Across
the global econbmy, gdvernments
owe an $91 urillion, an amount
akaost equal to the size ofthe

' glolql economy.
B.v being the maj or reserve

currency of the world the current
ievel of debt will not ieadto a
default or result in US dollar
losing its dominant role in the
global economy but will likely
impose eventual costs in the fonn

,EmEC$EEilffir safe asset azurens

of lower growh and higher

WEAPONISATTONOTS
Over stretched relianee on
sanctions to coerce otller
countribs is graduallylosing its
efectiveness and slowly
degrading *re most influential
tools.

Several countrids are resorting
tobilateral curiency
arangements. But these are too
insignificant to dethrone US$.

TECHINNOVATIONS
Technological innovations
oulpace payment apd regulatory
innovation arld lead to a situation
where trust in technology
replaces trust j.n sovereign
nations. Central Bank Digital
Currencies (CBDC) and
cryptocurrencies with their
blockchain technology are an
example.

Despite their initiatives, none
ofthe top swen currencies that
represent more than 95 per cent
of global reserve currencies fu ave
yet launched a digitalversion. .

Evenifit sees the light ofthe day,
the role of CBDCs isbroadly
limitedtothe areasof
cross-border palrnents.

Beyond lack ofoversight, there
are some fatalflaws iutheir
monetary economics that prevent
Crypto currencies from being
adopted andwidelyaccepted as a
medium ofexchange and as a
store ofvalue at a large scale.

It is obvious that any

. emergence of altemative reserye
currenrywould take years if not
decades to evolve as a reserve
currency needs the backing of
large, open credit markets, strong,
diversifi 9d fi naggial institutionp,
robust regulatoryand legal .

fr amework, cohesive.Political
system aad a centralbank
cognisant ofits global
responsibiliry.

As such domiaance of US dollar
is set to stay for the foreseeable
future
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