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In our work on geopolitical risks, we've discussed the idea that we may well be transitioning
from a unipolar world, anchored on the global economic power of the U.S., to a multipolar world,
with China methodically implementing a strategy to become even more relevant over the coming
decades. In this week’s Sight|Lines, we discuss the U.S. dollar’s (USD) position as the world’s
reserve currency and the risks, both near and longer term, to the USD’s reserve currency status.

THE TAKEAWAY: OUR RESERVE CURRENCY STATUS IS OK FOR NOW, BUT ...

The USD remains in a relatively strong position as the world’s primary reserve currency, but its
status isn’t guaranteed longer term. In summary:

e The USD is the most widely used currency for trade, foreign exchange transactions, and
foreign exchange reserves, suggesting confidence in the USD as a store of value.

e Inrecentyears, the BRICS (Brazil, Russia, India, China, and South Africa) and other
nations have been promoting the use of national or other currencies, particularly the
Chinese yuan (CNY), in trade and transactions.

e Many observers say any shift to the CNY as an alternative currency will take decades,
citing structural issues and USD dominance.

e QOthers see the threat as more immediate, emphasizing China's strategic efforts to
promote its currency and the development of central bank digital currencies (CBDCs).

e Therisk of fiscal and monetary policy error in the U.S. may erode trust and confidence in
the USD, especially as it relates to continued deficit spending and increasing debt.

e |[fthe USD were to lose its reserve currency status, this could reshape the global balance
of power and potentially impact financial markets.

e Going forward, it will be important to monitor USD dominance in reserves, trade, and

transactions, as well as geopolitical developments, innovation, and economic policies.
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IN-DEPTH: THE U.S. DOLLAR’S RESERVE CURRENCY STATUS IS STABLE FOR NOW, BUT
AT RISK LONGER TERM

The USD remains in a relatively strong position as the world’s primary reserve currency, but its status isn’t
guaranteed longer term. Going deeper:

The USD remains the world’s most widely used currency, as evidenced by its share of:
o Foreign exchange transactions: USD 88%, euro 31%, pound 13%, yen 17%, CNY 7%
O Global foreign exchange reserves: USD 59%, euro 20%, yen, 5.5%, pound 4.9%, CNY 2.6%.
o Foreign currency debt issuance: USD 69.7%, euro 20.7%, pound 3.2%, CNY 2.2%
In the wake of Russia's invasion of Ukraine, the G7 nations (Canada, France, Germany, Italy, Japan, the
United Kingdom, and the United States) have increased their use of financial sanctions. In response:
o The BRICS nations have been promoting the use of national currencies in trade and transactions.
o China has been expanding its alternative payment system to its trading partners, seeking to
increase the international use of the CNY.
Some observers see the risk of an imminent shift to CNY as a reserve currency, based upon:
o China’s development and expansion of its alternative payment system.
O Increased use of CNY in oil transactions.
o The potential development of CBDCs, especially in China.
Others downplay the immediate threat of the CNY, citing:
o China's capital controls that restrict money movement into and out of the country.
o The established USD dominance in global transactions and other currencies like the euro.
If the USD loses its reserve currency status, the demand for and value of the USD would likely fall.
O Interest rates could rise, and financial assets could underperform relative to other countries.
Going forward, it will be important to monitor the USD’s reserve currency status and related trends:
o The Atlantic Council, a D.C.-based nonpartisan think tank, offers a Dollar Dominance Monitor,

which analyzes the USD as the world’s dominant reserve currency but monitors China’s progress.

o Geopolitical developments, like G7 trade sanctions/BRICS responses and BRICS bilateral
agreements promoting the use of the CNY.

© Innovation, like the development and adoption of CBDCs or other financial infrastructure
facilitating non-USD transactions.

o  Global economic and policy trends that increase the confidence and trust in the U.S. compared to
China, and vice versa.

CONCLUSION
The USD has been the world’s reserve currency since World War Il. In our work on geopolitical risks, we’ve

discussed we’ve discussed the transition from a U.S.-dominated unipolar world to a multipolar one, with China

seeking to become more relevant over the coming decades. We believe the USD remains in a strong position as
the world’s reserve currency in the near term, but technological innovation, trends among BRICS countries, and
China’s strategic approach are all threats to the USD’s dominance over the medium to long term.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that the
figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times,
release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee
of future results. Indices are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated with international
investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility
than investing in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater volatility. Small company stocks are
typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies. Property values can fall
due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies. When
investing in bonds, it is important to note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 index is a capitalization-weighted index
that is generally considered representative of the U.S. large capitalization market. The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30
significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE
index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance
of developed markets, excluding the U.S. and Canada. VIX is a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a
popular measure of the implied volatility of S&P 500 index options.
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