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Background

The International Financial System, Central Banks,
and ‘Monetary Peace’




Discussion points

1. The evolution of central banks as powerful institutions in the
international economic system.

2. The institutional arrangements that shaped monetary policy and led
to the successful implementation of ‘monetary peace’ by the leading
central banks (mainly the Fed and the ECB) after the Great Recession.

3. Central banks’ cooperation has led to a new paradigm of ‘monetary
peace’ in the aftermath of the Great Recession.



Central Banks: From the classic Bagehot (1873) dictum that
‘...central banks should address panics by lending freely at a
penalty rate’, (Bernanke 2013) to monetary policy cooperation.

ds

Powerful Institutions: CBs independency played an
important role in the modern design of monetary policy in
response to the ‘Great Recession’ after Lehman bankruptcy and
the perceived risk of the ‘imminent collapse of the global
financial system’ (Bernanke 2009).
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Letter: Rising debt reflects advent of ‘monetary
peace’

From Konstantinos Gravas, Department of History and Philosophy of Sciences, National
and Kapodistrian, University of Athens, Greece

“Since the great financial crisis, central banks’ successful
co-operation formed a new paradigm of ‘monetary peace’;
the co-ordinated actions of the US, Germany and China
aiming to preserve the greenback’s exorbitant privilege,
thus preserving the pre-crisis global monetary regime.”



The International Role of the
U.S. Dollar (Fed, 2025 Edition)

“The dollar rose to prominence after the financial crisis
associated with World War |, then solidified its international
role after the Bretton Woods Agreement in 1944



“There is widespread confidence in the
U.S. dollar as a store of value”

Figure 2. Foreign exchange reserves
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“The U.S. dollar remains dominant in
international transactions and financial markets”

Figure 7. Share of export invoicing Figure 8. Share of international payments
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“Overall, U.S. dollar dominance has
remained stable over the past 20 years”

Figure 12. Index of international currency usage
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“Possible challenges
to the U.S. dollar's status”

» Increased European integration, as the European Union (EU) is a large economy with fairly
deep financial markets, generally free trade, and robust and stable institutions. If fiscal
integration progresses and a large, liquid market for EU bonds develops, the euro could
become more attractive as a reserve currency.

» The continued rapid growth of China, which is by far the world's largest exporter, though it
lags the United States by value of imports.

» A shifting payments landscape. For example, the rapid growth of digital currencies, both
private sector and official, could reduce reliance on the dollar.

» Several commentators argued that sanctions imposed by the United States and its allies on
Russia following the invasion of Ukraine would make the U.S. dollar less attractive as a
reserve currency as geopolitical adversaries fear exposure to U.S. sanctions.



Where the dollar’s risk comes from

Dominance is an advantage -- but also a source of possible global spillovers...

Fiscal capacity & debt dynamics Politics & institutional credibility
— ]
Long-term debt trajectories affect the “safe asset” premium. Reserve currency status relies on stable institutions (central

bank independence, rule of law).

Sanctions & “weaponization” concerns Technology: digital currencies & stablecoins
— ]

The freezing of sovereign reserves is a tail-risk for adversaries. Dollar-based stablecoins can extend USD reach, but also create

Evidence so far: dollar reserve share is broadly unchanged since new run/oversight risks.

2022, but gold's reserve share has risen (largely price-driven).



My take...
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Letter: A strong dollar is the key to trading in
Trump era

From Konstantinos Gravas, PhD, Department of History and Philosophy of Sciences,
University of Athens (NKUA), Athens, Greece

Published DEC 16 2024 PAoc

» First, American exceptionalism will be vulnerable if geopolitical shocks occur or Trump policies shift
towards trade or monetary wars — upending the “monetary peace”.

» Second, if the U.S. administration’s policies aim to weaken the dollar, impose inflationary tariffs, deliver
massive tax cuts, and reduce Federal Reserve independence then the risk to the dollar’s global hegemony
would be reflected in higher risk premia on US Treasuries amid a further rising in US public debt.

» Third, hedging (e.g. via gold purchases) might prove a prudent trading strategy in case of a continuously
stealthy, or a less stealthy, erosion of dollar dominance in the global financial system.




The International Role of the
Euro (ECB, 2025 Edition)

“Within our mandate, the ECB is ready to do whatever it takes
to preserve the euro. And believe me, it will be enough.”
--Mario Draghi, 26 July 2012



Snapshot: The euro remained #2

Chart 2

The euro remained the second most important currency in the international
monetary system
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Stable euro...

Chart 4

Stable euro share in global foreign exchange reserves and declining US dollar
share to the benefit of non-traditional reserve currencies
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Shining gold...

Chart 7

Higher share of gold in global foreign reserves driven by both record-high
purchases and rising prices
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Back to the future...



“Operation Epic Fury” --
Risks
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Heraclitus, the Greek philosopher, famously
asserted: “everything changes, and nothing stays...”



Thank you
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