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value, exports from emerging markets priced
in local currencies become more competitive
abroad. But at the same time, imports, espe-
cially energy and commodities, become more
expensive, hurting trade balances and fueling
inflation. When the dollar falls, import costs
drop, but export revenues may shrink, espe-
cially for countries that sell commodities
priced in dollars. This constant shift forces
governments to adjust trade strategies again
and again, weighing the benefits of stronger
competitiveness against the risks of inflation
and imbalance. The dollar’s turbulence there-
fore becomes a trade policy challenge, where
gains in one area are offset by losses in an-
other, showing how deeply the currency influ-
ences global commerce.

Conclusion

The path of the U.S. dollar shows a contradic-
tion that is both old and new. It supports
global finance with unmatched trust and li-
quidity, yet its changes repeatedly expose
economies to serious risks. From Bretton
Woods to the rise of the euro, from the 2008

financial crisis to the spread of digital assets,

each cycle has reinforced the dollar’s leading
role while also multiplying vulnerabilities.
IMF and BIS studies show that countries re-
main locked into a system where dollar liquid-
ity brings stability but also increases exposure.
World Bank analysis shows that emerging
markets suffer most, facing debt stress, slower
growth, and trade problems. The Banker ex-
plains how reserve strategies, swap lines, and
funding markets tie this dependence into daily
practice. Financial innovation now pushes the
dollar into digital systems, making its reach
wider than ever. All these views lead to the
same conclusion that the dollar is not just a
currency, but a central force in globalization
that is strong, adaptable, and disruptive at the
same time. Managing this contradiction will
remain one of the biggest challenges in inter-
national finance in the years ahead.

Anwar Ullah Hayat
Sr. Publication Manager
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Stablecoins linked to the dollar, for example,
have become an alternative way to make
cross-border transactions, offering speed and
access in places where banking services are
weak. Tokenization of dollar assets allows peo-
ple to own small parts of assets and settle in-
stantly, opening the door for more people to
join dollar markets. These changes show that
the dollar’s reach is adjusting to new financial
systems, becoming part of digital finance as
much as traditional reserves and debt mar-
kets.

At the same time, wider access to the dollar
through fintech raises new regulatory and sta-
bility concerns. The BIS warns that stablecoins
and tokenized instruments, while making
transactions faster, can also increase risks if
they are not well regulated. Because they de-
pend on dollar backing, they are directly tied
to U.S. monetary policy, meaning that changes
in the dollar can spread through digital sys-
tems just as they do in traditional markets.
The lack of common global rules adds further
risks, including fragmentation, arbitrage, and
instability. The IMF agrees, noting that while
fintech makes dollar liquidity more available
to more people, it also makes supervision
harder and requires new systems for cross--
border oversight and safeguards.

Financial innovation both strengthens and
complicates the dollar’s role. It places the cur-
rency inside new technologies while also open-

ing new paths for instability. Stablecoins and

YA

tokenized assets make the dollar more wide-
spread, but they also create new forms of de-
pendence that are harder to track and control.
For policymakers, this means that managing
the dollar’s dominance is no longer limited to
reserves and debt markets, it now includes the
digital frontier, where innovation and risk
grow together.

Emerging Market Impacts

The World Bank explains that the strength of
the dollar is often linked to U.S. monetary pol-
icy, especially when the Federal Reserve raises
interest rates. These increases spread across
the world, making borrowing more expensive
and slowing growth in emerging markets.
Capital inflows weaken, investors move money
out, and the cost of financing projects such as
infrastructure rises. To protect their curren-
cies, many emerging markets raise their own
interest rates, which reduces spending and
private investment. The impact on growth is
therefore twofold. Foreign financing becomes
more costly, while domestic demand is delib-
erately slowed to keep stability. This creates a
difficult choice for policymakers such that
keeping currency credibility often comes at the
cost of losing growth momentum, showing
how dollar cycles can interrupt development
paths.

Trade Impacts of Appreciation and De-
preciation

World Bank also highlight the trade effects of

dollar movements. When the dollar rises in




markets worldwide, and new technologies
such as stablecoins and tokenized instruments
are expanding dollar access in digital finance.
Each cycle shows the same pattern that the
dollar finds new ways to prove its importance,
but every return leaves economies more ex-
posed to risk.

Dollar Liquidity and Reserve Manage-
ment

Central banks around the world build their re-
serves with a strong focus on dollar assets, as
shown in reports from The Banker and the
IMF. This reliance is not only because of the
size of the U.S. economy, but because the dol-
lar offers unmatched liquidity, depth, and
credibility in global markets. Reserves are
built to ensure quick access to dollars during
times of stress, making the currency essential
in any crisis. Yet this heavy use creates a prob-
lem. While dollar reserves give confidence,
they also increase exposure to the same turbu-
lence they are meant to protect against. Diver-
sification into euros, yen, or renminbi remains
limited, since none of these currencies provide
the same level of trust or global reach.
Dependence on dollar funding markets is rein-
forced by swap lines. The IMF notes that dur-
ing global stress, central banks rely on Federal
Reserve swap facilities to secure dollar liquid-
ity, showing how deeply they depend on U.S.
monetary policy. The Banker adds that com-
mercial banks follow the same pattern, keep-

ing dollar buffers and correspondent banking
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links to protect against shocks. This practice q
helps trade and remittance flows continue, but !
it also ties balance sheets to outside conditions
beyond domestic control. In this way, reliance
on swap lines and dollar markets becomes
both a stabilizer and a limitation, pulling
economies further into the dollar cycle.
The debate over concentration versus diversi-
fication is central to reserve management. On
one side, concentrating reserves in dollar as-
sets ensures access to the deepest and most
liquid markets, allowing quick action to stabi-
lize exchange rates. On the other side, it leaves
economies vulnerable to dollar swings, inter-
est rate hikes, and shortages of funding. IMF
that

strategies, whether into other currencies or

commentary explains diversification
gold, are only limited solutions, since they
cannot replace the dollar’s unique role. The
Banker concludes that the real challenge is not
removing reliance but managing its risks i-e
central banks must balance credibility through
dollar reserves with gradual diversification
and regional cooperation.

Financial Innovation and the Dollar

The BIS has explained that the dollar’s strong
position is not only supported by traditional
factors such as U.S. credibility, liquidity, and
deep markets, but is now being reshaped by
new financial technologies. Digital assets, sta-
blecoins, and tokenized instruments are mak-
ing it easier to use dollars for payments and

investments outside normal banking systems.
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The Bank for International Settlements (BIS)
in its December 2022 review showed that the
dollar still dominates foreign exchange and
reserves. Almost 90% of currency trades in-
volve the dollar, and it makes up the largest
share of central bank reserves. This reliance is
not just because of the size of the U.S. econ-
omy, but because of trust, liquidity, and the
financial systems built around the dollar. Even
though other currencies like the euro, yen, and
renminbi have grown, the dollar remains at
the center. The contrast is clear that the dol-
lar’s strength gives predictability, but it also
ties economies to a system where shocks are
stronger because they depend on one cur-
rency.

New BIS studies in 2026 add more detalil,
showing that the dollar’s power changes in cy-
cles and adapts over time. Their January 2026
paper described “waves” of dollar use in debt
markets, with the latest surge after the global
financial crisis bringing the dollar’s share back
to levels seen when the euro was first
launched. Early 2026 findings showed that
dollar funding affects housing markets too,
influencing mortgage lending and property
prices worldwide. By mid-2026, BIS noted
that technology is also reshaping the dollar’s
reach as digital assets, stablecoins, and token-
ized instruments are making dollar payments
and investments easier to access. Together,
these points show the tension between

strength and risk. The dollar keeps coming

back as the main choice, but now its influence
spreads into debt cycles, real estate, and fin-
tech. This makes its stabilizing role wider, but
also increases the chances of disruption.
Historical Dominance

The dollar’s leading role has developed in cy-
cles, each shaped by world crises, changes in
institutions, and political shifts. The Bretton
Woods system of 1944 made the dollar the an-
chor of international finance, supported by
gold convertibility and the strong U.S. econ-
omy. Even after Bretton Woods collapsed in
the early 1970s, the dollar kept its central role,
reinforced by the oil shocks that fixed energy
prices in dollars.

The launch of the euro in 1999 briefly chal-
lenged this position, raising hopes for a re-
serve system with several strong currencies.
But the global financial crisis of 2008 con-
firmed the dollar’s safe-haven status, as inves-
tors moved their money into U.S. assets. The
crisis showed that efforts to diversify, while
symbolically important, could not replace the
dollar’s unmatched liquidity and trusted insti-
tutions.

The most recent cycle began after the 2008
crisis and has continued into the 2020s. BIS
research shows that the use of the dollar in in-
ternational debt markets rose again to levels
last seen when the euro was introduced, con-
firming the dollar’s dominance in global bor-
rowing. This strength has also spread into new

areas. Dollar funding now affects housing




The Role of
the Dollar in
Global Finance

The United States dollar plays a very impor-
tant role in world finance. It is the main re-
serve currency that supports trade, invest-
ment, and central bank planning. At the same
time, changes in the dollar’s value can cause
problems for many countries. When the dollar
rises or falls quickly, it can affect debt, growth,
and trade across the globe. This makes the
dollar both helpful and risky at the same time.
The IMF explains that using the dollar gives
countries stability and access to liquidity, but
it also makes them vulnerable to shocks they
cannot control. The dollar is not likely to lose
its leading position soon, but its ups and
downs mean governments must manage their

budgets and monetary policies carefully.

The Dollar’s Contradiction of Power
The dollar has a mixed role in world finance. it
helps keep markets steady, but it can also cre-
ate problems. As The Economist explained in
“The dangerous dollar,” changes in the dollar’s
value spread far beyond the United States.
They affect trade balances, investment flows,
and the ability of countries to pay back debt.
When the dollar falls, asset values can drop
and confidence in markets weakens. When the
dollar rises sharply, countries that owe money
in dollars struggle to keep up. This shows the
dollar’s special position. It is not only a cur-
rency but a force that shapes globalization,

able to bring stability while also adding fragil-
ity.
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